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October 10, 1978

Honorable Walter Mondale
President of the Senate
Washington, D.C, 20510

Honorable Thomas P, O'Neill
Speaker of the House of Representatives
Washington, D.C. 20515

Dear Mr, President:
Dear Mr, Speaker:

I am transmitting to Congress the preliminary report on the railroad indusiry as directed by sections
504 and 901 of the Railroad Revitalization and Regulatory Reform Act of 1976 (ihe 4R Act). The
report entitled, “A Prospeetus for Change in the Freight Railroad Industry,” painis a rather gloomy
picture of the present state of the raflroad industey. This situation has develaped because traditional rail
markets have shifted, and the railronds liave not fully held their own against the new competitive
technologies of air, highway, and inland waterway transport, Alse, the Government's policies on regula-
tion and financial ussistance have not been equal for #ll modes of 1ransportation. Many Government
plolicics were developed when the rnilronds were the dominant mode—u circumstance that is no longer
the case,

This report deals with changes that will be necessary if the railroads are ta regain vitlity and to
continue 1o play o major role in the Nation’s transportation systent. 1 believe the futere holds much
romise for the railroads, This traditional transportation technology has been given renewed importance
ceause of the long-term problem of energy availability and the economy's need for efftcient trapsporta-
tion to dampen influtionary pressures; these are the essentinl strengths of the industry on which
constructive policies can he buill,

The Deparunent of Transportation is not in the business of simply preserving rafiroads and ferminals as
historic relies or national transportation landmarks. Ouwr role is 1o identify Americn’s transportation
needs and the hest ways these needs can be served, Viewing these requirements, | do not think we
should be permanently discourgged by the difficult economic situation that this report portrays.

The diagnosis in this report says parts of the system are sick, but the system as a whole is far from
dead, The report includes several specific remedies regarding Federal regulation and financial assistance
palicies that can help move the railread industry toward financial health, so it can play its proper role
i the efficient trapsportation system demanded by our Nation's economy.

I have often referred 1o the Nation's transportation system as the “invisible service.” s overall
performance has been so good that we only pay atlention to it when it doesn't work or when it is
stopped by a strike, a natural disasier, or a financial crisis. This is especially true of railroads. The
steady decline of the railroads hegan just after World War I but went viriwally unnoticed by the public
and untended by the Federal Government as the other modes increased their capacity, and the rail
sysl';:!m slowly eannibalized itsell until the collapse of the Penn Central foreed public adention to the
prohlem,

We must now take the time and seize the opporunity to take the necessary public actions to ensure
that our rilrond system remains in the private sector and provides good pubiic serviee. It is a tribute
to the basic strength of our economic system that the United Siates is the only country in the world
whose freight railrond system is still mainly in private hands. Elsewhere in the world, it is heavily
subsidized as u necessary public service,
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1 wish to underscore the significance of this repart aml the public poliey debate that will ensue, There
have been aumerous studies of the problems posed by declining rail service, the finaneial condition of
the railroads, and the effects of regulation on the industry, Some of these studies have been condueted
by private groups, some hy Government agencies: most, lowever, have been limited to specific prob-
fems or geographic areas. This report takes a broader view. It is 4 comprehensive natjonwide study of
radlroad problems, finances, and policies and is designed to provide the framework for making judg-
ments about this system as part of the Nation's total iransportation policy.

During the decade of the Department of Transportation's existence, the rail industry and its competitors
have wndergone many changes, The Government now has o mueh different reltionship to the railroad
industry than it did 10 years ago. The Department of Transportation has far greater respoasibilities and
is confronted with substantially different economic circumstances with regard to all means ol transporta-
tion, The public’s attitudes on environmental protection, energy pelicy, user charges and laxation,
regulatory lNexibility, and intermodal transportation planning have changed.

Now the railroad industry faces a time of reckoning with those changes, There is no esenping transi-
tion, for the underlying socinl and ecanomic forees cannet be denied. The question is not whether, bul
how changes will ke piace,

This report represents the administration’s commitment 10 help in secking solutions. Tt cannot offer a
Federal guaranlee of prasperity or survival for all railroads. The report recommends the continuation of
a program of Federal financial assistance, but it also makes clear thal finuncial assistance atone will
not cure all the problems of the railroad indusiry. Changes in Federal financial policy toward the other
modes and in the system of economic regulation, a5 well as other changes in labor and management
attitudes will be necessary, and the approprinte role for any Federal financial aid is 10 fwilitate these
changes.

Ultimately, the future of the ruilroad industry rests with the men and women who manage and operate
it. Their day-to-day decisions and actions will decide the future of the railroad industry in the private
seetor. Thase who work in railroading must take pride in an industry that helped (o huild this country
and which, through their sustained effort, will continue (0 make vital contributions to our eeonomic
welfare,

Pursuant 1o an agreement with the Chairmen of the House and Senate commerce committees, we have
combined the reports required by sections 504 and 901 and now submit them jointly to the Congress
and the public, Following a svitible peried to allow interested parties time to reflect wpon this
preliminary report, we will hold nationwide hearings in which the public may provide comments on the
anulyses and alternatives -presented in the report. We hope to have the advice of ruilrond management
and labor, other elements of the transport industry, the shipping and financial communities, Govern-
ment officials at the Federal, Sute, and local levels, and informed members of the general public,
These views will assist us in the development of o final report and recommendations to the Congress,
10 be pravided in February 1979,

We welcome the comments and suggestions of the Congress and of those many ¢itizens who share our
coneern lor the [Uture of one of America’s most biasic and maost essential industries, railroading,

Sincerely.

Brock Adams

Enclosure
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PREFACE

The roots af the railroad problem lie deep in the
economic history of this Nation. Congress was
compelled to establish or adjust the legislative
environment for riilroads in 1850, 1867, 1887, [R93,
1903, 1913, 1920, 1926, 1933, 1940, 1958, 1970, 1973,
and 1976, Each of these Acts (altler 1867) was in
response 1o 3 major economic erisis, a perceived need
to control rail rates, or some manifest failing within
the industry. Early Government programs ook a
wide variety of forms: 19th century land grants,
regulation by the Interstate Commerce Commission
(ICC), emergency autional operation by the Govern-
ment during Waorld War 1, and Reconstruction
Finance Corporation toans during the Great Depres-
sion,

Three recent endctments have again involved
the Federal Government in the affairs of the
industry.

e Creation of the National Railroad Pussenger
Corporation (Amtrak) in 1970. The intent of the Rail
Passenger Service Act was to relieve freight rilroads
of the burden of operating financially unsuccessful
passenger trains, preserve warranled services, and
aperate & more limiled, restruetured service on i for-
profit basis. The first two goals were achieved, but,
despite cutbacks in service. the operaling deficit
borne by the Federat Govermment has been increas-
ing each yearand is now over 3500 million,

& A system for rearganizing the bankrupt northeast-
ern raflroad companies in 1973, 1o avoid 4 halt in
service, The Regional Rail Reorganization (JR) Act
established the United States Railway Associztion 10
plan a restructured system and set procedures for
transfer  of propertics to & new company, the

Consolidated  Rail  Corporstion (Conrail).  Libor
protection payments and o new light-density line
{branchline) subsidy program were also established
to facilitate the reorgamzation, Financial aid was
rovided in the form of grunts for interim operation
of the bankrupts and loans for rehabilisation of rail
properties in the Northeastand Midwesl,
@ The Railrond Revilalization and Regulstory Re-
form {4R} Act followed in 1976 The 4R Act
provided Tunding awthoriztion of 3.1 billion for
Conrail, as well as the following,

— 5175 billion in Federal funds was authorized
to improve the Northeast Corridor operations,

— 3600 million was authorized to begin a
pragram of finanecial assistance Tor railroads, in
which the Government purchased shares of a special
cluss ol new redeemable preferred stock at subsidized
rales. This program benelits mainly marginal rail-
roads hecruse u certification is required that other
private inancing is not available,

— 31 hiltion was avthorized fos Government
guarantees of loans to railroads; loans available on
the strength of the guarantee at rales substantially
helow the market rate of interest,

— Increased regulatory flexibility was provided,
and the ICC was instructed to hegin giving mare
consideration in its rulings o the finanes) health of
railroad companies.

~— A shortened timetable for railroad mergers
was awthorized, and the Seeretary of Transportation
was given authority to faeilitate consolidiion and
coordination projects,

— 5360 million was aulhorized to provide for &
4-year, mtionwide program of subsidy to those
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branchlines that had heen appraved for abandon-
ment by the ICC. In addition, the deadline for use of
the $180 million provided by the 3R Act Lo assist the
Northeast and Midwest regions in working on the
branchline problem was extended for 2 years,

Events of the past 2 years demonstrate that there
has not been any improvement in the underlying
circumstances that led 1o the passage of the recent
Acts, There has been continued deterioration in the
weak parts of the rail freight industry, The Milwau-
kee Road has joined the Hoston and Maine and the
Rock Island 'in bankruptey; the Delaware and
Hodson Raflrond has avoided bankruptey only
through additional Federal linancial assistance; and
Conrail, less than 2 years afler its inception, has said
that it needs an additional $1.3 hillion in Federal
capital funding if it is to achieve long-term Minancial
sell-sufficiency.

While it is too early to evaluate the final
effectiveness of the new pelicies set in motion by
recent legislation, the Mnancial condition of Conrail,
the slow pace of regulatory change under new rate
{lexibility features, and the controversy that has
arisen aver funding provisions of the 4R Act indicate
that more changes may he required, The foundation
of Federal poliey toward freight railronds needs to be
reexamined, and changes need 1o be made. The
Department of Transpottation (DOT) will continue
to try to implement successfully the reforms of the
3R and 4R Acts, but we will also propose further
legislative changes.

Congress, in recognition of the need for continu-
ing sludg of potential additional mensures o solve
the problems of the industry, has directed the
Secretary of Tramsportation (in the 4R Act) 1o
conduct a series of policy-oriented studies. These
studies full into four Key areas: (1) a catalogue and
description of the system of lines of the intercity
railroads in the United States (section 503); (2) a
determination of whether Federal policies towards
other transportation modes have unfairly disadvan.
taged the railroads {section 902); (3) an assessment
for the period 1976-1985 of the capital needs of the
railroad industry and whether those needs are likely
10 be met by private sources of capitul, and—in the
evenl they are not—an estimate of ithe amount and
form of finuncial assistance the Federal Government
should provide to the rail industry (seetion 504); and
{4} an investigation of o number of other specifically
identified problems of the US. rail sysiem, with
consideration ol possible solutions 1o those problems
(section 901), The full text of sections 504 and 901 of
the 4R Act is reproduced in the next section of the
report, ilong with that of section 401, which details
the Seeretary's independent authority with respect to
rail system restrueturing.

The first two  studies were completed and
submitted 10 the Congress in January (977, The
remaining wa sections (504 and 901) are the subject

vi

of this report. The precise mandate in sections 504
and 901 includes a ninnber of specific directions that
the DOT tormnd it could not accomplish in any
salistactory fashion. This applies purticularly to the
provisions in section 304 (b)}(A), ns amended, and to
subsections (1) through (5) of section 901, The DOT's
determination was based on the absence of the dat
necded for an effective analysis and the desire
avoid misleading the Congress or the public with
inadequate estimates of the costs or henefits theoreti-
clly attributable 0 any single element in the
solution 1o the railroad problem, Those benelils are
best expressed in broader terms, and are more likely
to be realized if pursned as a coordinated policy, as
this report seeks to do,

Accordingly, there is no attempt in this report to
take the estimate of the rail mdustey's capital
shortfall and to retiute how much that shortfall could
be reduced by each of the following suggested
means: resiructuring physical plant, modifying inter-
modal investment and user charge policies, or
maodernizing the cconomic regulatory laws affecting
railroads. Rather, this report is intended 1o address
from a Federal perspective the major policy instru-
ments that need to be fashioned to provide an
environment for rail transportation in which its full
potential can be realized.

This rail stedy provides an examieation of the
niture and extent of the problems faging the railroad
industry, It directs moch atlention loward answering
the question: Is there a likely shortfull in the railroad
industey’s ability o fAnance capital expenditures
from private sources? The report provides an analysis
by the DOT of the condition of current milrond
facilities and future trends for investment in the
industry.

The report explores the desirability of restruc-
turing (he rail system to improve its elficiency and
thus reduce the need for farge-scale public assistance,
It includes discussions of governmental policies
toward the rights-of-way of other modes of transpor-
tation amd the henefits and costs of public ownership
of railroid Tixed factlities, The report also exzmines
problems invelved in existing economic regulation
and the reforms initiated by the 4R Act. 1t identifies
ather passible reforms that would lessen the negative
impact of regulation on rail performance, Such
changes would help ta ease the financial dilficulties
of the industry and thus help meet its capital
requirenients, The concluding chapter sets forth
DOT's preliminary recommendations on the meth-
ods for providing additional Federal financind assis-
tance to the railroad industry,

Finally, Congress has indicated an interest in the
potential for high-speed and electrified services 1o
revitalize the rail system, and appendixes 8 and C
evaluate the potential of this steatepy.

Not every area of eurrent or potential signifi-
cance to the future of the il system is-included in
the repart. Rail safety, environmental questions, and
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the patential benefits of new technology are refer-
enced but not thoroughly evaluated. Nor does the
report pretend to be the last word on the major areas
it does address, Research and eareful thought often
raise more guestions than they answer, Our hope is

vli

that this report will provide a basis of faet for
debating the ritical issues facing rail transportaiion,
so that we can proceed with & more effective policy
toward the most troubled purt of the national
transportition system—America’s railronds.
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MANDATE

title, {2) the information furnished under
subsection (a) of this section, and (3) any
other relevant information, shuli develop,
publish and transmit—

b The following wre extracted from \be Railrond
i Revitalization and Regulatory Reform Act of 1976,
i PL 94-210 (as amended by the Rail Transportation
i Improvement Act of 1976),

Section 504 (45 U.S.C, 824), (a) Delerred
Maimtenance Statement,.—Within [B0 days
alter the date of enactment of this Act, each
railrond desighated by the Commission us a
class 1 raitroad (other than 2 rajlroad
subject to_reorganization pursuant to the
Regional Rail Reorganization Act of 1973)
shall prepare sind submit to the Secretary n
full and complete statement (1) of such
railroad’s deferred maintenance and de-
layed capital expenditures, as of December
31, 1975, and (2) of the projected amounts

- of approprizte maintenance to be per-

formed and capital expenditures to be mace
for such railroad's {acilities, during each of
the years from 1976 through 1983, Each
railroad shall submit such additionn] infor-
mation as may be required from it by the
Secretary, in connection with his duties
under section 303 of this title or under this
section, prior to July 1, 1972, inclhuding the
prajected sources of and uses for the funds
required by such railroad for such projected
program.

{b) Preliminary Financing Recommenda-
tions~Within 340 days afler (be date of
enaciment of this ael, the Secretary, after
piving due consideration 1o (1) the final
designations under section 503(e) of this

(A} 1o the Congress, preliminary recom-
mendations as 1o the amount and type of
carrier equity and other financing to be
effected through the Fund, or through
any other funding mechanism, recom-
mended by the Secretury, based upen his
view of the rail industry's facilities
rehabilitation and improvement needs,
the projected gross national product, the
potential demand for rail serviee and the
types of service capable of meeting it
potential demand, the potentinl revenues
and costs (including capital costs associ-
ated with these revenues), the demand for
rail services for which the railroads could
compete on an economic basis, the
probable sources of funding for the
capital costs af providing these services,
and which of those costs must be provid-
ed hy public financing, as projected
through December 31, 1985; an

(B} 10 the Congress and to the Secretary
of the Treasury, preliminary recommen-
dutions as to 1he means by which the
Federal share, il any, of such equity and
other financing should be provided,

In preparing such recommendations, the
Secretary shall specifically consider and
evaluite the public henefits and costs which
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would result from public ownership of
ratroad rights-ol-way,

(¢} Evadusrtion.-—Within 90 days after the
date of publication of the Secretary's
preliminacy recommendations under suh-
section {b) of this section, the Seeretary of
the Treasury shall publish and transmit 1o
the Secretary and to the Congress his
evitluation thereofl and any recommenda-
tions with respeet 1o the matters relerred to
in subseetion (LYI(BY of this seetian.

() Final Recommendations.—Within - 90
days after the dite of receipt of the
evitluation, transmitted under subsection {¢)
of this scction, the Secretary shall, #fter
giving due consideration 1o such recom-
mendations, prepare and transmit to the
Congress his final recommendations with
respect 1o the matters referred o in subsee-
tion (b} of this section.

Section 901 (90 STAT, 147; 49 U.S.C. 1654
note). The Secretary shall conduet a2 com-
prehensive study of the American railway
system. Such study shall commence not
later than 45 days after the date of
enitetment of this Act, Such study shall
include—

(D) a showing of the potential cost
savings and of possible improvements in
service quality which could result from
restructering the railroads in the United
States;

(2} an identification of the potential
ceonamies and fmprovements in perfor-
mitnce  which  could result from the
improvement of focal and terminal oper-
atlons;

(3) estimates as o potential savings in
the cost of rehabilitating the United
Stittes railway system if rehabilitation is
limited to those porlions of such systems
which are essential 1o interstate com-
merce or nationad defense;

(4) an assessment of the extent to which
common or public ownership of [ixed
facilities could imprave the national rail
transportation system:

{5) an assessment of the potential effeets
of alternative il corporite strictures
upon the national rail transportation
system;

(6) o listing, in order of descending
priority, of the rail properties which
should be improved to the extent neces-

sary o permit high-speed rail passenger
or [reight serviee over such properties, in
terms of the costs and benefits of such
improvements and the reasons therefor:
and

(7) an estimate of the patential benefits
of railroad electrification fur high density
mil lines in the United States, amd an
evaluation of the costs and benefits of
cleetrifying rail lines in the United States
with a high deasity of tealfic, including—-

{A) the capital costs of such eleetrifi-
cation and  the oil foel economies
which would be derived therefrom, the
ability of existing power facilities to
supply the additional power required,
and the amount of coal v wher fossil
fuels required 1o generate the power
necessiry for railroad electrificigion;
and

{B) the advandages to the environment
of electrification of rilrogds in terms
of reduced fuel consumption and air
pollution, snd the disidvantages to the
environment  from inereased use of
fuels such as coal; and

(8) a survey and analysis of the railroad
industry in the United States 1o deter-
mine its {inancial condition and the
physical condition of its facilities, rolling
stock, and equipment,

Within 720 days after the date of enactment
of this Aect, the Sceretary shall submit a
report to the Congress setting forth the
results of the study conducted pursuant to
this section,

Section 401, The Department of Transpor-
tation Act (49 LLS.C. 1651 et seq) is
amended by inserting alter section 4 thereol’
the following new section 5:

Rail Services

Section 5, (&) The Seerctary may develop
and make available to interested persons
feasible plans, proposils, and recommenda-
tions for mergers, consolidation, reorgani-
zation, and other unitication or coording-
tion prajects for rail services (including, but
not limited to, arrangements for joint use of
tracks or other facilities and any ucquisition
or sale of ussets) which the Secretry
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helieves would result in a rail system which
is more efficient, consistent with the public
interest,

(b) In order 1o achieve a more citicient,
economical, wnd vinble rail system in the
private seetor, the Seeretary may upon the
request of any railroad and in accordance
with subsections (a) through (e} of this
section, assist in planning, negotinting, and
effecting a unification or coordination of
operations and facilities with respect to twe
or more riilroads,

(t) The Secretury may conduct such studies
as are deemed advisable to determine the
potentinl cost envings and possible improve.
ments in the quality of rail services which
are likely to rcsuﬁ from unification or
coordination with respect 1o two or more
railroads, through the elimination of dupli-
eative or overlapping operations and facili-
ties; the reduction of switching operations;
utilization of the shortest, or the most
eflicient, and economical rowtes; the ox-
change of trackaye rights: the combining off
trackage and of terminal or other facilities;
the uggruding of iracks and other facilities
used by twa or more rilroads; reduetion of
asdministrative and other expenses: and any
other measures likely to reduee costs and
improve rail service, For purposes of suudies
conducted under this seetion and the study
deseribed in section 901 of the Railroad
Revitalization and Regulatory Reform Act
of 1976, eaeh railrond shall provide such
information as may be requested Dby the
Secretary in connection with the perfor-
mance of functions under this section and
such section 901, In furtheranee of any of
the functions or responsibilities of the
Secretary uncler this section or such section
901, nny officer or empioyee duly designat-
ed hy the Seeretary may obtain, from any
railroad, information regarding the nature,
kind, quality, origin, destination, consignor,
consignee, and rowting of property, withaut
the cansent ol the consignor or consignee
involved, notwithstanding the provisions of’
section 15013} of the Interste Commuree
Act (49 US.C. 15(13) and may, to the
extet necessary or appropriate, exercise,

xi

with respect to any railroad, any of the
powers deseribed in section 103(c) of the
Regional Rail Reorganization Act of 1973
(45 U.8.C. 7t3(c). as provided therein,
except that subpoenas shall be issued under
the signuture of the Secretary,

(d) When requested by one or more rail-
roads, the Secretary may also hold confer-
enees with respect to any proposed unifica-
tion or coordination project, The Seerctary
may invite officers and directors of all
affected milroads; representatives of em-
ployees of such railroads who may be
alfected; the Tnterstate Commerce Commis-
ston; appropriate State and local govern-
mend officials,  shippers. and  consumer
representatives; amd representatives ol the
Federal Trade Commission and of the
Attorney  General to one or more such
conlerences with respect to such o proposal.
The Secretary may mediate any dispuie
which may arise in connection with any
proposed  unilieaion  or coordination
praject. Persons atlending or represented at
any such conference shalt not be liable
under the antitrust laws of the United
States with respect lo any discussion at such
conlerence and 4s o any agreements
reached al such conference, which are
entered into with the approval of 1he
Seeretary in order (o achieve or determine a
plan of action to implement any such
unification or coordination project.

{¢) Whenever any railroad submits 4 pro-
posal Tor @ merger or other action the
approval of which is subject 1o the jurisdic-
tien of the Intersinte Commerce Cammis-
sion under section 5(2) of the Interstate
Commerce Act (49 US.C. 5(2)), the Secre-
tary may, if he has not already done so,
conduct a swdy of sueh proposal in order
10 determine whether or not, in his judg-
ment, such proposal is in accordance with
the e.lumlunrs

such Act (49 US.C. 502)c)). Whenever
such proposal is the subject of an applica-
tion and o proceeding before such Commis-
sion, the Secretary is authorized to appear
before the Commission in any proceeding
held with respect to such application,

sel forth in section 5(2)(c) of
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SUMMARY AND CONCLUSIONS

Railroads are one of the great industrial achicve-
ments of modern civilization, It is impossible to
imagine the building of our Nation's commereial and
military strength without the railroads, Railroading
has a proud tradition, and the industry remains an
indispensable part of our economy.

Witliin the next few years, indamental deci-
sions will be made that will determine the course of
the railroad industry for years o come. These
decisions must be made wisely, for tremendous
economic consequences are at stake, The railroad
industry is one of high fixed costs and long-lived
investments; if those investments ire made incorrect-
Iy, they will alfect the industry’s efliciency long into
the future. The rail industry has always been
significantly affected by ruhlic policy, and changes
made in public policy in the next few years will affect
the destiny not only of the railroads, but also other
modes of fransportation, Because of the public's
interest in rail service, taxpaper resources are very
much a parl of polieies toward the industry,

Decisions on the future of railroading must be
made quickly as well as wisely. The costs of delay in
setting a proper course are substantial, and we must
get the earliest possible stert on what, in any cevent,
will be a long journey roward vitality for the
industry.

This report seeks to establish a frimework for
public and congressiona) discussion of these highly
significant issues,

THE IMPORTANCE OF RAILROADS

In 1977, LLS. railroads accomplished the follow-
ing.

e MHauled 1.4 billion tons of freight an average
distance of 568 mniles

# Received more than 320 billion in operaling
revenues

o Employed more than 500,000 people at an average
salary of 518,000

e Spent $2.29 billion for new plant and equipment

The railroad industry is a common carrier mode,
which means that it provides service 1o all customers,
under published rates and wrms. Railroads are able
o provide services to many shippers at far lower
cosls than other modes, depending on the type of
service, commodity chatracleristics, and distances,
Raitroads comribute <aily 1o the fight against
inflation because if' they did not exist, the cost of
consumer goads would be much higher.

Railroads are the principal mode of transport
for many bulk materials and ggriculiwral products.
They handle over 70 percent of coal ton-miles and 60
percent of grain ton-miles. They are also the primary
mode for such manufactured produets as: pulp and
paper products (77 percent); automotive products
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{73 percent); foad slfs (66 percent); chemicals (60
percent); and primary metals (60 percent).

Without rail service, these industries would
suffer major dislocations and would be faced with
the need for vast new investments in transport and
wirchouse facilities, ns well as with higher operating
costs, These extra costs 1o the economy would exeeed
many tines the investment needed to keep railrouds
functioning efficiently.

The rail mode is the most energy efiicient form
of transport for many goods, especially long-distance
movements of bulk goods. On long hauls, trains
consume only ahoul one-third as muceh energy as
trucks 1o haul a given nmount of freight, Because of
the circuity and directional flow af walerways,
railronds often have an energy advantage over barges
as well,

Railraads are essentinl 10 achievement of the
Nation's energy goals, which include greauly in-
crensed reliance on coal. Railroads employ large
nunthers of werkers and provide important und
continuing cconomic stimulus to local communities
across the land, Raoilronds are essential to exports,
especially for commodities sueh as coal and gruin.
Rail movement of domestic materials for the energy,
automotive, and steel industries reduces the amount
of petroleum and heavy industrial goods that
otherwise would have to he imported, Beeause of the
high visibility of individual accidents, most people do
not know the injury rate per unit of il freight
service is one-sixth that of trucks,

THE CURRENT SITUATION

Railroading has fullen on difficult times, Bety
on invested copital s among the lgwest of major
mdustries. The condition of ratlroad plant  and
CqUIITRETT is Jeteriorating, and estimated deferred
maintenance over the past decidde has accumulaled
1o some $5.4 billion,! Preliminary figures indicate
that in 1977 the industry’s profits fell (o $347 millien,
the lowest figure since 1932,

Depending upon the cost of providing il
service In selected markets, declining traffie levels
will have n major effect on rail profitability. Large
paris of the industry have experienced a cycle in
which loss of traffic causes reductions of revenues
and then profits, which reduces the capacily 1o
provide service, which, in turn, cnuses more losses of
traftic, and so on. In 1947, the railroads accounted
for two-thirds of total intercity (reight ton-miles;
todiey, they account for only a little more than one-
third. If measured by tonnage hauled rather than b
ton-miles, railroads have recently lost their preemi-
nence among treight modes to trucking; trucks now
make up 38 percent of intercily tonnage, versus 29

1AL dollar amwunts in the Swnmary and Conclusuny at¢ in currens year dollan
unless ntheswine huled.

ta

percent for railroads, with pipelines and barges
carrying approsimately 18 percent and 15 percent,
respectively,

Rail passenger service hus suffered even sharper
declines, The profits went out of most rail pussenger
services just afler World War [I, and toduy the
National Railroad Passenger Corporation (Amirak),
which operates nearly all intercity rail passenger
service, receives subsidies of more than $0.5 hillion
wnnually, Revenue passenger-miles  declined 80
rereenl between 1947 and 1973 and now represent
ess than | pereent of all intereity travel, The
automobile represents about 87 percent, with air-
eradt, huses, and trains dividing the rest,

After adjusting for inflation, ruilrond ordinary
income today is one-quarter its 1947 level. In 1977,
all Class 1 raitronds earned only a 1.26-pereent rate
of relurn on an.average net investment in rail plant
of 828 billion. Net ordinary income (defined as net
railway-aperating income plus income from outside
sources, less fixed rentals, interest, and other deduc-
tions) waus only 5284 million in 1977, and return on
net worth was 1.8 percent.

Cash flow from internal operations and funds
that can be raised from private eapital markets vary
from company to compiny, but overall are insuffi-
cent to renew the existing plant und equipment and
pravide capacity for anticipated levels of trulfic, In
1977, cash Now for all Class 1 railronds was $1.7
billion less thin capital expenditures, lorcing the
industry to seek capital from external sources, Cash
flow affects the industry's net working capitl
position; at the end of 1976, [t was minus 340 million,

Requirements for funds by Class [ railroads,
exclusive of Consolidated Rail Corporation (Conrail)
and the Leng Island Railroad (LIRR), over the
decade 1976 1o 1985, will exceed Tunds available
from internal sources or private financial markets by
$13 10 §16 billion. Seven railroads, which provide 20
percent of all rail freight service, account for
appraximately half this amount. Ten companics have
filed for protection in bankruptcy since 1967, Other
companies huve heen able to hold their own in wraflic
and profitability, and some have prospered reason-
ably well, except in periods of abnormal weather or
ather dislocilions. Nevertheless, the national rail
system eannot be healthy while it suffers from the
weakness of certain companies in the Northeast and
Midwest. The general assessment must be that the
raflroad industry is in poor financial condition,

In response 1o inadequate financial perfor-
mance, many rilroads have deferred mainienance
and delayed enpital expenditures for roadway and
cquipment, For the period 1966 through 1976,
narmalized mainteniance of the rail system, exelusive
of Conrail and LIRR, would have amounted 1o $23.9
hillion, {Nermalized maintenance is defined as the
level of railrond maintenance-of-way expenditures
necessary o ensure that, on the average, one-half the
useful life remains in the components of the railroad



track system.) Actanl maintenance-of-way expendi-
tures for the same 10-year period were only $18.5
hillian, leaving i gap o $5.4 billion. A portion of this
shortlall represents  cconomies purposely  made
through changes in operating patlerns,” service
policies, or anticipated line abandonments. Indeed,
more than 20,000 miles of ril line (approximately 10
percent of total mileage} are heing considered by
ratilroads for potentinl abandonment,

Asa result of deferred mainienance, by June 30,
1976, 47,200 miles of track, 15 pereent of the total,

were under slow orders recLuiring the operation of

trains o1 reduced speeds. Slow orders impair the
efficiency of railroad operations by often requiring
an additional train crew to be brought on duty when
a regular run cannot be completed in ¢ 12-hour time
period,

The railroad industry will not be able to correel
ils deferred  maintenance and its delayed capital
investments for new plant and equipment without
additional outside funds. Financial weakness may
Jjeopardize the ability of some companies to make the
lurge investmenis that are needed 1o handle in-
creased coal traflic, even though thase projects may
have a high internal rate of return and are in the
nutional inlerest,

Continuation of the trends of the postwar period
would result within the next 10 years in an industry
facing enormous capital shortages, competing only
for bulk shipments of low-value goods, lacking the
resources needed for safe operation, and to a very
considerable degree, operating under the financial
contral or ownership of public agencies,

CAUSES OF THE INDUSTRY'S PROBLEMS

The industry’s dilTiculties in earning an ade-
quatte return ob existing invesiment stem  from
various (actors, not all of which are within the
industry's control, They include the following.

& Tradiional rail markets have chunged as heavy
industry has given way to i service-oriented, high-
technology econamy and as shifts have occurred in
the [oeation of indusiry.

o Federal regulation has constrained manugement's
ability 10 adjust rates, merge corporite entities,
provide new services, and abandon obsolete fcilities
and services,

& Labor unions and management have been unable
to agree on methods for ull implementation of
innovations designed 1o improve productivity despite
sizable increases in wages and benefits,

e Government has provided ripht-of-way acilities
for highways, waterwiys, and airways that—in cases
where adequate user charges are absent—have
subsidized the rail industry’s principal competitors.
o Railronds have been slow in adapting 1o new

o
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technology, while rival modes have been more
suceessiul in making use of new developments,

This seport concludes there is not any single
cause for the decline of the rail industry but rather a
number of important lactors, which, when taken
together, constitule an institutional framework that
inhibits the industry from adjusting guickly or
effectively to change.

The Department of Transportation (DOT)
bhelieves there is an urgent need for the industry Lo
adjust, to adapt, 10 find new sotutions to the causes
of its deeline, The railroads must mike major
advitnees in all or nearly all of the problem areas if
they are 1o he vital as private enterprises, Such
improvements  will  gremtly reduce the Jong-run
demands for additional Federal financial aid. As
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gavernmental petions have heen very much a part u["‘ro -ﬁ/,/J

the environment of the transportation induslg. there
is an wrgent need for consideration whethier Govern-
ment  policies toward the transportation seetor,
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including progrims of financial ussistance, are even- 6’/ f 14

handed, fair, and adequate.

PROJECTED NEED FOR
OUTSIDE FUNDS

The analysis of sources and uses of funds for the
railroad industry, excluding Conruil and the LIRR,
indicates that the industry faces a potential capital
shortfall of between $13.1 and $16.2 billion during
the period from 1976 1o 1985, This analysis assumes

that current trepds in inflation, business cycles, £

regulittory policies, operiting efficiencies, levels of
service, and availability of external eapital will
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continue, No assumptions in arriving at this figure Ceﬂ\‘};v:/ :
Evieypy -
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were made with respect to Nurther regulatory reform
or major changes in the present rail siructure that
could improve the ontlook for the industry, Overall
capital requiremems of $42.5 bitlion, by cawgory of
expenditures, are set forth in table 8-1,

TABLE §-1. CAPITAL REGUIREMENTS,

Catogory Blljian
dollars
Capitol expendijtures tor
road property 6.8
Capitol expendituros for
oquipmani 216
Capital needed to repay
clabt coming due 10,7
Cppital needed 1o improve
waorking capital and
other uses 3.5
Total 42,6

MOTE: For turttier detai) ieber ta fable -1, Projecird Sauiet dng Ulat ol

Funch, 1078-86,
SOURCE: Federal Hailrasd Admunisiiatipn siudy.
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Costs to avercome deferred mainteninee and 10
raise the indusiry's ongeing maintenance - of -way
expenditures to levels that would be called for by o
normal maintenance program are not included as
sapital expenditures but are included in ealeulating
the industry's necessary {low of funds (rom opera-
tions.!

During the 1978-1985 period, anneal track and
roadbed  maintenance  expenditures 1o gradualiy
overgome  existing  deferred  mainenance” and  to
maintain facilities at appropriate levels in the future
are estimated to range from $40.5 1o $43.8 billion,
omitting depreeiation,

To ussess the ability of the railroad industry o
make cupital espenditures, the Federal Railroad
Administrition (FRA) projected, on an annual basis,
the level of funds the industry is likely 10 obtain over
the forecast period, The projections indicite that the
railroads will be able to peaerate internally or obiain
externilly between $26.3 and $29.5 billion over the
1976-1985 period, Forecasts of sources are shown in
table 5-2,

Even without expenditures for deferred mainte-
nanee, the industry faces a shortfall of $10.2 hillion,
In other words. beyond the need to overcome the
laek of addequate spending on facifities in r:m years,
il recent trends continue, the industry will generate
insufficient funds o meet its needs over the next 10
yErs,

The analysis projects that the greatest gap
between funds fow from operations and capital
expenditures is Tikely to oceur in the near future, that
is, in the first half of the forecast decade, The timing
of the need is such that even if actions are tuken
immediately to improve railroad carnings  and
correet underlying problems, further deterioration in
facilities and service is likely 1o aceur,

The analysis of the size and distribution of” the
projected capitat shonfull leads 10 a4 number of
conclusions,

First, although all ruilroads are affected by
JAmdustey financinl problems to some degree, the
effects of the problems are more advanced in certain
companies that fend to be grouped in the Northeast
and Midwest, Approximately 50 percent of the
shortfll will oceur in those railroads that generate
only 20 percent of the industry’s revenues, This
implies that (he elements of the solution of the
raifrond problem— particularly the restructuring of
fixed plant—will have to be mixed in different
proportions to address different miloads and differs
ent regions,

Second, hecause of the factors discussed above,
provision of external aid 10 cover the shortfall—even
il interest  free—would not retoen the ruilroad

ling rpulations yequite it coni af diieal mainteasnce apd the
one-furnae replacement of Bl lew and hallast be considered as opserating capenses,
Any putinn of the expense that can be countad s pgrading s neated us 3 capral vint,

TABLE 5-2, SOURCES OF FUNDS, 1976-1988

Scenaria 1 Seanario 2
Category (illion $) twiltian $)
Cash flow from operations
atrer chvidends 1019 1.0
Proceuds from oquipment
financing 16.8 16.8
Proceeds from salo of
dobt 1.7 1.7
Other sources h:] 9
Total 9.5 26,3

NOTE: The FARA proj#ciy that the Industry shautd malntain
a loval of maintenance-of-wey axpondituras hlghor than nar-
mal for the nuxt 10 years to correct tor deforred majntenance,
Tha 10isl Incraste above normat rangus fram 26 purcant to GO
parceny of axssting dafatred mainienanca. Sconarlo 1 reflects
tha 26-parcans ustimate, Goanarks 2, 1he 60 percant,

SOUACE: Fudotal Ralitaad Adinlnistration siudy.

indusiry to profitability, sinee its poor finaneiz]
performance resulls from the busie cconomic and
institutional problems discussed “in detail in this
report. Far the financially weaker railvoads, linances
and services would e improved 1o the extent that
their rutes of return woeld increase over the short
run, This increase woukl still be tess than that which
would be necessury for these railroads 10 be self-
sustaining in the long run, TrafTic on these marginal
railecauds may be increased by Government assis-
tance, but mueh of this raffic would be diverted
from other ailronds, thereby  weakening  other
portions of the industry. Thus, Government financial
assistance cannot substitute for more fundamental
changes in (he ability of railroads 10 increpse
revenues and control costs,

And, third. it is thos elear that the etffectiveness
of financial assistance hinges upon the degree to
which the Government can seenre needed changes in
other policies affecting raiiroads as well as the extent
to which railroad management and railroad labor
ean work together to improve the productivity of the
railronds’ assets and employees,

Willt these points in mind, the capital shortfall
should not be viewed as the cause of the railronds’
current difficulties, Rather, it is o syrptom that the
rail industry is in wouble and that the problem is
sizible,

One cannot and should oy, therefore, move
dircetly from the estimated eapital shortfull 1o a
recommended congressional appropriatian of funds,
Numerous actions must be mitiated il continued
Guovernment financial issistanee is to be appropriate
tor help the railroads, Competing modes could pay, as
rileoads do, the full cost of constructing, operating,
and  maintaining  their rights-of-way, * Regulatory
policies could he changed 1o put railroads on the
same hasis a5 other modes, Raijlroads themselves
could undertake vigorous marketing efforts and
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muke internal management improvements, In con-
cert with and to help facilitste changes such as these,
Federal (Tnancial assistance can be appropriate and
effective,

Consideration must also be given to the proper
relationship of the Government to the private rail
industry, the ability of private railroad companies to
carry ont large-scale investments, and the costs and
henefits of specifte projects eligible for Federul
funding, Overall budget priorities will constrain the
anticipations  of those who advoeate large-scale
public assistance lor rail rehabilitation,

If the railroad industry is to improve its financial
health and remain in the privite sector, changes must
be made in the structure of the industry and in
Government policy towirds railroads and  other
modes, both in regulatory policy and  financial
assistance. The remainder of the teport addrssses
titose mujor issues,

RESTRUCTURING OF
PHYSICAL FACILITIES

Most railroad fhcilities were consiructed in an
eurlier, expansionary ern, under vastly differemt
market conditions, and with very little competition
from other modes, There now are ton many miles of
track nnd other feilities of Qe wrongkind or in the
wrong location Jg_survive Th 1he New competitive.
climate, The railrond Tndustry must make substantial
Ehafges in its economic and physical structure, This
is particularly true for finuncially weak railroads,
which must analyze, in cooperation with approprinte
public autharities, specific line segments o deter-
mine whether such segments are profitable (or can be
mide profitable). Unnecessary lines must be aban-
doned and traffic consolidated onto parallel or
connecting lines, so that service can be maintajned,
but costs can be reduced,

Consolidation and coordination efforts include
coordinated abandonments, joint use of facilities,
trackage rights agreements, coordinated transfers,
and purchase by other rail companies of line
segiments, These restructuring measures miy preserve
important services and have the potential to tmprove
financinl performance, Such  devices avoid the
disadvantages of mergers, while ensuring that the
needed cost savings are actually realized. Restructur-
ing should be aimed at preserving cost-effective
services, This will result in stronger rail companies, to
the benefit of the vast majority of'shilzpurs. Competi-
tive changes in some markels will be balinced by the
strengthening  of competition in markets where
coordimation” will permit upgraded fucilities and
service, Intermodal competition and Federal regula-
tion will guard ageinst abuses from reductions in il
compelition,

Physical restructuring in the railroad indusiry
must be a comtinuing provess invalving changes in
line and yard capacities, line abandonments, and
new construction, Consolidation and coordination
projects have wflected only o small percentage of the
total il fixed planmt because of the difficulty of
achieving cooperstion belween competing railrond
companies, In the past, physical  restructuring,
typically, has oceurred as a byproduet of corporate
mergers. Several recent  studies, however, hive
concluded that the mil mergers in the [960's and
1970 have been disappointing with respeet to
achievement of anticipited cost savings from operi-
tions or physical restructuring, The FRA case studies
of two recent consolidations found that these
mergers did not significantly improve either profit-
ability or market penetration.

End-to-end mergers have been suppested as
helpful in restrueturing the industey and improving
rail service. Advocates of this type ol merger argue
that end-to-cnd consolidations would permit better
arigin-to-destination control of serviee than would
parallel mergers, hy eliminating reliance on inter-
change with cooperating  railroads  for  through
service, End-to-end mergers may improve service,
but similar benefits could be achieved short of
merger, with through ains and joint facilities,
Becyuse freight flows are highly dispersed, end-to-
end systems sl have to cooperate with other
railroads to provide service for many imporlant
freight movements. Finally, part of the problem in
achieving anticipated savings in recent mergers as
been the difficulty of integrating und managing large
orgrnizations, and end-to-end mergers would face
many of the same dilliculties as parallel mergers in
this repard.

Section 401 of the Railroad Revitalization and
Regulatory Reform (4R) Act of 1976 authorizes the
Secretary "of Transportation to assis(TIn prmming,
negotkating, and elfecing & unihiciation or coordini-"
tion of facilittes and operations of two or more
raileoads. As such, section 40 of the 4R Act
provides o potentially powerful tool for exploring
solutions to a munber of rail indvistry problems. The
Secretary may hold conferences with railroads and
other interested parties, including shipper representa-
tives, lahor leaders, and public officials, The Secre-
tary may also mediate any disputes that could arise
from propesed unilication or coardinalion efforts.
These powers will be used in muking specific
restructuring proposals to the Interstate Commerce
Commission (1CC). The 1CC must give its approval
to any abandonment, trackage right, line transfer, or
merger proposal before implementation, Section 401
provides certain antitrust  immunities to railroad
executives and others participating in discussions ut
comferences held by the Secretary and to agreenents
reached a1 such conferences and approved by the
Secrenry, The Seeretary o Transporintion has
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publicly declared his determination 1o use the new
autherity of section 401 10 produce rail restructuring
in the Midwest,

The administration has proposed changes in the
Federal branchline assistinee program that wiil be of
value in the restrueturing of the rilrosds” physieal
plant. The proposal weuld permit one-time invest-
ment in rehabilitation of these railroad lnes that are
important to States and local communities when
railroad companies are unwilling or unable lo
upgrade the lines and when such investment has the
potential for making the line profitable. Existing law
permits- Federnl assistinee  only to those lines
approved for abandonment by the 1CC (or excluded
from the United Sintes Railway Association’s Final
System Plamy—often the least impaortant fines in the
rail system, Under the administration’s new propos-
al, eligibility would be expanded to include those
lines that are still operated by privale companies, but
which {possibly because of deterioraled condition)
are subject to fwture shandonment, Such lines would
nol be eligible for operating subsidies but conld
receive funds for rehabilitation il they met eswblish-
ed henefit/cost eriterin and were included in a State's
plan. Funds would alse be available for the adminis-
trative costs of developing and measuring innovative
management and marketing techniques designed to
improve the economic viahility of the lines.

Restructuring, in some instances, takes place
when one (or more) company is involved in bank-
ruptey proceedings. The bankruptey procecdings
should resolve expeditiously the issue of a company’s
prospects for reorganization, It reorganization of a
railroad company is not feasible withoutl substantial
changes 10 existing service patterns, then the court
must be capable of moving swiftly (o isolate a
railrond's profitable services and 1o arrange for their
continued operation while proceeding to dispose of
other properties not necessary for the reorganization,
The ICC and the DOT should perticipate in the
review of the transportation aspects of a reorganizi-
tian plan, recognizing that plenary power to approve
stech plans should be reserved 1o the courts, buf with
the assurance that the case will be promptly decided
so that the entire resiructuring can proceed. Other-
wise, no progress can be made, Legislation is
currently before Congress to change the bankrupicy
laws 1o achieve these results,

In certain Hmited situations, non-Federal public
ownership of specilic rail lines or system sepmenls
will enable a larger degree of coordination and
upgrading than other means of ownership, For
example, if o bankrupt company possesses a line
segment that povernment entilies believe shauld be
continued in service as part of a region’s rail system,
but which the railread cannot afford 1o upgrade {or
for which the company cunnot provide repuyment
security for assistance sought pursuant to ttle V of
the 4R Act), purehase of the line or facility by a State

6

ar local Government is an option, Such a line should
he open to all companies serving that market in order
10 permit ahandonmient of duplicate facilities, where
possible. This approuch is preferable o total public
ownership of rights-ofsway and stracwres.

Certain sections of the U8, railroad industry
require substanual physical restructuring to ensure
sate and profitable rail service in the private sector,
Such restrueturing will not ocear without the
coaperation of railroad companies, shippers, labor,
und Government, Restructuring is as important as
capital financing, regulatory change, and changes in
Governmen policies toward other modes in solving
the railroad problem, The DOT intends 10 enconrage
restructuring  through the  administration of  1is
fiancial assistnce program,

INTERMODAL POLICY

Railroads will continue to be adversely atTected
if Federd actions cause lurther diversions of iraffic
w other modes of teansport, The railroads pay
virtnally all the costs of constructing and maintaining
their own rights-of-way, Large trucks share with auto
and  other tedlic the costs of construeling and
niintaining the highway system. Inadequale en-
arcement by some State Governments of regulations
m o truck  size, weight, and speed alse permits
truckers, not regularly subject 1o maintenanee and
hours of service cheeks, to reduce prices by carrying
hidden Joads for longer hours, Although the extent of
such factors cannot he measured, these factors
clearly lead 10 added damage to the highway system,
higher accident rates, and wnnecessitry consumplion
of energy.

arges pay_no_chirges, o use the federally
canstrocia openited, amd maintained infand, coast-
al, and Great Lakes waterway rights-of-way and can
haul butk commaodities at lower rates than railroads.
Barge advantages will increase i the Nation enlarges
the eapacity of the inland waterway system and does
not establish some fair system of user charges, I a
network of conl slurey pipelines is developed as an
alternative o unit coad trains, regulatory, tarifl, and
contriretual arrangements must permit the railropds
an equal opportunity 1o compete, o they will lose
this business, too,

Federal  [reight  transportation  investments
should be accompanied in all cases by user charges
sufticien! to recover an appropriate portion of the
Government's costs, Public investment in, or approv-
al of, new transportation capacity should pass sirict
tests of economie meril, including explicit consider-
ation of all relevant public costs and benefits and
intermoditd impacits. Sueh analyses cannot be carried
out effectively unfess all modes are required 10
provide useful da on raflic and operations,
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RECOMMENDATIONS FOR
REGULATORY CHANGE

In the era when railroads enjoyed significant
monapoly power, it was both reasonable and
necessary Jor the Government (o use economic
regulation as an instrument of social policy, Value of
service pricing, dependent on railrond  menopoely

ower, permitted industrywide  cross-subsidies of
inefficient locations and commodity movements, But
the emergenee of uhic[uilous motor carrier service,
pipeline network having greater mileage than rail-
roads, and a strong water carrier industry have
dramatically and permanently altered the economics
of transportation. For the most part, milroads no
longer enjoy monopaly power, and the 4R Actwas a
reftection of that change, The DOT revognizes the
necessity of further regulatory reform to help solve
the railroads” problems and ascribes highest priority
to the schievement of those reforms,

One of the DOT'S parlienlar concerns is the
[CCs imerpretation of the provision of the 4R Act
by which the Congress clearly intended 10 permit
rate flegibility to raitroads, escept in cases wihere o
roilroad possesses market dominance. The I1CC,
funwever, consistently has interpreted this provision
in such o manner as (o frustote the congressional
mandate for rate flexibility. The TCC's regulions
tend 1o result in findings of market dominunce
hecause they neglect netual competition from other
modes, il it cin not be mensured adequately, and
they ignore poteptial compelition completely. The
1CC market dominance rules were challenged in the
U.S. Court of Appeals or the Distriet of Columbia
but were, i the mwin, allowed 1o siind. New
legislation will bhe needed to provide a market
dominanee criterion that recopnizes the existence of
actual and potential competition,

The implementation of other 4R Act provisions
also must be reexamined. In connection with the
seasontal, regional, and peak-period pricing provi-
sion, the netice periods for raising and lowering such
rates must be shortened to assure their demand-
sensitive character. Current policy prohibiting estab-
lishment of contraet rates, which 1s being reviewed
by the [CC, must be chunged amd contract rates must
he freely alfowed amnd encouraged, The rules govern-
ing esteblishinent of distinet serviee prices must be
amended to allow for segregalion of more services,
more (Texible rules for submission of daa, and
expedited procedures for considering ride proposals
for distinet services, Most impertant, the 1CC must
overrule the poliey established by prior cases that
requires undertying line-haul rates ta be lowered by
the cost of the distinet service if a distinet service 18
rentoved (ram an existing il and priced separate-

The ICC has only recently announced its
procedures to meet the 4R Act’s pravisions regarding

adequate raitroad revenue levels, Yearly procecdings
w establish individual and general railrond needs will
be held and will require carefal monitoring, Iedustry-
wide as well as specifie rate increase requests will be
measured against the findings in the annual needs’
assessment, The FCC action on these requests will be
an_important instrument in the improvement of
railroadd finances,

In a recent decision, the ICC has rejected,
pending the submission of additional evidence, o
major rite bureau agreement, While the 4R Aet had
the goal of requiring more rates to be set competitive-
Iy, the 1CC must ulso recognize that railronds must
be able to set joint rates and divisions simply and
quickly. These goals are not incompittible,

With respect to the abhandonment provision of
the 4R Act, the ICC is working to revise its new rules
pursuant to the judicial remand in a recent court
challenge. The DOT hopes modilications will be
made 1o reduce delays and improve cost computa-
tions, If they are not, further congressional action is
apprapriate, Since the problem of branchlines con-
sists of the essentinl innbility to cover full costs with
existing revenues, Congress should consider granting
broader freedom to railroad  companies o sel
repunerative rates for such services as well as
providing the mechanism for experimentation with
Inbor-mamugement  cooperative action projects on
light-density lines.

Pending further legislation on increased repula-
tary flexibitity of branchline rates, the DOT recom-
mends that the 1CC initiate 1 new proceeding secking
recommendations on how to enhance company-
shipper cooperation on branchline rate and service
issues, This proceeding can be broadened to cover an
overall examination of the public convenience and
necessity standard for rail branchlines, Also, the ICC
has recently begun an examination of the issues
involved in port equalization. That examination
should Jvok toward affording railroad managenen
more diseretion in setting rate differentials Tor
rarfous ports i no market dominance is found,

Section 302 of the 4R Act—the 2-year,
7-pereent. no-suspend zone—hits already expired. As
originally enacted, the provision offered (he railroads
less ratemaking flexibility than other provisions
because it was tied 1o findings of market dominance,
Anther no-suspend provision should be enacted for
an experimental period and with percentage restric-
tions. But, the provision must atlow a true experi-
ment in flexible ratemaking, without subjecting no-
suspend proposals to market dominance findings.
Ruttes proposed under this provision would still be
subject to the antidiscriminition statutes, investiga.
tion, snd ultimate findings of unlawiulness, A new
na-suspend provision is erueial for effective railrond
compeltition with other earriers.

Regulatory and policy imbalinees in the treat-
ment of different transportation modes must be



reconsidered. The I1CC should use the powers
granted by theé 4R Act in section 207 w exempt
cerlain commedities from regulition if other maodes
have such an exeniption,

The DOT will study histerical and current
trends in the use of rail rates as an instrument of
sacial policy. The stucy will examine the extent 10
whicl rail rates are deliberately depressed for the
purpose of aiding particular industries or regions und
will examine rail rates cureently below variable cost,
Congressional goidance will be sought, and appropri-
ate ratemaking  standards enupeiated  for thoese
sitwtions in which needs for rail revenue conllict
with ather important policy goals,

Traditiona] 1CC considerations of rate structure
and equity in pricing have led 10 circumstances
where railroad plant and equipment wiilization have
been insufficient Lo cover minimun unit costs, The
DOT will nndertnke o thoroupgh examination of the
impact of seetions 2, 3, and 4 of the lnterstare
Commeree Aet, with particular emphasis on modifi-
vittions pecessary to foster greatet railromd elficiency
and intermodal competition, Concurrent consider-
ation will be given those aspects of sections 2 and 3
that the ICC appears to helieve prevemt contract rate
and service arrangements among carriers and ship-
pers when such arrangements are available to other
modes,

The ICC, through adminisirative actions, hns
made mjor progress in reducing regulatory delay.
As a further improvement, however, the 1CC should
consider retrouctive collection o suspended rage
increases from the effective wrifl date, if the rate is
later found to be just and reasonable. Allowing
retroactive collection would reduce substantially the
costs of repulatory lag and lessen shipper suspension
requests designed only 1o postpone the effective date
of a rate increase,

ALTERNATIVES FOR FEDERAL
FINANCIAL ASSISTANCE

The financizl collapse of much of the northeasi-
ern radlroad system in the 1970% led 1o federally
sponsored restructuring of that system and establishe
el o pattern of Government involvement in il
transportation. The 4R Act underscored this funda-
mental change by calling upon the Secrelary of
Transportation to recommend ways in which the
Federal Government should provide future aid 10 the
industry and the amounts, il any, of such assistance,

Faced with a potentis] need by the rmilroad
industry fur outside assistance amounting 10 many
hillions of dollurs over the next decade, the Govern-
ment must first determine how that need can e
reduced through changes in Federal policies tha
alfect the railrond industry as well as through

changes undertaken by the indusiry itself. For
example, substantial changes must be made in areas
traditionally left 10 the rmilrond companies them-
selves or (o the collective-bargaining provess beiween
management and labor, These areas inelude im-
provements in management productivity (perhaps
through profit-oriented management sinictures and
operationil contral systems), serviee quality, lnbor
produetivity, and technological jnmovation. This
report has only seratched the surface, but these areas
are important to the question: Flow much Federal
assistance will be needed aver the next decade?

Reaching the conclusion  that  considerable
additional Federal assistanee will be required (o
facilitate needed change, this report examines the
formes such aid might take: loans, loan guarsntees,
the existing program of preference shares, and public
ownership of rights-of-way. The DOT recommends
that future finanein] assistance o railroads be
provided through loan puarantees, repayable credits,
and granis,

Liain Guarintees

Loan puaraniees would be provided through o
continuation af the present section 511 program.
Such puarantees would be available for the stranger
portions of the industry, at interest rates reflecting
the Government's cost of capital, with liberal security
terms and minimal interference with private corpo-
rate ohjectives.

tepayuble Credits

Low-interest repaynble credits would be provid-
ed to railroads facing financial difficulties to finance
projects meeting the sime economic and financial
tests as projects financed under loan guaraniecs,
Credits wuuljd alse be provided for projects reluing
to specific areas of public interest, regardless of the
financial condition of the applicant railrond. The
credits could be strwetured us either debt or equity,
depending on the financial structure of an applicant
railrond, Limited advanee disbursal of funds pending
final security arrangements would be permissible,

Grants

Grants should he made avaitahle o encourage
improvements in industry productivity, Al three
forms of financial assistance would be administered
in such o way as o encourage restrueturing of the
railroad industry and its physica! plam,
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The DOT will recommend specilic forms and
amounts of Federal financial assistance after careful-
ly censidering public comment on this preliminary
report, Public acceptance of the necessity for further
abandonments, some Josses of interrailroad competi-
tion, properfy structured wser charges on olher
modes, and [ess regolation of railrond  rates and
services, among ather chianges, will have 1 bearing on
our recemmenditions, The DOT will prepare legisla-
tive recommendations on these and other rail issues,
concurrent with the final report,

Each of the actions discussed in this report (such
as restructuring, regulatory reform, and intermodal

olicyy will contribute to the improvement of the
industry's financial performance. The relative impuct
of these actions on the capital shortfall, however,
cannot be  estimated. As discussed earlier, that
number is a reflection of the problem thit exists and
is not the problem ielf,

Yel, to the extent that changes in each of the
policy areas serve 1o redress the underlying economic
and ‘institutional problems of the industry, their
symptom—the shortfail—would be reduced propor-
tionally. For example, the DOT estimates that
proposed actions ta reduce the regulntory burden
and improve rail produetivity could climintte many
of the weaknesses that led to u eapital shortfull in the
stronger railroads, located principally in (he Somh
and West, For the financially weak railroads in the
Northeast and Midwest, however, restructuring of
physieal plant will assume grenter importanee, Even
50, it is unlikely that the proposed changes in Federal
policy will be sulficient to eliminate completely the
prohi}cms that fed toacapital shortfall, without some
provision of Federal financial assistance to facilitate
the implementation uf these changes.

A LOOK AT THE FUTURE

Despite the continuing decline in rail market
share and the industry’s worsening financial condi-
tion, railroads remain a vital part of the Nation's
econemy. Many thousands of individunl shippers
and receivers rely on railroads for relatively Jow cost
transporiation, Railroads should continue to satisfy a
substantial portion of the Nation's freight transporta-
tion requiremients for the foreseeahle future.

The rail industry will make major contributions
0 President Canter’s gouls ol energy conservation
and reduction of relianee on imported petraleum,
The National Energy Plan projects that coal tonnage
mwwving by rail will increase to 837 million tons in
19385, slighily more than double the 1975 level of 408
million tons, Coal is already the largest volume rail
commodily, and deubling the tonnage will have
tremendons implications for the industry.

In addition 10 coal, the railroads have shown
continuing strength in hundling high-volume com-
madities, such as automabiles and parts, chemicals,
[wmber, grain, woodpulp, snd paper. Metal serap and
other reeyelable materinls hold some prospect for
increasing volumes in the future. Also, pipgyback
and container traflic have grown dranttically, The
enormous potential of (his traffic is far from being
completely realized, but, to fufly develop this trallic,
Lailivnd Cotnpaiics wiat hoep heir plint i the
condition needed for fast freight operations, and they
must develop more reliable and elficient schedules
and services, This traffic has the potential for
sizeable profits 1o railroads and can nake & major
contribution 1o energy savings through reduced long-
distance trucking,

Despite these potential improvements, the out-
look for railronds remains clouded by the continuing
Juss of traffic to other modes, Trucks are carrying
increasing amounts of bulk commodities as well as
high-value goods, Factors that give an advaniape to
trucking over railroad transportation are greater
repulatory freedom for Leucking, incrensing \;'v'glghl
speed, and smppery o mereasimg demand  for
relinhle fast-fecight service, These advantages could
be uffected by higher fuel costs, possible increases in
highway user charges, and more consistent enforee-
ment of highway speed and weight limits,

In many ways, the most important determinant
of the future of railroading will be e attitudes
toward the industey held by its suppurters and crities,
This report adupls the theme that fundamental,
necessary changes will not oceur without the enlight-
ened conperation of railroad companies, shippers,
labor, wnd public officials, The public hearings
underiaken in connection with this study will provide
an opportunity for eitizens to reflect and comment
on the future of the rail industry, and the DOT tooks
forward 10 the receipt of their views,
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1.
INDUSTRY STATUS

The railroad industry finds itself in the worst ecottomic comdition of any privately
aperated mode of transportation. Retum an invested capital is among the fowest of
majar industries. In 1977, the industry's profits fell to 347 million, the fowest figire
since 1932, Cash flow from internal operations and funds that con be raised from
private capital markets are insufficient to renew existing plant and equipment and to
provide capacity for anticipated levels of teaffic,

Large parts of the industey have experivaced a declining cyele, moving in sequence
from loss of traffic to loss of revenues, then profits amd the capacity to provide service,
then more losses of traffic, and yo on, In 1947, the raflroady accounted for two-thirds of
totad interciey freight ton-miles; today, only a fittfe more than one-thivd, If measured by
tonnage haled rather than ten-miles, railroads have recently lose theiv preeminence
among freight modes to trucking; trucks now make up 38 percent of intercity tonnage
versuy 29 percent for railroads, Rail passenger service has suffered even sharper
declines, Revenae passenger-mifes declined 80 percent between 1987 and 1973, und now
represent less than 1 percent of all intercity travel,

After adjusting for inflation, railroad ordinary income today is one-parter its 1947
lovel, In 1977, alf Class I railronds camed only a L26-percent rate of return on an
average act investenent i rail plant of $28 bilffon. Nee ardinary income (defined as net
ruifway operating income plus income from outside sources less fixed rentals, interest,
and other deductions) was only $283.5 million in 1977, and retuen on pet worth was ondy
L8 pereent.

Somw 40 percent of rail freight services are provided by railroad companies that
oy be thought of as financinlly weak, Ten companies have filed for protection in
bankrapicy since 1967, Other companies have been able to hold their own in traffic and
profitability, und some have prospered reasanably well except in periods of abnormal
weather or ather dislocations, Nevertheless, the national rail system eannot he healthy
white it suffers from the weaknesses of a number of important companies in the
Northeast and Midwest,

Cbvivusly refated (o the industry’s poor financial condition, many railrowds have
deferred maittenance and deluyed capital expenditures for roadway and equipment. For
the period 1966 through 1976, nonnalized maincenance of the rail systemy, exchusive of
the Cansolidated Rail Corporation (Conrail) and the Long Istand Railroud, would have
amannted to 323.9 bilfion. For purposes aof this study, noemalized maintenance is
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defined as the level of railroad maintenance-of-way expenditures neeessary (o ensure
that, on the average, one-hall the useful ife remaing in the components of the raifroad
track systenn Actual maintenance-of-way expenditures for the same H-year period
were ondy 8185 billion, feaving a gap of $5.4 billion, Ta be sure, u portivn of this
shovefall represents econemies purposely made through changes in operating patterns,
service policies, or anticipated line abandonments, Indeed, more than 20,000 miles of
rail line (approximarely 10 pereent of total milvage) are being considered by railroads
Jor potential ahandonment,

Ay a result of defereed maintenance, by June M, 1976, 47,203 miles of track, 15
pereent of the total rail mileage, were under orders requining the operation of trains at
reduced specds. Stow orders impair the effiviency of reilroud operations, often requiring
additienal luhor crews becanse of inability to perfortm normal work in o given time

period,

INDUSTRY OWNERSHIP PATTERNS

The U8, railroad industry is made of nearly 500
operaling companies divided into wo major catego-
ries by the Interstate Commerce Commission {(ICC).
The first consists of line-haul railroads that perform
the basic service of hauling freight between origin
and destination. The second consists of switching
and terminal raitroads that provide switching servic-
es, furnish terminal trackage and facilivies, and
operate tailroad bridges and lerries. As of Jupe 30,
1976, the ICC enumerated 332 line-haul railronds
and 154 switching and terminal milroads, totaling
486,

Line-haul railroads vary considerably in physi-
cal and operational size, amnd revenues range rom
under $50,000 to over 32 billion, In 1976, the ICC
defined Class I railroads as those with annual
revenues of $10 million or more, Al the end of 1976,
there were 56 Class 1 line-haut railroads (exclusive of
the National Railroad Passenger Corporation (Am-
trak) and Auto-Train, which ouulyIrnvidc passenger
service), These 56 railroads handled nhout 99 percent
of the industry’s traific, owned 96 percent of the
trackage, and employed 94 percent of the rail labor
foree,

For stetistical purposes, the [CC has divided the
United States into three rail districts— Eastern,
Southern, and Western. Figure 1-1 shows the
geogruphic boundaries of these districts and lists
Class 1 railroads and their districts, As a result of
these arrangements, the 56 Class 1 railroads can be
arrayed into 30 affiliated groups, ns shown in figure
1-2. One type of affilintion is (he rilroad holding
company in which several railronds are owned by a
parent corporation. Examples include the Southern
Pacific, Family Lines, and the Chessie System, The
Penn Central Transportation Co., also a holding
compitny, has conveyed most of the Penn Central 10
Conrail but still retains ownership of the Detroit,
Taledo and Ironton, and the Pittsburgh and Lake

Erie. Another type of atfiliation is common, or jeint,
ownership, Four Clags 1 line-haul railroads are
owned in common by two or more milroads; Hlinois
Terminal (a line-haul railroad despite its name) is
owned by nine other railroads.

The development of the railroad industry, like
many other mature industries, has been character-
ized by combination and concenration. There were
1,546 operating railroads in 1907, more than three
times the number in 1976, This reduction is o result
of numerous acquisitions and mergers, many of
which iave occurred during the past two decades.
Concentration in the imdustry is greater than the
number of firms indicates, As shown in table 1-1, 10
groups of affilinted milronds account for approxi-
mately 80 percent of total Class | operating revenues,
Further consolidation and concentration can be
expected. Several railroads have recently announced
their inlention (0 merge or that they are studying
merger. Multiple railrosd  company  competition,
onee characteristic of many eastern and midwestern
markets, is now rarely found outside the Granger
States and the Southwest, More detail on erganiza-
tionel and competitive fuctors in the rilroad
industry will appear in chaprer 4.

RAILROAD MARKET SHARE

Buring the past decide, the railrond industry
wis surpassed in the hauling of intercity freipht by
the trucking industey. In 1976, intercity trucking
revenues (regulated and unregulatedy amounted to
356 hillion, three limes the revenues of 518.6 hillion
received by the railroad industry. In 1976, trucking
employment topped | million persons—double the
rtifroad industry  figure. Trucks now handle 38
percent of intereity tonnage, with rail transporting
29.3 percent. Railroads are still dominant by the
measure of ton-miles beciuse of mil's predominant
position in long-distanee hauling of heavy hulk
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FIGURE 1-1,

LS. RAILROAD DISTRICTS.

commaodities such as coal, iron ore, and grain. The
madal shares af intercity [reight transporiation are

shown in figure 13,

Despite its shrinking market share, railroads

continue 1o haul a wide variety of commodities, as
shown in table 1-2. [n 1976, more than hall the rail
carloaddings involved bulk commodities, with coal
representing one out of every five loaded railears.
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TABLE 1-1. TOP TEN AFFILIATED RAILROAD GROUPS

{1976}

No, of Oporating Total Freight % of Revonue % of

Graup Class | ravenuos Clags raVenues total ton-milos total

RAailroads imillian §) 1%) [miliisn $) Class | {hillion) Class |

Conrail 1 2,988.8 161 25720 14.8 944 1.9

Burlington Narthern 3 1,625.0 n.a 1,367,0 9.0 89,1 11.2

Southern Pacitic 3 1,623.8 4.8 1,685.1 9.2 7.4 9.3

Family Lings 4 1,476.8 8,0 1437.2 8.3 © 4.8 9.4

Chessie System 3 1,180,3 74 1,323.0 1.6 63,7 6.8

Norfolk and Western 2 1,200.6 6.5 1,163.3 8.6 521 6.6

Unisn Pacilic 1 1,161.2 8.3 1,140.9 8.6 56,6 71

Atchison Topoka and Santi Fa 1 1,149.2 6.2 1,126.2 8.6 B2.2 8.0

Sauthern Railway 6 1.028.0 6.5 1,002,2 5.8 45,7 5.8
Missouri Pacific 1 955.1 5.2 8275 6.3 a45.4 57

Towul 25 14,588.5 78.8 13,844.4 78.7 6371 80.4

SQURCE Aswociatian #f Amarican Railroads, Econoimlcs and Flaance Depatimant,

Madal share iy rovenua-tans

Inlamd
woterwnys
{12.0%)

Gruoat
Lpkes
(2.6%)

Air (0.1%)

ai
pipaling
{18.0%)

Rail
129,3%)

Madal share by revenue ton-miles

Infand
woterwnys
{11.9%)

il
pipeling
§23.5%}

Grant
Lakuos

4, 7%)

W Alr (0.2%)

SOURLE: Forvon, Tearigoddtioe Fatls end Trends, §3ih Eddion, Tramporiatan Atseciacdn
ol Amrrica, July 1072, . 10, For lon-miles, Traniporiation Fagts and Teends, 13ch Editian, Sumiedy

Supplement, TAA, Oct, 1077, 1. A,

FIGURE 1-3. MODAL SHARES OF FREIGHT MARKET,

Although metallic ores, principally iron ore, were
next in importance, they accounted for only i out of
14 carloadings in 1976, Other important bulk
commodities are chemicals, grain, primary forest
products, flour, crushed stone, samd, gravel, and
serap materials, Manufactured goods transported by
rail include motor vehicles, motor vehicle parts and

nccessories, paper products, household appliances,
machinery, furnilure, canned loods, tires, and tex-
tiles,

Meodal market share varies greatly by commod-
ity. The rail share of manufactured products, shown
in table 1-3, ranges from u low of 2.7 percent for
lenther and leather produects to a high of 76,6 percent
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TABLE 1~2, REVENUE CARLOADINGS BY COMMODITY GROUP,
1976
{Class | railroads)

mma Carloadings %of Cumulativa
Commedity {thousans) total %.af total
Coal 4,699 19.9 199
Matallic oros 1.673 (Al 270
Chemicals and allied products 1,382 58 328
Graln 1,326 5.6 384
Motor vehicles and squipment 1,229 5.2 43.6
Primary farest products 1,134 4.8 484
Pulp, papar, nnd allied products 1,101 4.7 63.1
Food and kindred products 1,068 4.5 576
Crushed stane, gravel , and sand 1,036 A4 620
Graln mill produgts 1.010 4.3 G66.3
Hiunajs and products 970 41 704
Stond, clay, and glass products 943 4.0 744
Waste and scrop matorinls €93 29 77.3
Nanmatailic minerals 689 29 80.2
Lumber ond waod products 670 28 83.0
Other farm products 428 1.8 84.8
Forwarder and shipper assaciotion traffle 422 1.8 B6.6
Patroloum products an 16 88.2
Cake 364 1.6 89.7
LCL tralfic 20 18] 89,8
All other carlnads 2,419 10.2 100.0
Totsl cars loadad 23,628 100.0

SOURCE: Amnociation of Amierican Ruilraady, Ce Service Dwision, teported 1977 Yearbook of Ruiropd Facts, p, 20.

for lumber and wood products, on a ton-mile basis.?
With the exception of water-horne competition for
prain, petroleum, and coal products, railroading's
major compelition is the trucking industry, which is
composed of motor carriers for hire (common
cnrriers, contract carriers, and exempt carriers) and
private carriers (operated by the shipper or custom-
er), In 1972, railroads captured more than half the
ton-miles in the fallowing commodity groups: trans-
portation equipment, lumber and wood products,
chemicals and allied produets, primary metal pro-
duets, and tobacco products, In comparison, the
trucking industry transported more than hall’ the ton-
miles for 1extile mill products, apparel, and other
finished textiles, furniture and fixtures, rubber and
plastic products, leather products, fabricated metal
products, insiruments, photographic, and medical
goods,

Underlying these differences in the commodit
composition of each mode’s traffic are the competi-
tive advantages of each, Railroads compete most

Mapor hulk grtiniodities wich as coal undd iron ore ate excluded feam the Cenus

of Transporsation siase he census corers anly nunlogal shipmenis lrom manufacturing

lanis with 10 pr more employees. "Manutacturiag plant” in defined broadly so that

ulk cammodines thal have been provessed in some fashion (.2, are ao longer in a raw

or patural state) age includd in 1he survey, This means thal bulk commondilics such a%
chemicals, refined peiruleum rodusts and flour are ingluded ia the centus.

effectively for long-haul, large-volune, or heavy-
weight shipments, Over 90 percent of the shipments
moving mare than 1,300 miles and weighing between
60,000 and §9,999 pounds were handled by rail in
1972; and the average length of haul during the same
year for all U.S, railroads os a system was 311 miles,
compared to 280 miles for Class | common carrier
trucks. Figurc I-4 shows the ril market share by
shipment distance and weight as 4 propottion of total
manufacturing output, Most shipments on & tonnage
hasis are hauled relatively short distances. In 1972,
71,6 percent of shipments from munuficturers were
under 500 miles. Similarly, most shipments are
relatively small in size. In 1972, 59.5 percent of the
shipments weighed less than 60,000 pounds, nnd 24.2
pereent weighed less than 30,000 pounds, Railroads
penerally do not compete effectively for smatll or
short-haul shipnients,

Although railroads are considered best suited
for handling bulk commodities, their market share of
coal, refined petroleum products, cement, crushed
stone, sand and gravel, and grain has declined. For
example, il went from an 84-percent market share
on n tonnage basis for hituminous con] in 1939 to a
G6-percent share in 1976, This was a result of
increased water carrier and motor carrier competi-
tion, plus an increase in mine-mouth power genera-
tion, During the last few yewrs, however, rail’s market
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TABLE 1-3, MODAL MARKET SHARES, 1972

Tons of Shipmonts

%5y made)
Cammaodity
2:;:: Rall ::‘:r'}:: Pg::g Air Watar Qther Unknewn

Food and kindred products 210 37.4 9 33.9 - a5 - 0.4
Taobaeco products 01 444 51.9 11 - 18] 0.4 0.4
Teutlle mill produets 10 BS 63.5 27.3 02 - 0.6 0,2
Apparel and ether finished textlles 04 10.0 68.5 15,2 19 - 4.5 0.2
Lumbér and wood products 56 448 16.4 376 - 1.3 - 0.4
Furnlture and fixtures c.7 6.1 3318 40.8 - 0.1 05 0.2
Pulp, paper, and alllud preducts 69 82,1 213 17.9 - 2.2 0.1 0.2
Chomicals and allied products 1.6 420 235 1.3 - 12,7 0.6 0.2
Petroleum and conl praducts 232 1.6 16.¢ 8.3 - 63,8 0.2 0.4
Rubber and miscellanoous plastic

profucts 1.2 23.4 60.4 15,1 0.7 o1 04 0.3
Leather and lnather products 0.1 24 81 ne 0.3 - d4.8 0.7
Stene, clay, gloss, and congrete

produsts 1.2 2.3 48,2 231 - 6.7 0.1 0.9
Primary metal products 10.7 42.1 43.6 9.9 - 4.1 Q.4 0.2
Fabricated notal products 27 2B 49.3 24,0 0.2 1.0 0.6 0.3
Machinery, uxcept glectrigal 1.5 208 81.6 16,5 a7 0.2 1.3 D.4
Electrical machinery, equip., nnd

supplios 1.0 30.3 831 138 14 0.2 1.3 0.3
Transportation equip, 4.1 84,2 373 8.0 Q.2 0.2 Q.3 0.2
Instruments, photo, and

medical poods 0.1 226 GO 12.5 23 0.2 2.4 0.3
Mines, manufacture 0.3 0.3 51.8 19.2 09 4.2 3.0 1.0
All other misc, 1.7 67.9 12.7 17.3 - 1.9 0.2 0.3

U.S. total 100.0 3.7 a2 18.3 'R 18.4 0.3 0.4
Ton=miles of shipmants
{% by mode)

Food and kindred produets 148 5.9 28.5 13.6 - 3.1 - 04
Tabocee products a1 G4.9 34.5 0.3 - 0.7 0.6 0.2
Taxtile mi|l products 1.1 18.2 614 21.4 0.2 - 0.7 0.3
Appare| and othor finished textiles 0.6 4.4 66,2 9.3 49 0. 5.2 0.2
Lumber and waod products 71 6.6 7.7 1.0 - 4.7 - 0.3
Furniture and fixtures 08 41.1 329 6.2 0.1 0.3 08 0.1
Pulp, paper, and allied proclucts K] 73.9 10.0 66 - 1.4 0.1 0.3
Chemieals and atlied products 119 §1.6 201 4.9 0.1 20,1 0.3 0.3
Putrojeum snd coal products 29.06 a.0 3.6 1.7 - 85.9 - 0.2
Rubber and miscellanacus

plostic praducts 14 335 B6.5 %4 10 0.3 0.3 0.2
Laather and leather products 04 27 75.7 148 Q8 Q.2 5.1 1.0
Stoae, cliy, glass end conarete

produsts 5.3 45,6 36.4 nz - 6.4 01 0.6
Primary metal products 8.1 Bd.9 340 6.2 - 5.6 0.2 0.2
Fahrigated motal products 2.0 37,2 490 0.7 05 2.0 0.5 0.4
Machinery, except eloctricat a1 29.2 60.0 7.7 14 04 1.4 0.4
Elactrical machinury, squlgp, and

supplies b4 316 a8.5 3.2 25 0.6 14 0.4
Tiansportation equip. 63 76.8 18.6 48 03 Q.3 0.3 0.3
Instruments, pheto, and medleal

goods 02 368 0.5 6.2 41 0.3 2.2 0.3
Mines, manufocture 0.5 35,2 46,6 n.a 2.2 1.2 2.6 0.7
Alt ather misc, o8 6.5 10.7 B.7 - 3.6 0.2 0.8

u.5, Total 100.0 42.1 2049 6.9 02 9.7 0.3 0.3

NOTE: Das i indigatet npgmificanl ar nuneastant amount

SOURCE: Dep 101 Cummerce, &

v Teanwpartation Survey, 1972 Carrtus 6f Teanytietation, Argn Repont B, United S1a1es.
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Shipment distancey

Shipment site
tmitus) {pounds)
5.2
28,9
16.8 15,9 \
= % af 16,1
= 1otal 14.6
market
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1.9
il ]

Wndor 100199 200-299 300199 50D-999 Undor 10,000- 30,000- 60,000
100 ar mare 1,000 T 294899 59,999 B92,999
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Cammadity Tramportatan Survey, Deparimant uf Comnwrce.,
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share in coal has increased slightly and is likely to
continue  increase as coal production grows,

The rail market share has improved for a limited
number of manufactured products, principally motor
vehicles, Until 1959, vhe rail marker share of motor
vehicles from factory to showroom decreased steadi-
ly, but this trend was suceesslully reversed by the
introduction of auto rack curs during the early
19605, These hilevel and trilevel cars allowed
railroads to cut freight rates (o a compatitive level,
As o resull, raitroads were able 1o increase their
market share from B percent in 1259 to 55.2 percent
in 1974, B, in 1976, the rail market share fell
slightly 1o 51.5 percent; it is too early to say whether
this constitutes it reversal in the growth trend,

Railronds have managed 1o maintain  their
murkel shars for severs! products in the chaiudila
and sllied products commodity group: chemicals,
plastics, synthetic rubber, and fibers. Between 1963
and 1972, the market share for these producls,
measured in ton-miles, increased slightly from 61.8
percent to 63.2 percent. The chemicals and allied
products group constitutes approximittely 7 percent
of railroad tonnege and 12 percent of rai] revenues,

RAIL SERVICE QUALITY

Shippers expect difTering levels of il service,
depending upon the commodity. In penera), service
expectations for bulk commaoditics are less than for
manuftctured  goods, Bulk commodity shippers,
therefore, are more satisfied with current rail service
quality than are shippers of manufactured goods,
Poor service is one of the primasy reasons that
railroads lave lost traflic to conyn:ting maodes,
Countless shipper surveys and many detailed analys-
es of rail operations have documented that railroads
generally provide inferior service compared o
competing freight transportation modes,

The most recent comprehensive survey, “Indus-
trial Shipper Survey (Plant Level),” conducted by the
Department of Transportation {DOT) as part of the
1974 National Transportation Study, involved 193
industrial manufacturers, each employing aver 100
people, in 19 major metropalitan areas throughout
the United States.[1] Selected results from this survey
are presented intable [-4, ]

Twenty-five percent of rail shippers interviewed
described rail service as minimally acceplable, and
nine percent found it unsatisfactory, Only 66 percent
of rail users belivved they were getting adegquate or
better service. By contrast, 97 percent of motor
carrier users, 95 percent of water carrier users, and 95

ercent of air carrier users considered their service 1o
Ec ndequate or hetter. The “Industrial Shipper
Survey” soupht to determine the reasons for shipper

dissatisfaction, Responses indicated thi for every
major performance factor, rail provided the worst
service, Shippers complained abowt the following
factors when describing the less-than-adequate rail
service,

# Late delivery—36 percent ol the shippers

& Unavailability of specified equipmem—235 pereent
of the shippers

# Late pickup—27 percent of the shippers

o Arrivals with loss or damage--17 percent of the
shippers

For other modes, the highest percentage of
shippers claiming less than adequate performance in

any of tite fuur categories was ¥ percent {lor [ack of

on-time delivery by motor carriers and air carriers),
This is small compared to the 36 percent of shippers
claiming minimally acceptable or unsatisfactory on-
time performance for rail,

Many shippers surveyed poainted out that they
had lower expeetations for rail than for mator carrier
service and, accordingly, allowed more leadtime for
obtaining rail service. The survey found that only 65
percent of rail carload shipments arrived on time: 8
percent arrived | day late; and 27 percent arrived 2
or mare days late. Rail TOFC/COFC (trailer on flat
car/container on flat car), with 87 percent on-time
deliveries, performed considerably better and almost
on par with common carrier trucks. Privitte trucks
had the best on-time performance record, 96 percent
for truckload and 97 percent for less-than-truckload
shipments. These findings confirm some aof e
reasons for shipper dissatisfuction with rail service
and help explamn he widespread and continued
growth of private trucking.

This trend is likely to continue unjess altered hy
one or more of the following lactors: improvements
in rail serviee; restricted fuel supply for molor carrier
operutions; substantinl increnses in motor earrier fuel
prices; and major increpses in highway user charges.

FINANCIAL CONDITION

In 1976, Class | railronds earned 3468 million in
net railway operating income on gross operating
revenues of $18.6 billion. [2] This resulted in a 1.65-
percent rate of return on an average net investmeint
of $28.3 billion in rail plant. Net ordinsry income
{(net railway operating income plus income from
outside sources, less fixed rentals, interest, nnd other
deductions) was even lower—3$320 million.? Return

1Afker prvivion fur deferred laxes and including equity in undisnbuied earaings
of afliliated campanies.



: L TABLE 1-4, FREIGHT TRANSPORTATION SERVICE QUALITY, 1874

Pary A, Shipper evaluation of service

Y Quie Minimall Total
v E y f
i Mot l:::;,lanl fgood Ad“‘}“‘““ acceptable Unsnn:{ncmrv using
5 %) 194 (%) i) mada
LW -
Cre u Motor 10.4 56.5 30.6 2.1 0.5 103
a T Ralt 5.4 16.3 44,2 24.8 9.3 129
8 Alr 16.9 51.8 26.9 48 0.0 130
’ g Watar 8.9 25.0 60,7 5.4 0.0 66
)
i
i Part B. Shipper evaluation by perlormance factor
R
N w4
: 1
On~time Pickup:
Mator 27 42 25 5 2
Rail 23 31 19 20 7
Qn-timo Delivery:
Matar 15 az ag 7 2
fail 7 25 12 22 14
Alr 29 42 20 7 2
Watar a2 30 27 3 2
. Arrival without loss,
shartage or damage:
Motor in 44 18 2
Rail 20 a9 23 11 ]
Air a9 a7 10 1
Water 51 29 18 5 0
R Specitied equipment
availability:
Motor 3 35 25 5 2
Rail 16 23 24 18 17
Part €. _Aggregated city-pair data showing on-time delivery, by mode
Shipment i Averags % Average % i\"“mﬂ“ %
sizg Observatians on tima 1 diy Iata 2 or more
doys (nte
Mator, privata T 50 96 3 1
LTL 21 97 2 1
Motor, common TL 186 89 7 4
| LTL 238 82 8 10
| Rail, carload 122 65 B 27
i Rail, TOFC/COFC 12 87 7 §
| Air 19 93 6 1
1
j SOURCE: Lans R, Gatty, “Summary of Highlighti of DOT's industrial Shippar Survny [Plant Levelk, "propared Tar thu Amnrican
¥ ‘Trucking Amaciations, Inc,, Bac, 1070, 0p, 3, 7, 8,
i
]
! on net worth in 1976 was only | percent, based on The industry also experienced severe cash flow
! ordinary income without regard 1o deferred taxes difficulties, In [976, cash flow (ordinary income plus
B and belore equily in undistributed earnings of depreciation) was $1.3 billion less than eapital
v affilintes. expenditures, requiring the industry 10 seek capital

20
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{rom external sources, This situation has adversely
affected the industry’s net working capiral (current
assets minus current labilities exclusive of material
inventories). Net working eapital a1 the close of 1976
reached o deficit of $40 million,

The railroad industry Tares poorly on fixed
charge coverage and margin of sufety. Fixed charge
caverage is the riio of fixed charges divided into net
operating income after all expenses except (ixed
charges and income taxes, it any. The coverage ratio
for Class [ railroads in 1976 was 1,74: LA, exclusive of
outstanding leases, This ratio is far below what the
financial community considers to he the minimum
stundard of 2.5 10 3.0: L0.[2] The margin of salety
(the pereentage that revenue may drop and still cover
fixed charges) for Class ! railroads in 1976 was only
1.7 percent, as contrasted to an aceeptable range of
i0 percent 1o 13 percent.|3]

The railroad indusiry's marginal credit reflects
its finaneial condition. According 1o one prominent
railroad financial analyst, nearly two-thirds of the
industry’s debt obligntions are below an A quality
rating, a deficieney that in teday's quality-oriented
debt markets means that, al best, only one-thied of
railroad debt can be refinanced.(4)

The financial condition of individual railrords,
as shown in figure 1-5, indicates rate of return on
average net investment versus  olal  operating
revenues in 1976 for the 50 individual Class |
reporting railroads, Although the industry as i whole
is daing poorly, several railroads are furing reason-
ably well: The Norfolk and Western, Southern
Railway, Missouri Pacifie, Union Pacific, and Chesa-
peake and Ohio are major railroads enjoying o rate
of return of 6 to 8 percent on average nel investment.
Nine smaller railroads also enjoy compirable, or
even betier, rates of return,

Most railroads, however, show a much less
encouraging Nnancial picture, For exnmple, in 1976,
36 Class | railroads had a return on investment of
less than 6 percent: and for many, it was considera-
bly less, The chronic nature of the financial difficul-
ties of & number of these companies has the financial
community seriously concerned nbout their long-
term viability., Eleven, or tlmost one-third, are in a
deficit position, Three ol these eleven are currently in
reorganizition: The Boston and Maine; the Chicago,
Rock Island and Pacifie: and most recently, the
Chicago, Milwaukee, 8t Paul and Pacific, Only 14 of
the reporting roilroads have a rute of return on
dverage net investment in excess of 6 percent.
Together, these railroads accouwnt for only 30 percem
of industry revenues. Moreover, the comparative
health of these railroads miy be jeopardized by the
poor condition of other railroad companies because
all railronds function as a system, interchanging
traffic and pooling equipment, More than one-third
of rail shipments are transported by two railroads,

and three- and four-carrier movements are not
vausual, Failure of o major railroad company (a8 was
threatened hy the distressed condition of the Penn
Central in the early 1970°) would have repercussions
throughout the entire system,

The economie condition of the railroad indusiry
stands in sharp contrast to the financial health of
other regulated surface freight transportation modes
{shown in tuhle 1-5). Although direct and meaningful
comparisons are dilfficult because of dilferences in
the aceounting treatment of the railroads’ assetr base
and the extent of regulittion among the industries, the
financin] performance of other regulated industries
is, nonetheless, substantially better than that of the
railroad industry, The First Nations] City Bank
corporate profithility wbulations, presented in table
1-6, contirm this finding for other major industries,

CONDITION OF RAIL PLANT
AND EQUIPMENT

Despite steady shrinkage over the last several
decadues, the rail |nduslrﬁ' cantinues lo support an
extensive network of track and ancillary fuacilities. Tn
1976, the continental United States had a 198,000-
mile il network  consisting  of  approximaltely
320,000 miles of track, including multiple main
tracks, yard trieks, and sidings. There were 181 rail
terminals consisting of yard facilities and connecting
track used primarily for local service and interchange
of freight cars. In additen to {fixed plant, curremt
milrond operntions  require an  equipment  flect
consisting of nearly 28000 locomatives and 1.7
million freight cars,

To maintain these assets, in recent years, Class 1
railroads have devoted approximately 40 percent of
tolal annual operating expenditures o maintenance
of plant and equipment, These expenditures vary,
depending wpon financial conditions, but the indus-
try traditionally defers maintenance and  delays
enpital expendilures to proteet profils during eco-
nomic downturns, As rail revenues drop, cash flow s
reduced, and railroads are forced to reduce expenses
and eut hack capital approprintions. Maintenance-
of-way und maintenance-of-equipment expenditures
in any given yerr dre discretionary to a limited
degree and can be deferred, in part, withom
significant effects. Proloaged deferrals and delays
can be hermful, however, since they adversely affect
operating expenses, safety, and the quality of rail
service. As a resull of poor financial performance in
recent years, a number of railroads are deferring
maintenance for roadway, equipment and, in some
citses, both, The amount of deferral varies considera-
bly by railroad company. with some reporting little
or none. Estimates of deferrn) by individual railronds
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ATSF Atchison, Topoka & Santn Fe Rallwoy DTS

BAR  Bangar & Arcostook Railroad Dwp
BLE  Bessermar & Loke Erie Railroad EJE
8M Bosten & Maine Corporation FEC
BN Burlingtan Narthern Ine, FwD
BO Daltimore & Qhio Railroac GA
CCO  Clinchfield Railroad GTW

CiM  Chicago & |ltinois Midland Railway .G
CNW  Chicego & North Waostern Trans, Co.  ITC
co Chesppeake & Ohio Hailway KES
CPLM Conmfian Pacific Linaes in Maine LN
cs Colarado & Scuthorn Rnilway MEC
cv Cantral Varmant Roilway
DH Delaware & Hudsan Foilway
DMIR  Duluth, Missubo & fron Bongu Railwoy  MKT
DRAGW Doaver & Rio Grande Western Railroad MP
DTt Datroit, Toleda & [rontan NW

NOTE: Eaclutits Cancdil and Lang isfand Raik:oad.

SOUNCE: Property foveiiment and Condensed Income Accuunt,

1976 total operaring revenues
linjltions}

Albry, Railrood

Detraoit & Taledo Shore Line Railroad
Duluih, Winnipeg & Pacific Railway
Elgin, Joliet & Eastern Roilway
Florida East Coast Railway

Fart Worth & Denver Railway
Georgia Aallread

Grand Trunk Western Railroad
linois Cantral Gilf Raitrood
Nlinais Tarminal Railraad

Kansps City Southern Railway
Louijsville & Nashvilto Railtroud
Maing Contral Railread

MILW Chicngo, Milwaukee, St, Paul &

Pacific Railrood
Missouri-Kansas-Taxas Aailrand
Missouri Pacifllc Railread
Nerfolk & Westarn Railway

Asaciarion ol Amenean Ravmais, Econamucs oo Finance Depariment, Nav, 4, 1877,

Abbry, Railioad

NP
PLE
AFP

R

SCL
SLSF
500
5P
SRS
SSW
™
TPW
up
WM
wpP

Narthwestern Pacilic Raitroact

Pittshurgh & Loke Erio Railroad

Righmond, Fredoricksburg &
Potomac Raitroad

Chicago, Rock [stond & Pacilie
Railroad

Seaboard Ceast Line

S1, Louis-Sun Francisco Railway

Sao Line Railroad

Sauthern Pacific Transpar tation Co,

Southern Railway System

St. Louis-Southwestern Rallway

Taxot Mexiean Raiiway

Taleca, Peoria & Western Railroad

Unian Pacific Railraad

Wastern Maryland Railway

Wastern Pacific

FIGURE 1-56. RATE OF RETURN ON AVERAGE NET INVESTMENT VERSUS TOTAL OPERATING
REVENUES FOR CLASS | REPQRTING RAILROADS, 1976. '
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TABLE 1-56. RATE OF RETURN ON REGULATED
FREIGHT CARRIERS, 1975

Rogrn an
Ruturn .
Carrier an net SquITY
' investment (et incoms
basis)

Class | tino-haul
rallroads® 0.08 -0.41
LClass | intercity mator

carriers of praparty 13,27 13.08
Class A and B woter carriors

by inlond eoastal waler

ways 16.79 20,18
Pipeline companiss 7.66 21.19

40y reason of the rairaad industry's ute of replacemont redire-
chien Mubiunnens 10V G ALLOUEHIRIY 1T 0 DN -al=way, The
rate el ruturn far railrosts cannes ba compared diractty with
tates 01 raturn for othar indusirios,  Adjustmant of tho rail
rale 4o rofiect this dilfarance would not change the indicated
rane(uiion,

SOURRE: Interstate Cammerco Cotmiiion, "80th Anpusl
Repart, Flscal Yans Ending Junw 20, 1976, 1alxus 10, 12,
anc 15,

TABLE 1-6. COMPARATIVE CORPORATE
PROFITABILITY, 1876

Mgt incomu atter taxes
Industry as % of
nat werth?

Cioss | railroads 1.8
Teluphane and 1elegraph companijas 1.6
Electric and gas utilities 118
Commerciol banking 11.8
Air transpariation 121
Camman carrier trucking 14.8
Total manutaciuring 15.0

Total, all indusiries 13.3

ONet warth in theca tabulatinns is datined as “Bbook not a-
tots' or vinckholders’ aquity, Including profarred isnivs, o
at tho Peginning of wach vear, Hocousw many industrius
have a Inege prapastion of copltal in the farm of tunded
dabt,thureturn on netwarih shauld always Be higher than
the raturn an toral Investad copltal,

SOURACE: Monthly Economic Laitar, Flrat Nutianal Cliy
Qank, Econamics Capartment, Naw York, April 1977,

reflect not only differing conditions amoeng the
viterious Class | railroad companies, but also various
views regarding wha constitules deferred mainte-
nance. Regardless of the estimaling procenlures used,
lowever, the level of deferred maintenance repre-
sents o measure of the condition of an asset or set of
assets. Thus, the dollar value assigned to the total
amount of deferred maintenance of o single rail-
road's assets is an important indicator of that firm’s
physical and financial condition.

In recognition of the relationship between
deferred maintenance aad long-term financial health,
the ICC requested that esiimiates of the amount of
deferred maintenance and delayed capital expendi-
tres be submitted by each Class | railroad as part of
a ratemaking determingtion involving a substantial
rate increase sought by the industry, When the
increase was granted in 1974 (Ex Parte No, 305), the
ICC directed that a portion of the additional revenue
be applied toward correcting deferred maintenance,
Table 1-7 ranks Class | railroads pecording to the
absolute dollar value of deferrals in maintenance and
capital improvement still remaining on June 30,
1976, us reported to the ICC by the individual
raflroads. These figures indicate a reduction in total
deferred maintenance and delayed capital improve-
ments during the period mid-1974 1hrough ntid-1976
from 34,67 billion to 34,14 hillion. Progress in
reducing  deferred maintenance has been slowed
recently by inffation in material, supply, and labor
cosls.

Concerned over the seriousness of this problem,
Cangress directed the Secretary of Transporiation to
conduct a study ol the projected amounts of
majntenance  and  eapital  expenditores  required
hetween 1976 and 1985, including funds for deferred
maintenance and necessary improvements to handle
anticipated traffic, By reasan of the wide variely of
techniques vsed by the rilroads Lo estimate deferred
mairtenance and needed capital expenditures, the
Federnd Railroad Administration (FRA) undertook
independent studies to evaluale all facilities on a
uniform hasis, using o« methodology based on
stapdard industry engineering and  maintenance
practices. The resulls of the deferred maintenance
study are presented in the following discussion.[5]
{Projected capint expenditures are discussed in ch.
3}

Under ideal conditions, a rairond would keep
its fixed plant in a condition of normalized mainte-
nance. A normalized maintenance program is de-
fined as one that meets the average annual track
material replacement requirement, at a level deter-
mined by dividing the total number of malterial units
by the average material life. Over the long term,
annual maintenance at the normalized level will
result in o SO-percenmt remaining life of track
muerials.

In actual practice, a ruilroad’s mainlenance
program will he established above or below the level
of normitlized maintenance, When business is good,
greater amounts of Tunds are available for investment
in track, and it is prudent to hedge against future
years when funds may be insufficient for adequate
naintengnee, 17 a railroad's maintenance expendi-
tures are below o normalized level, then the company
may be deferring maintenance. The word “may™ is
important because the difference from the historieal
normalized maintenunee level could represent not
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TABLE 1-7. DEFERRED MAINTENANCE AND DELAYED CAPITAL, IMPROVEMENTS
OF CLASS ) RAILROADS, JUNE 30, 1976
{Thousand 8$)

Aatio of 1010k
10 1976

Tatal
delarred maintenance

Daoferred Dafarred Dolayed capital  Oalayed copital

Railrosd maintenance  maintenance improvomont af  improvement ol

of way ol squipmant randway Hjwipment capital improvements  operaling rov,
Chicago and Norih Westarn 656,729 28,897 305,858 98,3124 0A89,813 1.87
Chicage and Hoek Island ancd
Pacific 213,736 20,828 87,748 77.854 400,166 ta7?
Hurlington Northern 22,222 3,083 212,735 151,904 189,840 26
Missouri Pacific 38,070 12,479 51,160 169,579 211,678 78
lllinois Central Guif 59,683 7,865 144,184 41,861 263,593 43
Atchisan, Topoaka and Santa Fo 4] 4] 84,000 161,000 245,000 2
Southarn Aollwoy 17,130 o} 106,694 40,600 164,420 A6
Seaboard Coast Ling 63,772 12,222 45,608 32,264 153,856 21
Noriolk and Wastern 51,776 7,937 63,606 2,725 126,044 AT
Missouri-Konsas-Texas 74,065 12,243 23,873 15,623 126,004 1.25
Chi., Milw,, B, Paul nnd Pacific 51,408 4,033 14,300 54,400 124,138 .28
Southorn Pacific 10673 29,403 63,866 14,707 118,649 .08
Dalaware and Hudsop 23,821 11,289 6,790 50,764 92,664 119
Louisvilla and Nashvilke 20,089 7,299 47,676 0 75,084 1
Kansas City Southern 66981 5,846 1,714 10,571 47,850 a2
St, Louls, San Franclsca 16,868 2,564 32,775 8,563 60,970 19
Taxas and Pacific 5120 6,002 13,684 36,058 60,865 M
Chosapeake and Ohlo 4] 0 0 44,928 44,938 07
Malne Centra) 18,072 287 17,012 3,870 37,241 1.00
Clinchfield Rallroad 10,105 1,460 1,235 19,679 32,479 68
Toledo, Peorla nnd Western 11,606 100 13,267 7,240 32,413 1.58
Fart Worth and Denver 8,677 3,052 21,274 880 31,883 76
Donver and Rio Grande Western 2,760 0 23,166 0 30,916 B
Boston and Maing 14,379 6,060 5,672 34N 28,792 .28
Chieage and Eastern Hlinois® 2,082 1,405 4In 18,363 24,61 .27
Calorado and Southern 758 7,298 11,809 3,750 23,615 Bl
Unian Pacific fki] 120 16,204 6,099 23,154 02
St. Louls, Southwestern 3,903 8,642 5,931 2,112 21,588 1
Dstrait, Teledo and lrenten 2417 1,281 1,927 14,205 18,980 37
Florlda East Copst 7,195 1,344 6,791 308 14,720 .30
Pittsburgh and Lake Erie 7,538 ] 350 4,221 12,180 .21
Buluth, Winnipeg and Pocific 1,950 640 8321 156 11,467 .50
Detroit and Taleda Shora Line 4,283 1,275 1,182 638 7.348 .59
Westarn Pocllic 4,100 187 o 1.630 6,917 05
Northwaestern Pacific 243 o 4,312 0 4,556 Phck]
Subtatal 1,343.16G5 200,410 1.458,928 1134117 4,136,620 a5
All othor Case | 2,607 o 2017 0 6,624 .00
Total 1,345,772 200410 1,461,845 1,534,117 11421 44,6‘” 22

“perged with Missour Pacitic utfactive Qet. 15, 1976, Operating iavunues for 1975 used instexd ot 1076,

NOTE: Conrail Is nat Included in tha sabave summaty, |1 fupartod na delerred maintenance or daleyid captial wapanilitures since
this was accaunted 107 in 1he Aot assel valu of tho properties conveysd by 1he uankrupt rarowd estinates.

SOURLE: Intersiate Comimerce Commissian, Buldou of Accounts, € x Parte No, 056 Report for Second Quartee ending Juny 30,
197G, tanles 1 aad 115,

deferred maintenance but conscious disinvestment

{(downgrading or abandonment), an expectation of

lessened wear becaunse of o decrease in operations, or
simply an offset against & greater than normal level
of maintenance in 3 previous year. Thus, true
delerred maintenance is the negative deviation from
historical normalized maintenance (less any smounts
attributable to disinvestment, lessened rate of wear,

or offsels against previous overmaintenance), When
less thun normal maintenince oceurs, the average
remaining life of track materials drops below 50
pereent,

Due 1o the lack of complete informition, FRA
wits unable to exclude all the elements of disinvest-
ment and other offsetting factors in the deferral
estimates.  These figures do take into account,
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however, the differing maintenance reguirements
experienced in the three il regions: the Sowhern,
Eastern, andd Western Districts, No similar method

for the evaluation ol deferred maintenance of

equipment exisis, but a bumber ol standard measures
of cquipment condition are discussed later in this
chapter,

RAIL PLANT CONDITION

The graphs in figure 1-6 show the levels of tie
and rail replaced from 1933 through 1975, exclusive
of Conrail’s predecessor companies. The tie graph
depiets a massive installition of ties from 193] to
1953, In the 1930%, this high maintenance level
resulted from the repiacement ol untreted tes win
creosote-treated ties, and in the 1940°, maintenance

efforts were spurred by the defense requirements of

World War I1. In that 21-year period, 86 percent of
the ties were replaced, although the normalized
requirement wis only 63-percent replacement.? Dur-
ing the peak of maintenanee activity in World War
I, ties were replaced at a rate 50 percent higher than
the normalized rates

As a consequence of these above-pormal re-
placements, tie requirements in the Jale 1950°s and
early 1960 were greatly reduced. From 1956 10
1965, only 9.5 percent ol the ties were rephiced (33
percent below normaly, and from 1966 to 1975, 2.9
percent were replitced (23 percent below normal), As
shown in figure 1-7, eross ties and rail are by far the
largest cost components of tack materials required
to retwrn track w0 normalized maintenance condi-
tion,

Although the trend of tie replacement rates has
been increasing steadily during the past 16 years,
railroads have not replaced ties ar 2 normadized rve
since 1953, The lurge numbers of ties instlled in the
1930% and 19405 are wearing out, and 30 percent of
all ties must be replaced durtng the next 10 years to
continue ot current levels of track use and operating
speeds. Therelure, even maintenance at the normul
level during this period will be insufficient to replace
alt obsolete materials,

The installation of new rl follows a similar
pattern, with an even mere pronouneed peak in the
World War 11 years, From [940 10 953, il was
repliced at rates cansiderably ahove norml require-
ments; bul, since 1953, rail replacement rates have
been ar less than normal fevels, Since 1961, the rail
replacement rate has stealily inerensed, but because
the rail installed during the 1940°% will soon be worn
out, rail replacement must esceed normal require-
ments during the pexe H) years,

My ,'-—Illm elerrel ce sludy, the number of tes (o 2ony of rail)
i place on Dez, 1, £975, waw uved an a base for comparative purpores] 5]

Dunng the war, ailroads had 1 slrong menelary incennve to overmainiain,
aitwe Ihere capenditlures reduced (heir ivsume las and wartime excess profil liability,
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There are considerable regional variations in
these historical trends in tes and radl replucemem
rates, Tie installations in the South actually have
exceeded normalized reguirements since 1970, Rail
replacement rales are also higher in the South than in
the East or West but remain below normidized levels,
Because of the higher replacement rites by Southern
District railroads over the past 7 years, the problem
is tesa asevere theve than in other parts of the country
or in previous years. Figure 1-8 shows the regional
differences for all deferred riglns-nf—wn_y mainte-
nance, These figures reflect the deereasing track-
miles in the East, the increasing gross tons per track-
mile in the South and West, and the large amount of
excess track-miles in the Midwest

As q consequence of maintaining rights-of-way
at less than normalized levels, 47,203 miles of track,
or 13 percent af LLS, trek nuleage, were under slow
orders in 1976 (trains opernting a1 reduced speeds),
resulting in impaired efficiency of rail operations,
The impitct of slow-ordered track on service quality
depends on the current level of traftic and the
potential traffic volume on the line, Class I raifroads
with more than 250 miles of track under slow orders
are shown in fuble 1-8. Tiree ruilroads {Conrail,
Chieago nnd North Western, and the Rock Island)
account for pearly half” the industry’s slow-order
track,

Liph-Deasity Lines

With some notahle exceptions, a high correla-
tion exists between maintenanee levels and current
economic performance of line segments, As table 1.9
shows, high-density mainlines. which carry the vast
share of rail traffic, are generally in good condition
Although three-quarters of ttal tonnage (ton-miles
per mile of road) are transported over these lines,
they represent only 3 pereent ol sl deferred
mainienance, Light-deasity lines, on the other hand,
carry less thin 5 percent of the tonnage, but possess
34 percent of lotal deferred maintenance. Most
deferred maintenance is found in yards and termi-
mls because rilromels try 1o invest their scarce
resources where utilization rates and return on
investment are highest,

A graph of typieal annual track maintenance
cosis over time {fig. 1-9) indicates the eventual cost
implications of downgraded lines if they are kept in
service. The graph shows the decline in speed as the
track deteriorates; afler about 25 years, the track has
been downgracded rom FRA Class 4 1o Class 1, with
o maximum speed of 10 mph. At this point, essential
material replacement causes line maintenance costs
to rise substanially.

Mkigh-denuly ey are defined ax those hines with sn anoual tratlie deasity
greater than 2¢ milliua grose tonsmiles. Light-deanty Laes are hoes with an anaual
traflic densily al fess than $ millivn gross waemiles,
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Linited Stater Claar ¢ Reitroads Fixud Plant Requiremants, Lesinglon, Mas.,
10770, 20,

FIGURE 1.8, DEFERRED MAINTENANCE OF WAY,
BY REGION, 1975,
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TABLE 1-8, CLASS | RAILROADS WITH OVER 250
MILES OF TRACK LINDER S5LOW QRDERS,
JUNE 38, 1978

Track under slaw Tasal

Aallrosd orders track:
Milos  Percant  miles

Miltseuri-Kansas-Texas 1,605 6591 3,226
Chicago, Aock Island and Pacific 6,635 526 10,727
Chizogo and North Western 8,899 48,0 14,31
St, Louis Southwestern 622 30.4 2,18

Chicago, Milwoukes,

51, Poul ond Paclfle 3810  26.2 14,888

Squthern Pacific 4,316 23,7 18,228
Conrail 9,807 228 43,107
Konses City Southern 388 225 2617
Soa Ling 984 18,7 5,897
Dolaware and Hudson 386 1441 2738
{ilinois Centra) Gulf 1,848 12,7 14,632
Southern Rallway 2,020 .7 17,282

Lauisvilla and Nashville 1,024 9.8 10,616

Atchlson, Tapeka and

Sants Fa 1,486 .2 20,502
Burlington Northern 2,02 6.9 33,423
Norfalk and Wasturn 8609 4.1 14,868
All other 2,829 2.8 89,548

Total 47,203 t4.4 328,739

BOUACE: Interstate Commerce Commlssion, Buratu of Acs
eounts, Ex Parte No, 305, Report for the Socond Quarter
snding June 20, 1870,

TABLE 1-0. DEFERRED MAINTENANCE BY
LINE DENSITY OF TRACK

Total deforred
track malntenancy
%)

Cuotegory

Yords and switching track 50
Running track? {million
grosstans):

01 20
1-6 14
&10 10
10-20 3
20-30 2
30+ 1
Total 100

BRunning track refers ta all track on rall rights-al-way, in-
cluding second maln, hut fows not includs yaid or switching
track,

SOURCE: Darivat fom dots compiled for (he Fuderal Rall-
raad Adminlitration, by Thamai K, Dyer Inc., Class ¥ Aall-
roads, Finsd Prant Equlpment Requiromaents, Lexinyton,

Maxs., Ocr. 1877,

In general, light-density lines are approaching or
are now in the 20- to 25-year point in materinl
replacement deferral, and rapidly increasing costs
can be anticipated over the next [0 years if such lines
continue to operate, even at slow speed.
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FIGURE 1-9. LIGHT-DENSITY BRANCHLINE MAINTENANCE EXPENDITURES.
{Constant 1975 3)

Yurds s Terminals

Railroad  companies have experienced  sharp
increases in costs attributable to yards and terminals,
Maany service relinbility problems oceur in yards and
terminals, and the major purtion of deferred mainte-
nance is located in these fucilities. A recent study of
railroad facilities estimates that there are 4169 yards:
of these, 1,229 are used for classifieation (switching)
of road-haul freight,[6] The remaining 2.940 are
primarily vsed as industrial yards, Classitication
Facilivies, generally categorized as either hump or flnt
switchyards, handle approximately 840000 cars per
day. Hump yards elussily a large number of cars
mere efficiently. At present, [16 of fhese faclities
handle nearly the same number of ears as ure
processed in the fow-volume, flat swichyuards, in
terms of date of original construction, 50 percent of
the flal switchyards are over 60 years old: while 50

percent of the ump yards are less than 20 years old,
In 1964, the first computer-controlled hump yard
wats builty by 1976, 23 were in operation,

Yards make up an increasing proportion of tetal
wack mileage. Excluding Conrail and its predeces-
sors. mainlipe and branchline (e, running track)
miles have decrensed from 201,833 in 1940 10 182,237
in 1975, During the same period, yard track-miles
have inereased from 79279 to 80.071 The ratio of
yard to running track-miles has grown from 39 10 44
pereent in the past 38 years.[3] Fora typical railroad,
yarch irck mainteninee costs ringe from 24 cents per
thousand gross wn-miles (high-tonnage road) to 38
cents per thousimd gross ton-miles (low-tonnage
road L [5] When traffie dectines, the unit cost of
maintaining these facilities usually increases. A
recent study of radroad yard rechnology reguire-
metls tor the years 1975 1o 2000 1akes into account
future chunges in rail ransportation demand., operat-
ing pracedures, rilroad route rationalization alterna-
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tives, modnl shifts, equipment wilization programs,
capital nvailability, technology improvement, and the
age of present facilities.[3] The study concludes that
35 to 50 percent of the fucilities will have to be
downgraded or abandoned, snd about 15 percent
will have to be upgraded through expansion, recon-
figuration, or totally new construction.

RAILROAD EQUIPMENT CONDITION

Railrond equipment in service at the end of 1976
is shown in table 1-10, The freight car Neet of some
1.7 million cars is composed of a viriety of the ear
types required to handle the broad range ol com-
modities carried by rail. Class I railronds direetly
awh 78,4 percent of the ULS, car lect. Car companies
{(sume of which are owned by railroitds) and shippers
own i [leel consisting primarily of tank cars, covered
hoppers, and flatcars, representing 19,6 percent of
the total industry flect. The locomotive Nleet of pearly
27,600 units consists almost entirely of diese] electric
locomotives, with ¢lectric units accounting for less
than 1 percent ol the total.

[n 1976, Class | line-haul railronds spent 33.2
billion on equipment maintenince, a sum equal 1o
215 pereent of total operating expenses, The level of
maintenance expenditures has a direct bearing on the
condition of the equipment fleel bul provides only a

artial indication of overall equipment condition,
I're bad-order ratio (unserviceable freight equipment
as i pereent of total freight ct}uipmcm on line) is the
standard industry measure of equipment condition,

Frelght Cars

During the past three decades, the freight car
bad-order ratio has fluctuated within the range of 1.8
percent to 8.4 percent, as shown jn figure 1-10. This
fluctuation reflects, in large part, railroad manage-
ment’s practice of deferring equipinent maintenance
during economically difficult times and catching up
when conditions improve. An increase in the bad-
order ratio, under such circumstances, might not
have a detrimeital effect on freight car availability or
lreight car utilization.

This is not the case, however, when an increase
in the bad-order ratio occurs simultancously with
traffic growth. The steady increase in the bad-order
ratio from 4.4 percent in 1966 10 8 percent in 1976
occurred despite an increasing tralfic base, us
measured in ton-miles, during the same period. Thus,
the generally poor financial condition of the industry
has led, or forced, rilrosuds to defer equipment
maintenance when trallic levels require an increasing
number of ears, Table I-11, a summary of Class |
railroads with bad-order ratios greater than 9 percent

TABLE 1-10, RAILROAD EQUIPMENT IN SERVICE, DECEMBER 31, 1976

Type! Towl % of 9135: | Other Car companiss
car floot railrands railroads and shippers
Boxcars:
Plain 302,899 17.8 281,663 10,812 10,424
Equipped 171,064 10.1 167,420 2,722 906
Happer cars 365,526 21.5 343,186 9,859 1248
Zovered hoppors 230,069 13.5 168,850 1,074 70,145
Jondola cors 185,776 10.9 172,780 4,641 8,345
Tank cars 168,018 4.9 2,905 17 165,006
Flntcars 141,781 83 98,386 go08 42,487
Iafrigerntor cars 98,017 5.8 74,936 2,966 20,125
ook cars 3,637 0.2 3,559 - 18
Jxher fraight cers 32,250 1.9 28,005 1.463 2,782
Total 1,699,027 100.0 1,331,705 34,452 332,870
_ocamotiva units:
Dipsel eloctric 27,380
Elactric 217
Stoam 12
Tetel 27,6508

%ia wadition, apprasimately 13,800 catioow wra used in conjunction with heignt tervica.

BClam | railromds include 374 lucomonve unils dwned or asied by Ainirak and 15 locomotive unit) awne or leajurd try Auin-Train,

SOUHCE: Ancelation ot Angican Habasl, Eco v and Financa [epar tment.
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TABLE 1-11. CLASS 1 LINE-HAUL RAILROADS
WITH FREIGHT CAR BAD-ORDER RATIOS
GREATER THAN NINE PERCENT,

JUNE 30, 1976

Railr aadd Bad-n.rr.lur 19:’:_?!:3:: of
ratio
1%}
Fort Worth and Denver 24.4 1.2
Detroit and Tolodoa Shore Ling 19.4 6.3
Wastern Maryland 16.0 53
Missauri-Kansas-Texas 16,5 1.6
Colorndo and Southern 16.1 4.3
Baltimora and Chio 14.5 3.7
Boston and Maine 13.5 -4.2
Louisville and Nashwvilla 13.2 5.0
Chirano and Narth Wastren 110 A1
Ilinois Caniral Guif 128 03
Soo Line 122 6.2
Delavvare and Hudson 11.3 -6.2
Conrail 1Ma =163
Chicapo, Rock Island and Pacific 11.0 7,2
Canadian Paciflc Lines in Maine 108 -14.7
Clinchiiold Railroad 9.1 1040
Detrait, Toledo and Iranion 9.1 -1

SOURCE! Intoratate Commaerce Commission, Hureau of
Accoutily, Ex Parto No, 306 Report {or Second Guartur
wnding Junn 30, 1974, 1ania V,

in 1976, supports this contention, When deferrals
occur al the same lime as trafiie is increasing, rail
service quality deteriorates, oflen leading to further
erosion of irafTic and profits for the companies with
high bad-order ratios as well 35 for the connecling
companies.

Two important factors not revealed by these
statistics are the practice of equipment disinvestment
and the awilability of equipment. A trend toward
more specislized and sophistieated car types has
made o number of car types virlnally obsolete, When
such cars are bad ordered, they are not repaired
because of a lack of shipper demand, and so the cars
remain on the bad-order list for extended periods,
Specialized cars also may require more maintenance
than general service equipment.

Another important fuetor is_equipment avail-
ability. Only 635 percent of the shippers interviewed
in the “Industrin]l Shipper Survey (Plant Level)”
stated that rail equipment availability was adequate
or better than adequate, as compared 10 93 pereent
for motor carrier equipment availability. 1] Although
the poor availability of rail equipment is aggravated
by the fuilwre of railroads to rebuild or upgrade old
equipment and 1o purchise new equipment, it is
principally due to poor utilization of equipment,

Distribution of empty cars is governed by car
service rules that have been followed by the industry

3t

throughout mest of the 20th century. Since a
Supreme Court decision in 1971, primary responsibil-
ity for issuing and enforeing orders implementing
these rules has rested with [CC, Prior to 1971,
however, the Associalion of American Railroads
(AAR)} was solely responsible for enforcing these
rules and the AAR continues to play a significant
role. Under the present dual system, the industry
generally follows AAR directives unless the 1CC
issues orders pertaining 1o the same rule. In such
instances, MCC orders supersede those of AAR,
Although the 1CC has elear autherity over car service
rules, respanding to directives from two agencies has
led, an ocension, to unnecessary confusion regarding
car distribution,

There is no evidence that the overall inerease in
the freight car bad-order rutio has alfected the
overall train accident rate substantially, Figure 1-11
shows that during the past decade the train accident
rate due to equipment failures  approximately
equulled the train accident rate due to humin faciors
und that both have penerally remuined constanl over
time, while the aceident rate due to track failures has
increased substantially.

The ape distribution of the freight car fleet in
1976 is shown in figure 1-12; the average age of
freight cars by car type in 1976 is shown in table
112, The average age of the fleet is 13.9 yeurs, or less
than half the average car life of approximately 30
years,

Freipght Locomutives

The bad-order ratio for locomotives was re-
duced considerably over the period 1947 10 1977, as
shown in figure 1-13, High bad-order ratios for both
line-haul freight service {rond) locomotives and yard-
swilching locomotives occurred during the lnte 1940'
and early 1950, due, in part, to the factors involved
in the changeover from steam 1o diesel locomotives.
Muost of the benefits of the changeover from steam 1o
diesel hud been achieved by 1957, when the bad-
order ratio for road locomotives fell 1o 8.6 percent,
and yard switchers fell 1o 5,1 percent. During the
1960°s and early 1970's, locomotive bad-order ratios
generally declined, reaching a low of 4.8 percent for
road locomotives in 1974, Two major factors contrib-
uting to these trends were the growing experience in
diesel electric maintenance procedures und  the
increasing degree of standardization of lecomotive
units and subcomponents.

Since 1974, the bad-order ratios for both
lecomotive types huve increased sharply, Table 1-13
shows these ratlreads with road or yard lecomotive

bad-order ratios in excess of 9 percent at the close of

1976, High bad-order ratios for both cars and
locomotives are more likely to oceur on rilroads
that have low or negitive earnings (see tables 1-11
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FIGURE 1-11, TRAIN ACCIDENTS BY CONTRIBUTING CAUSE, CLASS 1 AND
CLASS 1l RAILROADS, 1966-1976.

and 1-13), slthough (as displayed in figs. 1-10 and
1-13) some compuanies with rensonably healthy
carnings also uppeir in tables T-11 and 1-13,

In 1975, railroncds reduced purchases of new ind
rebuilt locomotives, Bw, in 1977, locomolive pur-
chases increased 27 percent aver the depressed 1976
level, If the 1977 level were sustained over an

extended period, the entire Jocomotive fleet would be
repliced in 29 years, This period is longer than the
avernge locomative life of 15 to 20 years for line haul
amd impligs that locomotive installation must in-
crease in the future if present fraffie levels are to be
sustuined, Figure 1-14 shows that nearly one-quarter
of the U.S, Tocomaotive Meet are 32 years of age or
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TABLE 1-12. AVERAGE AGE OF FREIGHT older, while approximately the same number are 6
CARS BY CAR TYPE, 1976 yeirs of age or less,
Railroads have allocated o steadily increasing
Avarageage  praportion of capital for equipment since the 1920°,
T e -
i vpa Amaunt tysers) Faclors contributing 1o this trend have been the
relatively  high rate of return on investment of
B""'fl“fs‘ equipment, the transition from steam to  diesel
2in 302,893 16.0 lecomotives, the trend towards larger and more
Equipped 171,094 1156 NG . e . < L H
Hoppar cars 366825 149 expensive Treight cars, and corresponding reductions
Covired happers 230,060 " in- maintenunee expenditures. Additionally, equip-
Gandata cars 186,776 16.4 ment linancing has been generally available 10 the
Tankears 168,018 V5.0 indusiry because of the security (or collateral) the
Flatcars 141,781 12.6 equipment provides to the creditor; in the event of
Fotrigarator cars 98,017 1.9 defauli, the equipment can be repossessed and resold
Stock cars 3,637 26 i necessury. The advent of the investment tax eredit
: Other freight cars 32,250 19.3 also has made equipment debt attractive to the
Total 1,693,027 13.8 railrond companies and has encouraged companies
COURGE: Associetion af fmariean fasirants, Cor Seralce to purchase new equipment when maintenance ol
existing cars might otherwise be more prudent,

Divintan,
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TABLE 1-13. CLASS | LINE-HAUL RAILROADSWITH
LOCOMOTIVE BAD-ORDER RATIOS GREATER
THAN NINE PERCENT, DECEMBER 31, 1976

Locomonvos 1076 1ate
Railroad Raad Yad ol roturn
4o) 5} %0
Delawarw and Hudson 19.2 282 -6,2
Elgin, daliet ant Eastorn 15.6 BG 79
Buluth, Missubo, and
laon Ranga 14.3 13.08 2.6
Giand Trunk Westarn 141 154 2.2
Chicaga, Hoek Islond
and Pacifie 14.1 14,1 -7.2
Umion Pacific 139 4.7 G.0
Pittshurgh and Lake Eria 13.6 103 4.2
St. Louis, San Franciseo 13.4 16 4.6
Florida Easw Coost 12.8 0.0 11
Canrail 12.4 129 -16.2
Clinchfield Railroad 11.0 8.3 10.0
Kansas City Sauthern 9.6 156 .2
inois Central Gult 9.4 a7 0.3
Maine Central 8.0 353 2.2
Chicago and lilinais Midland 7.7 125 7.4
Lauisvilla and Nashvill 6.2 a1 50

SOURCE: Imarsiate Commuren Conmvnistian, Buredu of
Accounis, DSC Rapoariy 1or Fourth Quarter ot 1976,

RAIL SAFETY

Safety is one aspect of the mailroad's situation
that has recently received o good dea) of nitional
attention, larpely due 1o a series of accidents
involving hazitrdous materinls. Although o case can
be made that the deterioraion of rail safety perfor-
mance is a symptom of more Tundamental railroad
problems in such areas as operating discipline and
maintenance of plant and equipment, any decrease
in the safety of rail operations is certainly o major
cause for concern.® Thus, it is important 0 examine
closely the sharp rise in train accidents experienced
since 1966,

As shown in figure |-11, the number
accidents per million train-miles caused by defects in
rail righis-of-way or lixed steuctures has nearly
quadrupled from 1,52 in 1966 10 5.50 in 1976, During
this period, train accident rates attributed o equip-
ment failures, human factors, and miseellancouns

*In 1977, Y4 perionin were hillesd in rl-toghway grade-crosing acoidents, This
Figuze represenis nore than 6X% of all fatalties ivohmg fan tamporl, Accidents ©
Iespanaern accounted fur approsimitely G of wal faalies, and employee accigdenss,
whivch have bres decreasing in recent years, reprewent apprsninakely 75 of the wial
Jatalities in 1477,

In recent years, progress hay been made in the gradescnvng probten through
e elliarly of the States, the eailroads, and the DOT, bt inereaied dnumntive sraltic has
hepl ahsulute casalty figures al signidicant levels. The cuntinuation of high levels of
gradeevzorung dearhs sl ingurics i Dhely o creale stennamds Ton indeased expendinines
by Botls anlisasd cormpanies and publ agencies i redyce the pryblem,
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FIGURE 1-14, AGE DISTRIBUTION OF LOCO~
MOTIVE FLEET, 1976,

causes have increased by a factor of Jess than one-
balf, The interpretation of figure 1-11 is affected by
reporting crileria because the train accident-report-
ing threshold was held constant at $§750 from 1966
through 1974, and inflation has resulted in more
aceident repurts in cach successive year, thereby
overstaling the real increase in the train accident rate
during the early 1970's. Furthermore, the figures for
1975 and 1976 rellect the increase in the train
aceident-reporting threshold to $i,750, which tempo-
rarily depressed the number of accidents reported in
1975 us compared 10 previous years, Nevertheless,
the foarge increase in the wain acciden rite that can



be autributed o defects in way or structure, com-
pared with other causes, provides clear evidence of
the harmful effects of an undermaintained and
deteriorating rail plant.

Inereased axle loadings also appear to be related
to track-caused accidents because ol the intensified
wear and tear on the roadbed, without an atendant
increase in roudbed maintenance. Additionsl re-
search now in progress will Jdetermine the specific
connections hetween increased axle loadings and
track-caused aceidents,

HAZARDOUS MATERIALS

A recent series of accidents involving hazardous
materials has drawn widespread attention w  the
problem of train dernilments, In 1977, approsimately
500 derailments involved 400 tank curs; approxi-
mately 150 of these cars released hazardous materi-
als. These derailments resulted in four fatadities, 500
injuries (150 were serious), and 14 evacuations,
involving a total of 19,000 persons, The absence of
certain safety features on the tank cars and the poor
physical condition of the cars were important
contributing Factors in many of these aceidents,

The problem of transporting hazirdous materi-
als is an issue concerning all mades, In 1977, more
than 14,000 truck (for-hire and private carrier)
accidents involved hazardous substances. These
accidents resulted in 30 fatalities and 1,008 serious
injuries,

Enflorcement

Prior to the passage of the Hazardous Materials
Transportation Act (HMTA) of 1974, violations of
hazardows materials regulations were enforceable
only by institwling a criminal case in the Federal
courts, and the fines were nomingl. On January 3,
1977, under HMTA, the Materials Transportation
Burenu issued comprebensive hazardous materials
regulations, making violwtions of these regulstions
subject 1o civil as well as eriminal penubty sanctions,
Procedures for earrying out (hese sancljons were

pullished by the FRA on October 28, 1977, During
the first 4 months of 1978, notices alleging 26
violiutions against il shippers and 103 violations
against railrond companies were issued,

Concern over recent aceidents and train derail-
ments invalving hazrdons materials bas prompted
DOT 1o launch a concerted effort 1o inerease safety
inspections. In many cases, the safety recommenda-
tions made by FRA inspectors are heeded by the
railroad companies on a voluntary basis, But, despite
this generally cooperative spirit, FRA believes that
use of out-of-service orders, penalties, and other legal
toals are necessary for the public safety, Thus, FRA
will implement safety enforcement toward all rail-
roads regardless of their financial condition.

The result of the trends deseribed previously is a
stewdy decling in fingncial und operating perfor-
mange of a number ol milroad companies and an
overall decline in rail employment, The continuing
decling in critical performance measures has since
heen confirmed by 1977 statistics recently released
by the AAR.

These shuistics shaw, lor example, a decline in
net railway operating income w $347 million—the
lowest figure since 1932, Rate of return on net
invesiment has dropped below the depressed 1976
level to o bare 1.26 percent. Equipment rentals
during the period increased slightly, as did tax
accruals inc{:uling deferred 1axes. Fourth-quarter
statistics show even lower earnings than for the year
as a whole, despite significant inereases in coal
movements in the Eastern and Southern Districts,

Inereases in nonrailroad  income offset these
deelines and resulted in very slight gains in ordinary
incume in the Sowthern and Western Distriets,
Operating revenues also increased by §1.5 billion to
£20.1 hillion, 8.5 percent above the 1976 level,
Operating  expenses, however, climbed 1o almost
$16.4 billion, an inerease of 9.9 pereent over 1976,
The industry reparted 23,297,000 revenue carload-
ings, which represents o modest 0,67 pereent decline
from the 1976 level. Both revenue ton-miles and
revenue per ton-mile, however, increased approxi-
malely 4 percent during 1977,
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CAUSES OF THE
RAILROAD PROBLEM

The raifroad problem results frome a variety of fuctors, not aff of which are within
the industry's control, If the railrowds are to regain their vitality as private enterprises, it
is fimperative to seek mprovements with respect to cach of the different causes of the

’ problem. There is no single sofution thet witl cure afl the ills of the industry; there are
multiple causes, and there must be a corresponding variety af sofutions,

Awong the most impurtant factors comteibuting to the relutive decline aud poor
Jinancial healtl of the industry are the foltowing.

to a service-oriented, ligh-tochnolopy economy amd as shifts have occirred in the
loeation of indusiry,

o Regulatory constraits have impinged upon management’s ability to adjust ratey,
merge corporate ertitivs, abandon facilities and seevices, and improve productivity,

o Govermment provision of highways, waterways, airways, and other facilities, which—
i areas where wser charges are inadequate—has subsidized the rail fndnstey’s priveipal
competitors,

The railroad indastey has been stow in adapting to new technofogy; rival modes have
been more suecessful in making use of new developments,

o Labor univns and management have ant been able to agree on methods for full
implemuentation of changes thar weuld increase productivity, despite  substansial
increases in wages and benefits,

i ~ o lusic changes heave occureed in traditional rail markets, as heavy industry gave way
]

i 2N

|

There is an urgent and unavoidalle necessity for the industry to adjust, to adupt, to
find new soletiony to its many problems. Since governmental actions have been very
much a part of the envieonment of railroading, there is an equally wrgent demand for
constrictive changes in Goverment policy to be part of the solution.




THE CHANGING FREIGHT
TRANSPORTATION MARKET

Basic changes in the American industrinl econo-
my since the period of railrond building and warlime
reconstruction have had great significance for the
industry, These shifts inctude changes in demograph-
ie patterns, the lransporiation component of manu-
lacturing, and the manufacturing component of the
veonomy as a whole. In short, the type of transport
service railroads provide today adds relatively less
value Lo the economy than it did in the earlier years
of railronding. Not only have these busic changes
affectecd the agpregate market demand for rail
service, but also the slowness or inability of the
ruilronds to adapt to shifting markets has been
operationally costly.

DEMOGRAPHIC CHANGE

Railroad tracks and terminals were laid out to
serve the transportation markets existing at the time
ol their construction, The myjor portion of construc-
tion aceuwrred between 1870 and 1920, and the
substantinl changes in geographic population distri-
bution and economic activily over the last hall
century  have hurt many rilroads, The  major
chunges include the following,

o A shift in poputitien from the Northeast and
North-Ceniral regions to the West and the South

& An even more pronounced shift in manufucturing
aetivities from the Northeast and North-Central
regions to the West and the South

® A shift in populution within regions from rural to
wrban dreas

o A shifl within wrban regions ol pnru]mion and
manafacwring activity from the central cities to the
suburbs

The movement of populution and manufaciur-
ing activity to the West and South has generally
benefited the railroads in these regions, But railroads
in the Northeast have suffered as freight taflie
dispersed, and portions of that region's extensively
developed rail plant became obsolele. From 1929 to
1976, Eastern District (see fig. 1-1) freight shipments
teclined by one-third, By contras, Southern District
wmnage more than doubled, und Western District
tonnage increased by one-quarter during the sume
period.

The rural to urban shift has hurt most railroads
by transforming what was formerly a balanced two-
wiy movenent of commaodities between urbun and

+0

rural areas into o one-way movement, In 1930, farm
population wis 24.9 percent of the total population.
Railronds hauled consumer goods (rom the cities
rural areas in boxears, which were then reloaded with
bulk farm commodities for shipment to the cities.
Exeellent wtilization of rail equipment was achieved,
and the two-way traffic flow was profitable. But, by
1976, the furm population was only 3.9 percent of the
total populution, and although railroads haul larpe
amounts of bulk larm commodities today, these are
one-way moves with little return flow of manufic-
tured goods,

Suburbanization has been detrimental to the
raflrond industry. Railroads were built to serve the
center city, and as long as husiness remained
concentrated in the city, there was ready iceess 1o
ril facilities. Highway development and construc-
fion programs carricd out at all levels of Government
have encouraged consumers, factories, warchouses,
and retail stores to locate in the suburbs, placing the
railroads at a competitive disadvantage with the
much more flexible trucking industry, Bven when
suburban rail facilities are available, many businesses
(such as fuctories, warehouses, and shopping centers)
place greater importance on eusy highway aceess hy
employees and customers than on il access for
lreight service,

Urban railroad congestion is ancther legacy of
the 19th century, As cities expanded outwird and
highway traffic increased, conlticis between commu-
nity development objectives and il operations
incrensed, Concern for motorist and pedestrian
safety at some 80,000 wrban rail-highway grade
crossings, for example, requires the ratlroads 10
operate al substantiully reduced speeds in urban
areas, The railroad companies also must bear the
expense of maintaining the vast majority of these
grade crossings.

DEMAND FOR IMPROVED SERVICE

Another dimension of the changing freight
trunsportation market has been the increasingly
higher service standards for shipments of manufae-
tures. Since the railroad indusiry has not been able (o
provide the same fevel of service quality as ils
competitors, it has lost iraffic 10 other transportation
modes, Demands for higher quality service are
altributable to a number of factors, especially o more
alfluent populace, As purchasing power has im-
proved, more expensive products, requiring higher
quality freight service, hive become more impartant,
Some of the reasons for the trend to higher quality
freight service are the following,

o The increasing value per unit of weight or volume
of manufaciured goods decreases the relative impor-



tance of freight costs in total delivered product cost,
Thus, quality of service becomes a more significant
factor in the shipper's modal choice,

e The increasing value of manufactured goods
provides an incentive for speedier, more reliable
deliveries as o way of controlling logistical cosis, This
has been given an added boost in recent years by
soaring interest rates, which have increascd inventory
Carrying costs,

o More highly fubricated and expensive goods tend
to be fragile, perishable, or otherwise damage-prone
and, therefore, require more delicate handling.

® There is a growing sophisticalion on the part of
corporate managements in evaluating freight trans-
portation requirements. Not only do manufacturers
evaluate total Togistical costs, but they also try to
salialy custonwer requurements, Manufacturers in-
creasingly compete on the basis of service as well as
product price and quality.

CHANGES IN COMMODITY MIX

Changes in the markel have also affected the
railroads’ share of bulk transport, Rail's advantage in
hauling bulk commedities has been partially offset
by a lower-than-expecied growth rate in demand for
certain commodities, The outstanding example is
coal, rail's Jargest volume commodity, As shown in
figure 2-1, between 1929 and the early 1970%, conl
provided a decreasing portion ol US. energy
requirements, Although total energy consumrtion
rose during the last hall century, the overall rail
transportation market for coul has been virmuatly
stagnant in absolute terms, Relignce on coul is now
anticipated to increase substantially and should be
reflected in expanded requirements for rail transpor-
tation,

Rail freight transportation has also been allect-
ed by such developments as the substitution and the
reeyeling of matertals, Meavier materims, more likely
to be transported by rail, are being replaced by
lighter materials, For expmple, less steel is used in
automohiles, as more parts are made of plastic and
other lightweight materials. Material recycling is
increasing Tor environmental as well as economic
reasons, a8 raw materials become scarcer and more
expensive to process, The need lo transport raw
malerials is reduced, and serap material transporta-
tion, which tends 1o be intraregional, does not fully
compensate for the reduction, Scrap iron and steel,
aluminum, copper, paper, and rubber are examples
of materials that are being reeycled in increasing
amounts,

CHANGES IN TECHNOLOGY

In addition to demographic changes, develop-
ments in technology have affected the nature of the
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freight market. For example, technological improve-
menis in the efficieney of long-distance electricity
ransmission have resulted in an increase in mine-
mowh, power-generating  plants, When coal s
converted into electricity at the mine, the amount of
coal transported by rail declines, During the last 10
years, coal tonnage consumplion by mine-mouth
generating plants has more than tripled; in 1976, for
every 9 tons of transported coal, | ton was consumed
at the mine.

1LOSS OF PASSENGER MARKET

Since the mrn of the century, the indusiry has
evolved from providing general services for passen-
gers and freight to a predominamly freight service
mode, The invention of the iutomobile in the latter

art of the 19t century had ne immediate impaet,
because awtonobiles were very expensive and in
shart supply. With the development of mass produc-
tion techniques, however, automobile ownership
soared, and by 1929, automobiles accounted for 78
percent of intercity passenger-miles,

Competition in the public passenger transporta-
tion market intensified with the lormation of bus
companies, although not until the carly 1960's did
bus tniercity passenger-miles actually exceed those of
rail. 1n the last two decades, air transportation has
made the most substandial invouds into rail’s long-
distance passenger traffic. Since 1945, air passenger
iraffic has grown at an average rate of 12 percent per
year as a result of increased air speeds and reduced
air fares. By 1976, railronds retained only 0.7 percent
of the intercity passenger market. Figure 2-2 illus-
irates the declining railroad role in intercity passen-
ger transportation from 1929 to 1976, (An exception
to the historical trend oceurred during World War [1,
when rail's share of tolal passenger-miles climbed 10
31 percent as a result of speciitl wartime conditions.)

Loss of passenger traffic was detrimental o the
rail industry in a varicty of ways. From their
inception until the early 1920%, railrord companies
made substantial profits on passenger services, but as
passenger traffic declined, passenger services began
to lose money and overall profttability dropped. The
dramatic decrease in passenger travel following the
end of World War 11 caused cutbucks in passenger
services, resulting in lower utilization of the rail plant
and raising the proportion of (acility-related costs
that had 1o be recovered through freight operations,
Even with the reduced level ol passenger services,
however, substantial operating losses continued. The
industry was relieved of most of the finsncia] burden
of operating passenger services at o loss when the
National Railrond Passenger Corporation (Amirak)
assumed responsibility for the preponderance of
intercily rail passenger services on May 1, 1971,
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The displucement of rail passenger travel by
attomobile travel also indirectly facilittted the rise of
rail™s primary competitor—the trucking industry, The
fust-growing use of automobiles provided both the
impetus for highway-building programs and a broad-
er base against which the cost ol the programs could
be spread.

Associnted with the decline in rail passenger
traftic is the Joss in mail traffic and express taflic
since these were carried mostly on passenger trains,
As reeently us 1960, mail and express revenues
amounted (0 4.6 percent of Cluss [ railroad-operating
revenue. By 1975, however, mail and express traflic
had dropped to such & low level that they were no
longer listed separately in the Association of Ameri-
can Railroads (AAR) industry income statements,

INCREASING COMPETITION
FOR FREIGHT TRAFFIC

Over the last half centary, the raitrond industry
has been faced with increasing competition from
other modes—-the rise of the trucking industry, the
resurgence of inland water earriers, and the growth
ol oil pipelines. Figure 2-3 depicts the dramatic shift
in modal market shares of freight during the period
1929 to 1976. In 1929, ruilroads were the dominant
freight transportation mode by a wide margin and
climed a 72.9-percent freight market share, as
measured in ton-miles, The closest competitor was
Great Lakes shipping with 16 percent, By 1976, ril's
markel share was eut o less than one-half its former
size, while marker share for trucking grew sevenfold;
inland  waterway operations, eighifold; and ol
pipelines, fivefold. Only Great Lakes shipping
suffered a similar drop in market share, falling 1o
one-third its former level. In absolute terms, while
railrond ton-miles have less than doubled from 1929
to 1976, truck ton-miles have multiplied by a factor
of 26, and inland waterway ton-miles, by a factor of
28,

The rapid growth of trucking and inland
watepwity carriage hus been facilitaied by publie
construction and maintennnee of rights-of-way.
Publicly provided highways and inland waterways
resuire no direct eapital investment by truckers and
waler carriers, thus lowering the fixed expenses and
corporate investment base of these modes, Publiely
provided rights-ol-way have the additional sdvantag-
es of exemption from property texation. [n 1975, ad
valorem taxes on rights-of-way amounted to $167.4
million for Class 1 railrouds.

THE TRUCKING INDUSTRY

As shown in figure 24, tolal U, highway
mileage has steadily incrensed sinee 1904, and

surfaced highway mileage bas grown even [aster, A
mijor ignovation in highway design, the limiled
aceess highway, has led to important improvements
in the aperating etficiency of the trucking industry.
The Pepnsylvania Turnpike, the fiest limited access
highway thiat could be used by trucks, was opened in
1940, The Federal Government took steps as carly as
1944 toward construction of a national system of
limited access highways, and in 1956, funding was
authorized and construction began on 1he Nationa!
System of Interstate and Defense [lighways {the
intersinte highway system), the fargest public works
project in history, By mid-1977, 90.7 percent of the
planoed 42,500-mile interstate highway system was
opened to traffic (fig. 2-5). The Federal Highway
Administration (FHWA) estimates tha by 1990 the
total construction cost of the interstate system will
reach $104.3 billion in 1976 dallars,

Limited access highway improvements enable
higher truck speeds. Acearding 1o the FHWA, the
average truck speed increased from 43 wph in 1950
10 56.6 mph in 1973, thereby increasing the effective
daily operating range of trucks by a proportional
amount and boosting averill motor carrier operaling
efficiency. Since [973, average truck speed has
?cc_reuscd slightly, in response to the 55-mpl speed
imit.

The highway system was designed and con-
structed more recently than the rail network and
serves present day markets more direedy. Further-
more, highway vehicles cun operate over higher
gradients than rail vehicles, Consequently, circuity of
the rail network is 18 percent greater than the
highway network.f1]

Through o combination of license fees, excise
taxes, and fuel taxes, the irucking industry contri-
butes to building and maintnining the highways, But,
it is highly debatable whether long-distance, multi-
ple-axle heavy vehicles (those trucks most comperi-
tive with rail service) pay their fajr share towirds
1014l highwaty construction and maintenance expen-
ses. This is diseussed in more detail in chapter 5,

From the time trucks were infrodoced in
significant numbers, in the carly 1900%, continuing
technological improvements greatly inereased the
trucking industry’s ability to compete with the
railroads. Trucks have become larger, more powertul,
faster, and more reliable, In addition, a wide range of
sizes and speeiulized truck designs were developed to
fit the varying requirements of shippers, Sucl rapid
innovation is fostered by the large number of
competing truck and teailer manuficturers. As truck
innovations are introduced, they are rapidly assimi-
lated into (he nationwide truck fleer because the
average life of a truck is only 5 years, due to the high
rate of utilization,

The rapid growth of the irucking industry is also
encouraged by the [ollowing fuctors,
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¢ Relaxation of Size and Weight Restrictions, The
trucking industry can take advantage of improve-
ments in equipment and highways. The industry has
worked hard for State laws allowing operation of
twin trailers and triples, In Janunry 1975, Congress
passed legislalion permitting higher axle and gross
weight limits on the interstate system. The legislation
allowed Statces lo raise the gross vehicle weight limit
on interstate highways from 73,280 to 80,000 pounds.
By August 1977, 40 States had cnacted laws raising
weight limits up to, or near, the Federal maximum
limit, Size and weight limits may be waived by
special permit, and some States have been criticized
because they ere too liberal in granting these.

# Enforcement, Not all truckers adhere to truck size,
weight, and speed limits. An FHWA Truck Weight
Study in 1972, covering all 50 States, determined that
20 percent of tractor-semi-trailers were overloaded,
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and 29 percent of five-axle, tractor-semi-trailers
(those most directly rail competitive) were overload-
ed. Despite the recent imposition of a_nationwide 55-
mph speed limil, o recent survey (1977) of tractor-
trailer drivers on the interstate highway system
revealed that over hall the drivers interviewed
averaged 60 mph or more, and 7 percent szid they
averaged aver 70 mph.
& Nonunion Labor, 1t is estimated that only 25 to 30
Eercenl of rail competitive, intercity truckdsivers
elong 1o n union. By contrast, the railroad industry
is almost completely unionized. Nonunion labor
Eenerally is pnid less and receives fewer fringe
enefits,
® Owner-Operator Trucking, Due to economic
incentives, some owner-operatars log more than
200,000 miles per year, The high produetivity of these
individuals results in relatively low costs, which, in
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turn, often results in lower charges, Beeause of the
competitiveness of this business, owner-operators
frequenttly underprice their services, Consequently,
owner turaaver is high, despite the potential profit
available to an entrepreneur.

o Private Trucking. As the size of 2 corporation
increases and full-service truck leasing expands,
many corporations find cost and service advantages
in private trucking,

& Skilled Management, Large portions of the truck-
ing industry have developed excellent managerinl
skills. In this highly competitive environment, truck-
ing companies are compelled cither to manage
effectively or to go bunkrupt, Management combines
detailed and accurate profitability analyses of traffic
with selling and operating taclics, so that profit
decistons can be made quickly and efTectively at the
terminal fevel,

INLAND WATERWAY CARRIERS

Inland waterway carriers, uslike truckers, do
not pay any user charges lor operating on the inland
witlerwitys. In the 95th Congress, both the House and
the Senate have passed bills that, if enacted, would
impose at least some level ol user charges, The total
US. inland woterway system consists ol approxi-
mately 25,000 miles of navigable channels, canals,
reservoirs, and lakes. Virwalty all the natura)
watercourses muking up the inland waterway system
have needed jmprovements in the form of widening,
deepening, minimizing bends, and/Zor construction of
locks and dams epersted and maintained by the LS,
Army Corps of Engineers. From 1791 through fiscal
1975, the Federal Government has spent $14.7 hillien
(not including waterway land grants) on the con-
struction, improvement, and operation of domestic
witerways, The greater share of these expenditures,
£10.7 billion, has been made since World War 11.2)
The Federal Government has helped the inland
waterway carriers by expanding the size of the inland
waterway system, by permitting year-round opera-
tion on mare river segments, by eliminating bottle-
necks, and by allowing larger basge tows and g
equipment to be used, thereby improving operating
effictency.

Towboats have converted to diesel from steam

ower, thus increasing efficiency. Average towhoat
horsepower on the Mississippi and Gulf intracoastal
waterways has grown by approximately 50 percent
since 1967, As a result of improvements to the inland
waterways  plus  lechnological  improvements  in
equipment (such as the Kort nozzle), a typical tow
today carries 300 pereent more carge than the typical
tow of 20 years ago, with u 40- (o 60-percent smaller
crew, Over the fast 40 years, the productivily of a
tow, measured in ton-miles per day, has increased
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from 150,000 to 3 million ton-miles, The net result is
a fortyfold inerease in produetivity per employee.

PIPELINES

Pipelines are also a source of increased modal
competition, but their effect on railroads has been
confined  primarily (o crude oil and petroleum
producis. By 1938, railroads handled only 2.2 percent
of total crude petroleum tonnage carried in domestic
transportation, while pipelines handled 71 percent.
The use of pipelines for transporting refined petrole-
um products is a more recent occurrence, Fipelines
carried  only 64 percent of refined  perroleum
products tonnage in 1938, but, by 1974, this ligure
had inereased 10335 percent.

The single most important factor lavoring the
use of pipelines over rail is lower unit costs for high-
volume applications, Unit costs are Jower for the
following reasons,

o lipelines are idenlly suited 1o unidirectional
movement of commadities. Pipelines only move the
commodity, while railrosds must move equipment as
well. Onge the commodity is unloaded, the rail
cquipmen? usually has to be returned empty, impos-
ing & heavy economie penalty,

& Pipeline technology readily lends iiself to automa-
tion, In 1976, pipelines accounted for two-thirds as
nrany ton-miles as rail, with one-thirtieth the number
of employees. Total pipeline employment in 1976
wits aly 17,600,

e Once a pipeline is constructed, costs are Targely
fixed, since annual interest and deprecintion expen-
ses account for o significant proportion of toial
expenses. Pipeline costs are, therefare, highly resis-
tant to infation, making pipelines an attrctive long-
term investment even though they may not be
ceonomical in the short term,

In recent yeurs, the development of slurry
pipelines has posed a new competitive threat for the
ratfroad industry, Using o fluid-conveying medium
to move solid material, slurry pipelines  preatly
wipand the range of commodities open 1o pipcline
carriage, In the rnsl, slurry pipelines have been
proposed or buill o wansport coal, iron ore,
limestone, phosphate, and other hulk commodities,
The railroad industry is chielly concerned about
slurry pipelines that could divert coal traffic, Thus
far, two coal slurry pipelines have been built in the
United States, The first line, built in 1957 by the
Cansolidated Conl Co., went from Cadiz, Ohio, o a
point on Lake Erie. The pipeline, 108 miles long,
with & capacity of 125 mullion tens per year, was



LT P i RS T A o A T P P e .

- i e e

deactivated in 1963 due to the introduction of unit
coal trains and sharply reduced rail rates. The other
slurry pipeline, the Black Mesa Line (opened in
1970), s 273 miles long und currently transports
approximately 5 million tons per year, or less than |
percent of 1otal domestic coal production, At least
five new conl slurry pipelines, which could transport
more than 75 mi?linn tons of ¢oal per year, are
eurrently proposed,

The future for slurry pipelines is uncertain,
Railroads have blocked construction by refusing 1o
allow pipelines o cross rail rights-of-way, Slurry
pipeline builders are attempling to obtain the right of
eminent domain, and several States have already
granted eminent domain for slurry pipelines. The
95th Congress, however, voled down legislation to
allow eminent domain on & national level. Another
concern hat may limit the use of slurry pipelines is
water availability, Today, every ton of coal trans.
ported in a slurry pipeline requires whout 1 tan of
wialer,

GOVERNMENT REGULATION
OF THE RAILROADS

Although Government regulation has benefited
the industry in certain respecls, the adverse effects of
economic regulation have contributed to the decline
of the railroad industry, As common  carriers,
ratlronds are required 1o provide transportation
service upon demand Lo the general public and are
subject to very brond Federal and State regulation.
The present regulatory environment has evolved over
many decndes and is extraordinarily complex, but, in
general, railroads sre subject to the following basic
types of regulation,

& Rate Repulation. Railroads are not allowed to set
rates unilaterally, Rate increases or decreases are
subject to review und possible suspension by the
Interstate Commerce Commission ([CC) und State
regulatory ngencies,

¢ Enury and Exit Regulation. The overall contrac.
tion of the industry hus made entry regulution largel
meaningless while increasing the importance of exn
regulation, Fhe latter covers railroad line abandon-
ments, service discontinuances, wergers, and bank-
ruptcies.

® Car Service Regulation, Certain operating practic-
es of the railroads can be directed by regulatory
agencies to insure that the common carrier obligation
is satisfied. This affects freight car availability and
return of empty cars,

# Labor Regulation, Labor regulition covers negoti-
ations, strikes, retirement, and unemployment,

# Safety Regulation, The Federal Railroad Adminis-
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ration (FRA) and the Occupational Safety and
Health Administration preseribe various safety regu-
lations to which railroads must comply. The FRA
sets rack and car standards and locomotive and car
inspection requirements.

e Environmental Regulation. The Environmental
Protection Agency (EPA) regulaies milroads with
rcsgecl 10 water, atr, and noise pollution,

® Oher Regulution. When involved in federally
assisted  projects, railroads are subject to laws
pertzining 1o equal opportunity and aflirmative
action in employmeny, inclnding contracting with
minority businesses.

The railroad industry has long been fully
regulnted, while competitors are either partially or
largely unregulated. When the railroad industry was
first regulated in 1887, it had a virtual monopoly on
intercity freight and passenger transportntion, This
monapoly disintegrated  as  other  transportation
maodes evolved and pressure to regulae the other
modes developed. This 1ook years to accomplish,
however, and resulted in only partial regulation.
Federal regulation of irucking did not occur until
1935, and inland water carrier regulition did not
occur until 1940, When regulation has been applied
to other modes, it generally has been less comprehen-
sive. The Transporiation Association of Americu's
estimate of Federal regulation of intercity freight in
1975 (based on a1 percent of total ton-miles per mode)
is shown in 1able 2-1.

The recent trend is towards lessening those
regulutory restrictions that apply to compeling
modes. In 1973, the Barge-Mixing Rule was eliminat-
ed, thereby making all bulk inland waterway carriers
exempt fom regulation, Previously, tows mixing
more than three bulk commadities were regulated,

Generally, econonic regulation is believed to
have affected the rail industry sdversely in that it
has: inhibited the industey's ability o adjust rapidly
1o changes in market forees; downgraded managerial

TABLE 2-1. FEDERAL REGULATION
BY MOQE, 1975

Federal
Mo regutation®
%]
Rail 100.0
0il pipeling ad4.4
Trutk 44.0
Inlarl watnrways 16,56
Griat Lakes shipping 0.3

“#Tha hewis ol Fedarni regulation s total tan-milus par mode,
SDURCE: Tiunmortation Ascclstian of Amufica,
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effectiveness by insulating the assets and operations
of railroads from market lorees; required large
expenditures for clerical and legal stafly and served
1o inhibit innavation, Munagement has had to devote
an inordinkte amount of time and resources to
coping with the numerous regulatory requirements,
In the long run, regulation favors legal skills over
marketing und entrepreneurial skills,

RATE REGULATION

Probably the most signilicant restriction on
railroads is rate regulation, The 1CC rarely sets rates,
bul it rules on the lawlulness of rate changes
proposed by railroads and establishes minimum and
maximum rate levels, The number of proposed rate
changes rejected is very siall, usually abows §to 2
pereent of initinl applications.[3] Few applications
are rejected, however, because a railroad will not
prapose o rate unless there is a reasonable clance of
gaining ICC approval. Rate regulation is treated
extensively in chapter 6, but the major e¢ffects of rate
regulation on the railroads are summarized helow.

Cost of Timetup

The regulatory process moves very slowly, and
delays in implementing general rate increases mean
lost revenues, The AAR estimates that hetween 1967
and 1973 regulatory timelag cosl the indusiry $2,2
billion in lost revenues, an amount equal to nearly 25
percent of the actual increases granted during this
period, [4]

Cross-Subiidization o
Achicve Public Goals

In approving rates, the ICC, under sections 2, 3,
and 4 of the Interstate Commerce Act and the Hoch-
Smith Resolution of 1925, must take into consiler-
ation various public gouls such as port equalization,
assistance o agriculture, and aid 10 depressed
industries. Freight rates are cither held down or
reduced 1o achieve these purposes, with rate increas-
¢s on other commodities supposedly making up the
loss, Unregulates and private carriers do not have to
absorb the cost of realizing these goals; thus, to the
extent that cross-subsidy does exist, privive carriers
are more cost competitive than regutated carviers.

The subsidization of depressed industries poses
a particular problem for railroads during recessions,
when traffic levels are Tow, The following examples
ol ICC-imposed rate holddowns (Ex Parte No, 310
General Rate Inerease) during the 1975 recession
illustrate the problem.

® Asphale building and roofing materials, Fiherglas
insulating materials, plastic and asbestos, and cement

0

ipe—"In view of the depressed conditions of the
housing incustry .. "
e Lumber and other forest products—Industries .. .
have been seriously hurt ns a result of the depressed
housing market,"
¢ Recyclables—>Prices  (or  wastepaper  have
dropped as much as B0 to 90 percent in the last few
months .., noincrease is warranted.”

Umbrella Ratemaking

For decades, the 1CC rendered rail rate deci-
sions that protected the trucking and water currier
industries, This originated from two key phrases in
the Decliration of National Transportation Policy
included in the Transportation Act of 1940, o the
effect that the Act should be administered (o:
“preserve the inherent advanages of each™ maode,
and that “destructive competitive practices™ were 10
be prevented, In enforcing these provisions, the [CC
deemed many railroad rate proposils too low since
traffic would be drawn away from waler or motor
cirriers. Thus, when other modes made competitive
inroads into high-value rail traffic, rilroads were not
allowed to adjust their rates helow Tully distributed
costs. The Transportation Act of 1958 atiempted (o
correct the inequity by specifying: “*Rates of a carrier
shall not be held wvp to a particular jevel to proteet
the traffic of any ather mode of transportation.”™

The mandate 10 eliminate wmbrella ratemaking
was not really enjoined, however, until the 1963
Supreme Court decision, JCC v, New York, New
Haven and Hartford Ruflroad Co. This case ruled
that “something more than even hard competition
must be shown before & particular rate can be
deemed unfair or destructive,” In {965, however, the
ICC, in the Ingot Molds case, restrictively inlerpres
ted the 1963 Supreme Court decision, The Railroad
Revitalization and Regulatory Reform (4R) Act,
witlh its emphasis on "going concern value,” however,
has added a new dimension 1o costing for railroad
ratemaking purposes. The effect of this provision in
intermodal rate level disputes is still unclear.

Siifling of Innovation

The foremost example of the adverse effects of
rule regulation on innovation in rail transport is the
"Big John™ grain mte case of the Southern Rail-
way.[5] From 1962 to [965, the ICC impeded the
installation of 100-ton geain hopper cars that (he
Southern intended to use for hauling grain at
substantially lower rates. A Supreme Court order was
required hefore the Somhern could introduce full use
of the Big Tohn hopper car.

Another example of rate regulation impeding
innovation is the delayed introduction of the wunit
rain, The cconomie benefits of unit trains were
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acknowledged in the industry in the 1920%, hut not
undil the 1960's were unil (rains put into service,[6]
The railronds feared that if trainload rates were
offered in one aren to meet competition, the |CC
would require them to make similar rate reductions
in other areas, Conceivably, the result would have
been u nel revenue loss, Therefore, railrond compa-
nies had no incentive to introduce unit trains, Only
in the ewly 1960's, when demand appeared to
change, did (he railroads find that they could
increase their profits by adopting unit train opera-
tions, regardless of restrictive regulations,

Rate regulation is only one factor stifling
innovation, Although railroads may own other
transportation modes, they are restricted in this
ownership, while water carriers, pipelines, and motor
carriers are pot {except that none may acquire
airlines). Approval by the 1CC of truckline owner-
ship by railroads is necessary, Many observers
believe this policy stowed the development of
piggyback service in the United States as compared
to the earlier large-seale introduction of piggyback
service in Canada, where no such restrictions existed.,

Complexity of Rall Tariffs

As a result of rate regulation, the determination
of the rail rate of uny given commodily moving
hetween any two specified points is very complex.
Rates are not maintained on a carrent basis; instend,
old rates must be adjusted in accordance with
various regulatory rate rulings that have occurred
since the earlier rates were established, The caleula-
tion of freight rates is costly, not only in terms of
clerical time but also in terms of clerical mistukes
that can and do oceur, Complex rail tariffs also deter
shippers who would iike a rate quotation an short
notice. In contrast to railroads, truckers and inland
wu:cr\vay operators can quote rates almost immedi-
ale )’.

ENTRY AND EXIT REGULATION

Since the Transportation Act of 1920, railroads
have been rcquirc(r to petition the JICC before
constructing or abandoning a section of line, The Act
was passed only 4 years after railroad line mileage
peaked, and mileage has since steadily declined,

Abandonment

Railroad line and facility abandonment is one of
the industry's most common methads of adjusting its
plant o, its changing transportation role, but ICC
actions have stowed abandonments and, in some
instances, prevented them. As with rate regulation,

51

regulatory timelag for line abandonments is costly,
since the railrend must continue to provide service at
1 Joss until abandonment approvai is granted hy the
iCC. Prior to passage of the 4R Act, il was not
enusual for abandonment proceedings to last 2 or 3
years, with a few lingering 4 years or longer. Taday,
under the expedited provisions of the 4R Act, the
ICC will issue it decision on most cises within 15
months, and all uncontested abandonment applica-
tions are granted within 2 months, Chapler 6
comntains a detailed discussion of the provisions of the
4R Act dealing with abandonments,

Another factor inhibiting railroads from fing
abanclonment applications, even if approval is likely,
is the substantial legal and administrative cost
involved, which can exceed $50,000 per application,
An analysis of all line abandonment applications
filed between 1960 and 1969 revealed thal only 2.2
percent were actually denied.[7] Nonetheless, there is
evidence that some railroads choose lo continue
operating smudl branchlines at a Joss, rather than
pursue the costly andd time-consuming abandonment
process,

Deluy In Merger Approvat

The merger of the Chicago, Rock Island and
Pacific with the Union Pacific was pending before
the ICC from 1964 umtil final approval in 1974,
During this time, the condition of the Rock Island
deteriorated, and the Unien Pacific lost interest in
consummating the merger, Less than 6 months after
ICC merger approval, the Rock [slind filed for
bankrupicy. In 14 cases involving a merger, ncquisi-
tion, or cantrol of two or more Class | railroads

between 1935 and 1970, the ICC ook an average of

2-1/2 years from the dafe of application to Tinal
approval,

In peneral, the larger the combined size of the
merging properties, the longer the time period
required to gain ICC approval. For example, the
comparatively small merger of the Minneapolis and
St Louis info the Chicago and North Western was
approved by the ICC after only 5 months. By
contrast, the merger creating the Burlington North-
ern required 6 years 9 months to gain [CC approv-
al[2] lmportant mergers often are held up in
litigation for | year or more after [CC approval.[7]
Amendments enacted in title TV of the 4R Act—and
described in chapter 6—have established a require-
ment that the [CC must decide merper cases within
31 months of the filing dnte of the applicntion.

Bankruptey Statutes

Section 77 of the Bankruptcy Act has the effect
of preserving inefficient railroads rather than allow-
ing the rationulization of the milread industry
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through liquidation of the assets of failed compuanies
and permitting 1he viable parts of their systems o he
acquired and operated by profitable companies. Such
a prospeet wats generally viewed by both Federal and
State Governnients as potentially too catastroplhic to
the economy to he allowed when the Act wits passed
during the Great Depression, althoughvin a few cases,
liquidation hus occurred, The use of section 77
reorganizations o prolong the life of an individual
raifroad on the justification of helping the economy
in the regions served, nevertheless, has hunt the
railrond industry's efforts Lo improve profitability.

CAR SERYICE REGULATION

Car service regulations by the ICC facus an the
adequaey of car supply and car distribution during
times of shortage, As common carriers, the railroads
are called upan to meet various levels of demand for
transportation, almost as if an unlimited reserve car
apacity existed, Historically, the highly seasonal
movements of grain and grain products create the
worst problems of car supply. While the 1CC expects
railroads 1o have an adequate reserve to meet peak
harvest flows, their competitors—trucks and barg-
es—are not unader this requirement and can lower
rates during the off-peak to maximize equipment
utilization while charging what the market will bear
at harvest,

SAFETY REGULATION

Significant disngrecment exists as to whether, on
the whaole, static railroad safety laws and regulations
ave hindered improvements in efliciency and the
introduction of new technology, Among the more
burdensome requitements fmposed on the industr
by lnws pussed as safety mensures were the “full
crew” jaws enacted by miny States, which decreased
labor productivity while producing lew direct safety
benefits.

In general, Federal safety lnws and regulitions
merely require minimum maintenance and inspec-
tion practices that are essential (o assure adequate
levels of service and safety. Many of the individual
requirements were derived from recommended in-
dustry maintenance standards, which may or may
not have applicability as safety standards. Federal
regulations are highly detailed, however, addressing
such issues as component dimensions and frequency
of tests and inspections. The FRA is currently
enpaged in an effort to review and modernize ils
regulations, Where feasible from the point of view of
enforcing safety compliance, the substitution of
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perforniance standards for maintenance and inspec-
ion requirements may relieve the industry of
strictures that have the effeet of raising operating
costs or impeding innovation.

ENVIRONMENTAL REGULATION

Federal, State, and loet] agencies regulate a
variety of environmental problems, dneluding noise,
air, and water paltution. Environmental regulanion
controls the following aspects of railroad operations:
permissible diesel smoke; noise from locomotives
and rolling stock; disposal of TmidT TV IEF W

—fsactr 35 ons); Teatment of wastewater; eleanup of

spills: methods of disposal of crose ties; and selection
of herbivides for maintenance of rights-of-way, The
Federal agencies involved in air, water, noise,
pesticide, and waste treaiment include the EPA, the
FRA, the Food and Drog Administration, and the
Department of Agriculture, e
In general, the railrond industry prefers Federal
environmental laws, which preempt State and local
stitutes and regulations, to the difficulties of comply-
ing with 2 wvariety of State and loen) laws. A
preliminary estimate by the AAR indicates that the
annual costs to railroads of environmental controls

May now be in the ringe of $100 nillion,

OTHER REGULATION

Railroads, when acting as contractors of the
Federsl Government or when involved in a federally
assisted construction contract, are subject to Execu-
tive Order 11246, udministered by the Department of
Lubar, which requires equal opportunity and affirm-
ative action in employment. Railroads that receive
Federal financial assistance are also subject to: the
FRA's regulations regarding equal apportunily and
affirmative action with respect to employment and 1o

articipation of minority businesses when assistance
1s provided under the 4R Act; and, exeept in the case
of lonn guarantees, title VI of the Civil Rights Act of
1964, Department of Justice regubsions, and imple-
menting regulations of the various Federn! agencies
that prohibit diserimination on the basis of race,
color, or national erigin with respect to any program
or activity receiving such Federal assistance.

TAX POLICY

The ICC's method of caleulating the deprecia-
tion of rail equipment to determine rate bases is used




by the Internal Revenue Service (IRS} in establishing
taxing policies for rail companies, Histerically, this
has mwennt & low annwgl depreciation  allowance,
discournging railroads from making longer term
investments,

Untit 1962, the IRS determined the deprecinble
life of rail equipment by caleulating the average life
of freight cars retired during the taxable year and the
preceding 2 to 4 yeurs, This led lo an extremely long
depreciation life of 25 1o 50 years and a very low
annual depreciation allowance, particularly since the
scrap vilue of the cor had to be subtracted from the
purchase price in determining the depreciable
amount, As a result, railronds found it preferable to
completely rehabilitale a freight car in eycles of 1210
15 years rather than scrapping the freight car after it
had worn oot and replacing it with o new one,
Rehabilitution could be treated as an expense item in
the year it aceurred, whereas the investment in a1 new
car had to be depreciated over many years.

In 1962, the IRS adapled gnideline class lives for
depreciable assets that reduced the depreciable life of
a freight car to [4 years, This was further reduced to
It years by the Revenue Act of 1971, These
recluctions as well as the investment tax credit have
helped 10 encournge mew equipment investment.
Marginally profitable or unprofitable  railroids,
however, are unable to take advantage of the
investment 1ax credit or acceleraled depreciation
other than indirectly through teasing. The overall
inadequacy of depreciation allowunces un milroad
property in general, resulting from depreciation lives
of 30 years or more, remains an issug, since even the
Il-year nccelerated depreciation of equipment has
heen crilicized as inadequate, This prohlem is
exacerbated by the high rate of inflation in recent
years, which makes it increasingly difficull to renew
rail assels,

INDUSTRY STRUCTURE

Railreads have not been able to adapt their
physieai facilities swiftly 1o changes in the demand
for transporlation. This problem stems from the
nature of railroad technology, regulatory constriints,

alitical opposition, lubor protection requirements,
inadequate cost information for managers, and
raffic (er profit) forecasting errors by railroad
management. The subject of rail restructuring is
treated at length in chapter 4, but several factars are
significant to consideration of industry problem,

EXCESS PLANT AND
CIRCUITOUS RGUTING

The problem af excess capacity affects both rail
lines and rail yard and terminal fueilities. Multiple

rail routes serving the same markets decrease traffie
line density und increase operating expenses, Al-
though the number of parallel rail routes has
decreased Dhecause of mergers, acquisitions, line
abandonments, and joint trackage agreements, many
parallel mainlines sill exist, For example, there
presently are five mainline routes between Chicigo
and Minneapolis, eight hetween Chicago and Kansas
City, and five between Dallas-Ft. Worth and Hous-
ton. Multiple rail terminal facilities in major cities
lend 1o inefTicient terminal operations. Chicagoe, the
most extreme case, is served by 22 railroads and 105
rail yards,

Circuitous routing of rail traffic over routes that
are much lenger thun the principal direct routes
hetween the origin and destination of shipmenis
serves 1o increase expenses and decrease profitidli-
ty, The shipper has the right to specify the particular
route for u shipment, even though the route may be
extremely circuitous, Originating railroads also en-
courage circuilous routings to increase their rate
divisions, 1o the detriment of other railroads. Since
the freight rate is based on the shortest distance rail
route, no additional compensation is received by the
railroad industry even though the expense may be
greater. The average circuity of traffic routings over
shortest  distance routings for all rail aflic is
estimated 1o be 9.3 percent,[8] exclusive of the 18-
percent circuity factor of the rail network as
L'onlklpﬂrcd with the highway network, mentioned
earlier,

FOCUS ON INTRA-INDUSTRY
COMPETITION

Both the regulttory environment and the strue-
twre of the idusiry tend o promote competition
among railroad companies, rather than intermaodal
compelition. Collective ratemaking practices are
heavily influenced by the desire of railread compa-
nies to preserve their existing market share, This
means that the railroad compinies tend 1o focus their
efforts en pricing 1o protect whal they kave, and their
sales efforts are directed accordingly. The recent
general rate increases do not represent any change in
this artitude,

MULTIPLE CARRIER SHIPMENTS

Aside [from its effects on competition, the
fractured structure of the railroad industry presents
other prohlems. Each railrond serves @ restricted
geagraphical area, but since railronds are inlercon-
necied 10 provide service throughout the cantinental
United States, more than 30 percent of rail cerloads,
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involving an estimated 60 to 70 percent of total
freight revenues, are handied by two or more rajlrond
companies.[9) The breakdown for 1976 is shown in
table -2, .

Use of multiple railroad handlings for a signifi-
cant portion of rajl traflic (an 1 revenue basis) has a
number of negative effects, Since no single company
can control o shipment from beginning to end,
service relinhility is unsatisfactory, Time delays result
from poorly coordinated operations in handling
interchunge traffic, especially when three or more
railroad companies are involved,

The revenue received for a shipment is divided
ameng the various railrond companies in accordance
with previously negotinted agreements.  Disputes
about the fairness of previous agreements ean arise,
however, and resolution of these disputes through the
regulptory precess can take years, The outcome of
such dispules, although not affecting total indusiry
revenues, can seriously hurt individual companies,

Prablenis of financially weak railroads aflect the
stronger companies, The Penn Central erisis and the
more recent operating problems of the Consolidated
Rail Corporation (Conrail) have demonstrated ihat
difficutties on one railroad have an effect thronghout
the entire indvstry.

CORPORATE FINANCIAL MANAGEMENT

Poor financial condition in the railroad industry
is characterized by low refurn on investment, an
income that is inadequate to Anance replacement off
warnout equipment and facilities, deferral of mainte-
nance, and delay of capill improvements, These
conditions clearly affect railroads that earn approxi-
mately 40 percent of the industry's revenues. A
contributing fuctor to this problem has been corpo-
rate financial management practices in the rail
industry, including investment analysis and costing
methods.

TABLE 2-2, CARLOAD ALLOCATION
AMONG SINGLE AND MULTIPLE
CARRIERS

N, of Caorloads
ratilroad companios 136}
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SOUHGE: Auaclation of Ametfcan Rallroads,

INVESTMENT ANALYSIS

Only within the last 10 years have the railroad
companies begun to identify and evaluate their
investment needs with finangitl plans that took 3, 10,
or more years into the future, Not until the 1960 did
many rmlroads begin to establish annual investment
budgets, evaluating each investment option in terms
ol the rale of return on investment,

Determination of the rate of return necessitales
predieting conditions far inte the futyre 1o determine
the value of a potential capital investment, & lask
made more difficalt because of the long average assel
life in the railroad industry. Management's ability to
adopt equipment inpovations rapidly has been
affected by the high cost and the long sverage life of
equipment (15 to 30 years), It took more than 20
years for the diesel electric locomotive, one of the
most outstanding railroad technolagical innovations,
to campletely replace the steam locometive,

COSTING ANALYSIS

Railroad companies are alse handicapped by an
inadequate understanding of railroud costs and,
consequently, the sources of their profit or loss, The
computer has facilitvted costing, but ruilroad costing
and profitability analysis systems are only beginning
o he refined 1o the point of providing useful
information. Relinhle costing is inhibited by
number of factars, including the following,

o The complexity af freight transportation services
covering a wide variety of commaodities transported
among many different combinations of origins and
destinations in many different types of equipment

e The high prurortion of common expenses that
must be nllocated in some fashion ta the traffic

e Inadequate cxpense accounting that fails to
capture expenses precisely enough to support de-
tatled costing

& Luck of knowledge of causal relationships between
variots railroad services and various railroad expen-
ses

# Lack ol information on movenents of emply curs
{The expense of moving empty cars can be consider-
able apd must be taken Inte account in costing
sarload movements.)

Typically, and consistent with regulaiory prac-
lices, railroad companies have tiken a simplified
approach 1o costing and profitability analysis by
using systemside sverages, o technigue that produc-
es very unreliable results, To the extent tha
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inadequate costing techniques are used, they hamper
cost control and the rmpur pricing of mil services,
ancl, thus, hurt profitability.

EFFICIENT USE OF ASSETS

The proper understanding, control, and utiliza-
lion of assels are essential to profitability. Railroads
have made litile progress In assel management
relative to other industries. The totally regulated
nature of the railroad indusiry contributes to this
problem by establishing & cumbersome system of
accounts that is nol functionally organized, making
necurtte and detailed analysis of costs difficult and
expensive. The internally hierarchical structure of the
radraids does not permit the most effective assign-
ment of responsibility for the productivity of assets,

An excellent example of this problem can be
found in the trends in ulilization rates of freight cars,
In 1976, for every 100 miles of loaded freight cur
movement, freight cars ran 80 miles empty. In
comparison, all trucks on the inferstate highway
systern during 1976 are estimated to have run empty
anly 26 miles for every 100 miles of loaded
movement.[ 0]

The high level of empty railcar mileage is
cansed, in part, by the specialized transportation
market that rail serves, but poor asset management is
also a factor. An example of poor freight car
utilization is the fact that the standard serviceable
freight car (not in ear repair shops) averaged only
56.6 miles per Jay in 1976,

Table 2-3 presents cur utilization by car type
during 1976, corroboraling the poor utilization
illustrated by the daily mileage statistic. The avernge
number of trips per year for all car types was 16.9,
but the figure by car type ranged from a low of 3.2
for livestock cars to a high of 47.3 for trailers on
Natears {TQFC).

Two primary factors account for the lengthy
average time period between lowds, No matter how
eflicicruly cars are handled, during montits of Jow
demand, cars will sit empty for longer periods,
Balencing car supply with demand is complicated by
competitive and operational factors,

The alher factor is the stow, inefficient manner
in which cars are handled from shipper to receiver,
Figure 2-6 shows the various contponents of the car
movement cycle based on a broad sampte of car
mevements it 1971 for all car types and commocli-
ties. During the wotal car eycle, 38 percent of the time
is spent loaded and 42 percent, emply.

Crr utilization is a concern becaunse rtilroad curs
represent & substantial and growing portion of rail
investment, In 1975, outstanding equipment obliga-
tions were $5.2 hillion, equal to 57 percent of total
funded debt, Capitalization ol outstanding equip-
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TABLE 2-3. RAILCAR UTILIZATION BY
CAR TYPE, 1976

Avorage No, Average days,

Car typo

of trips car eycle®

Boxcars:

Unequipped 11.9 30.9

Equippad 14.5 25.2

Ratrigorotor 0.3 385
Tanks 8.5 43.1
Gandeslas:

WUnequipped 16.5 22,2

Equipped 18.7 19.6
Covered happers 15.7 233
Hoppers:

General service 233 15.7

Spacint servica 12,2 3.6
Flatcars:

Ganarat servico 9.3 a4

Multilovel 18.8 18.5

TOFC 47.3 1.7

Qthar 4.7 7.7

Stack 3.2 114.4

All athors 23.4 15.6

Averaga af o] car

types 16,9 21,7

Bootorminad hy dividing J66 days by the ovordpe number af

tripsduring 1076,
SOURCE: Astocislion ol Ammrican Rallroads, Car Service

Dlvislan,

ment leases including equipment of car companies
owned by milroads would add at feast another 31
billion.

Railroads have sought to improve productivity
and semain competitive by purchasing larger capact-
ty freight cars, many with capacities of 100 tons or
over, From 1955 to 1976, average freight car capacity
increased from 53.7 tans to 73,5 tons. The larger car
sizes result in heavier axle loadings, causing & more
rapid deterioration of track, In some instances, (rack
life expectancy bas been cut to less than half. This
increases (rack maintenunce expenses and offsets, ©
an undetermined extent, the productivity improve-
ments desired rom the increased car eapacity.

EFFECTS OF THE NATIONAL ECONOMY

Although all businesses are subject to the
eyclical nature of the economy, the railroads are
especially susceptible to econemic downturns he-
cause of their capital intensiveness, Rail assets per
employee in 1976 were 356,950, making railroads as
capital intensive as the steel and chemical indusiries,
While workers may be laid offi the physical plant
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remains and must be cared lor (although at o lower
standard than in healthy cconomic times) even
though the result is increised expenses per unit of
autput. Sinee it is difticult w raise prices during
recession, the ostcome is o lower profit margin, A
heulthy industry previowsly carning o satistactory
rite of return eant easily weither a recession, bul an
industey earning an inacdegoate rate of return for
many years i serionsly hort by o recession,

OPERATION SEGMENTS OF A TYPICAL CARLOAD CYCLE,

INFLATION

The pheromenon of persistent inflation poses a
serious problem for the railroads, as indeed it does
for the econamy as a whole, Figure 2-7 shows index
values for the primary components ol operating
expenses, namely, wige rites (incleding supple-
ments), (iel, and other material and supphies, From
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1967 1o 1976, the cost or material ang supplies
doubied, wage raley inchling Supplemenis “mppg
than doubied”;nq fuel prices more than iripled,

Crsistent inflarion drives up noy anly the price
of raiirond capital poads, by afsq the " industry's
interest cliarges on tha amaunt finaneed, The intercsy
e on ewly issueg Squipment deby hos climbed,
and the effper {shown in fig. 2-8) hag been 1o rajse the
averige inferess e on oulstanding equipment
abligations to 765 Percent in 1976 from 4.87 Pereent
in 1967,

Interese payments also inerogge when it becomes
Necessary 1o refinance funded debt ps jy matures,
particularly morigage bonds, (g funded dahy
usuatly hag extremely lang maturity neriods (|00
years is not uncommony gnq low-interest rajes or
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21721005 pereent, Reﬁnuncing ald dety gy high-
interest rates of § Pereent ar more by daubled or
Iripled annyy; interest Payments, Dy relinancing
higheinterpy rates will continge g dversely nffoes
failrond fxed EApenses in the future, Also imporian;
i the shartene (25 years or less) mallurity periad for
refinanced dely because the industry wij) have to
face substantjlly higher cuprep, debt amturities jp
the years ahead,

Fast-rising CXpenses squeeze railroad earnings
and intensify the effects of regulatory lng, Inerenses
in freight raqes 10 compensnte for e increased
expenses have bagp sought fepeatedly by ihe rajlrong
industry ang, jn general, have begy 3 proved by the
ICC, but op} afier spme delny, Regu atory lag, fong
B problem for she railroad industry, hgs besome
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FIGURE 2-8. AVERAGE INTEREST RATE ON EQUIPMENT OBLIGATIONS OF
CLASS | RAILROADS, 1967-1976.

more important during the extraordinary economic
conditions of recenl years,

Inflation also adds to the indwsiry’s capital
needs. OF totad capifal expenditures during the nst 10
years, slightly more than 70 percent (310.2 billion)
was used to purchase rail c(‘unpmcnl. The cost of an
average new reight car nearly doubled between 1967
and 1976, increasing from $14,590 to 527,980, with
most of the increase occurring in 1974 and 1975,
While part of this increase is attributable to larger
car sizes and & shift in Meet car mix towards more
specinlized cne types, most of the increase is the
direct result of inflation,

Most capital intensive industries sulTer cash flow
problems because of inflation, Long assel deprecin-
tion lives in industries such as steel and railronds
result in a widening gap between depreciation
expenses and capital expenditures during inflation-
ury perioals, A cash flow problem can occur if
retained earnings are inadequale to make up the
difference, This may be resolved either by taking on
additional debt or deferring capital expenditures,
which results in higher costs in the tuture.

THE ENVIRONMENT OF LABOR-
MANAGEMENT RELATIONS

The raitroad industry is now devaling a major
portion of its revenues 1o labor, In 1976, total labor
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expenses consisting of wages charged (o expenses,
payroll taxes, and health and welfare bewefits were
equal to SL6 percent of tolal Class 1 railroad
operating revenues. Because of the high level of labor
expenditures, hath labar productivity and labor
compensution are of vital concern to the railroad
industry. Labor-mtnagement relations, however, are
constrained by complex institutional, work, and
compensation issues, making resolution of Jong-
standing problems difficult for hoth parties,

The long-term decline in railroad employment
has been one of the most significant causes of the
varjous fabor problems relating o productivily and
compensation, Railroad employment (as shown in
fig. 2-9) has duelined considerably since its peak of
slightly more than 2 million in [920, During the past
2 decades, railropd employment has failen 1o one-
half its previous level, The sharp decline in railroad
employment has been caused by the changing
railrond role in transportation and by technologicnl
innoviltion, Fewer railrogd employees have been
needed because of reductions in Inbor intensive rail
services, such as passenger service, Jess-than-carload
service, mail, wnd express, among other reasons,

Technological innovations such as the diesel
locomotive, centralized traftic contral, maintenance-
of-wiy machinery, larger cars, automatic hump
yards, roller-bearing axles, clectronic communien-
tions, and compuiers have also permitted employ-
ment reductions, The decline in the railroad indus-
try's share of the transportation market has led to a
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situation in which increnses in traflic have been
insulficient 1o offset the efTects of improved technal-
ogy on employment.

In this environment, lahor-munagement rela-
tions hecome dilficult heeause the planning of hoth
labor and management tends to be oriented toward
expansion and improvement. When the course of
evenls rns counter 1o this, agreements do not work
as they were designed, mutual suspicions develop,
and refntionships become acrimonious,

Muanagements have long wsed the layofl of
workers as a hedge against (luctuations in revenues,
Understandably, the labor unions have countered
with bargaining designed 10 stabilize the employment
and workload of their members, This divergence ol
interests has been (urther emphasized by the Iong-
term pressure toward lower industry employment
levels, At the same time, lubor also has sought
substantial wage inereases in order to maintain or
improve membuers' standard of living,

Another facet of the problem is the extremely
narrow crait and einss divisions that determine union
jurisdictions, This union struciure evolved during the
lare 1800% and largely predated any of this country's
labor laws, The Railway Labor Act (RLA) of 1926
was designed to accommodite and preserve the
institutional structure in existence at that time.

In a number of cases, the cluss and craft
divisions detracy from efficient deplayment of the
wark foree, Solutions 1o this problem are difficult
because they tend to shift membership across union
boundaries and aggravate rivalries between unions
representing closely refated erafts,

Cperating policies and procedures dating back
to the era of steam docomotion and telegraph
communication still remain in effect, resulting in
many outmoded practices.  Management  often
blumes these on restrictive union agreements. On the
other hand, union leiders counter that insufficient
manngement atiention bas been hrought to bear on
the problem, The unions must know what changes
will ‘be made before they can adjust work rules.
Lahor has not heen willing to give management
unlimited diseretion in this aren.

On management’s side, there is 4 refuctance to
inctude union personnel in the planning, not to say
the decision-muking process. Munagement, cven at
this critical stage of the industry's exisience, does not
seem to apprecinte rail labor’s anxieties and its wish
to be considered as & partner with & valid interest in
the industry®s future.

The large number of unions and resulting lahor
agreements are other factors that divert management
resources (rom the desipn of more cfficient and
competitive practices,

Some progress in consolidating these class and
craft divisions into broader categories by merging
unions with relwted jurisdictions has already been
accomplished through the initittive of certain unions.

G0

COLLECTIVE BARGAINING

The collective-bargaining process under the
RLA was carefully designed to minimize the likeli-
hoed of strikes. This was accomplished by requiring
that contracts would not expire but could be
amended periodically, The rigid strike  deadline
imposed by contract expiration was replaced by a
Nexible system that provides time as needed and the
required intecvention of the Nutional Mediation
Board before u strike is legiimized, Under the RLA,
the Government can do much to influence the
negotiating process and the timing of 4 strike threat.
The RLA, however, stops short of authorizing the
Government to prohibit a strike, Such a feawre
would remove the ecconomic pressure inherent in the
ultimale possibility of a sirike, which is a fundamen.
tal factor in the collective-hargaining process,

By and large, the RLA has been successtul in
minimizing strikes over minor disputes, but it does
not contain adequate provisions to cope with the
catastrophic effects of a simultancous shutdown of
the national railvosd system, The threat of such a
shutdown has led to Federa] Government interven-
tion at the last minwe in the form of special
legislation, The expectation of intervention often
results in deferral of serious bargaining over legiti-
mate contract issues between labor and manigement,

Experience with this system las taught the
unions that they can forestall special  legislative
intervention by selectively striking only n few major
railroads at i time, Thus, they are able o bring to
bear cither (he cconamic pressure of o sirike or
Government intervention, s they choose. Railroad
managements are not able to use pressure from
outside sources to the same degree,

Railroad institutions and traditions were firmly
in place long before the emergence of most modern
industrind manngement echnigues, The industry has
grown up with a strong beliel that it is unique among
industries, and it possesses i strong reliance on self-
education and experienee as the principal qualifiers
of both the work foree and management, As a result
of these strong ties to the past and o declining
employee population, many *elenents within the
industry have been slow to perceive a need Lo adopt
modern management (echniques and  institutions,
including those pertitining o personnel selection,
tntining, and labor relations, This relationship could
be vastly improved by better labor-management
cooperation, as cxumpfcs in the less controversial
problem areas have demonstrated,

COMPENSATION AND BASIS OF PAY

Relatively high pay levels in the il industry are
angmented by the dugl basis of pay for aperating
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employees and the payment of arbitraries, The dual
basis o’ pay pertains 1o the long-standing method of
compensaling train crews according to a “day’s pay”
(equal 1o the hourly rate multiplied by 8 haurs) f(or
every 100 miles traveled. Qriginally, this method was
devised (o provide an incentive for improved
productivity when 100 miles was a full day's work.
Improvements in technology have inereased train
speeds, and trains can easily cover several hndred
miles in a single duy, so thet train crews can receive
several “day's pay” lor work conducted during o
single 8-hour period. Alternatively, this means that a
number of crew changes are needed for a single run
that could be performed by a single erew in o normat
warking day. Provisions for the negotiation of the
longer runs by a single crew were included in the
1972 national agreement. Progress in adapiing such
provisions, however, has been less than complete,
Arbitraries are additional miscellancous pay-
ments to labor for extra work or hardships endured

on the job, They are commonly used by the railroad-

industry as a means of petting labor lo accept
echnological innovations, or changes in working
practices. For example, until several years ago the
use of radio devices required an exira payment of 31
or 32 per day. Also, locomotive engineers are paid an
extra 31,50 per duy for working without firemen,
Arbitraries also serve as penalties for inefficient
management practices, such as poor scheduling of
Crews,

JOB-RELATED ISSULS

Many years ago, & number of labor practices
were signed into ngreements when the railroad
industry was laced with different market demands
and operaled under different technological const-
raints, [n the operating craft area, work assignment
boundaries reflect traflic patterns in use when these
agreements were reached, and although traffic
rzutcrns have changed over the years, the agreements
have not. Management believes there are many
instances where preater etTiciency would result if’ the
road train were to swilch cars (o customers en route
rather than bringing the cars into the yard for the
yardh crew to handle. Usually, this has been not
permissible under contracts between unions and
managenment. Other contract features impose restric-
tions on leain aperations that cross internal railroad
divisions and on the interchange of trains between
railroads. Ordinarily, one railroad crew is nol
allowed 1o go directly into another railroad’s ynrd;
instead, the first crew must leave the train at a
specific track location for pickup by the second
riilrond crew.

The 1972 national agreement modernized some
provisions, permitting operating flexibility hetween
over-the-road crews und yard crews, Further areas of

61

agreement on this issue are heing found as o result of
lihor-management cooperation projects such as the
FRA- and AAR-sponsored experimental effort to
improve St. Louis railroad yard practices. "Fhe first
phase of the project involved representatives from
mangement and labor wha teamed up to streamline
work practices that had impeded effictent aperations
in the St Louis terminal district of the Missouri
Pacific Raitroad, The average time for i freight car to
transit the termimab wits reduced by 25 percent,
Building on the St Lonis experience, projects are
now in progress invobving all the railroads serving
Housten, St. Louis, and Chicago terminal areas 10
streamline interehange activities among the rtilroads.
This second phase has begtn to achieve significant
savings through the coordination of empty car
returns, In St Louis, these suvings are estimated (o
be 540,000 per week at present, with o potential of
over 3100,000 per week, Such work practice improve-
ments will doubtless become important elements in
future collective-bargaining settlements.

Current national rules require minimum fonr-
person crews consisting of the engineer, conduetor,
and two brakemen on all yard and road trains, Crew
size requirements vary depemding on the type of train
operation (throvgh, local, yard, ete), but manage-
ment argues that smaller crews (engineer aind one or
two brakemen) could be used just as safely on some
trains, Similarly, some indusiry observers contend
that canductors are no longer necessary in man
instances, since the use of computers Jargety elimi-
nates the need for the on-train pitperwork tradition-
ally handled by the conductor. Manugement also
contends that technological innovations, in the form
of more relinble wheel bearings, hot-hox detectors,
signal and interlocking systems, radios, and location-
passing detection systems, have also redueed or
climinated the need for a lookout at the end of the
train and that the caboose is no longer needed on
maost trains. As the size of the iain increases,
however, some difficulties are encountered in elimi-
nitting the need for crew members and the caboose,

Organized labor oppoeses efforts to reduce crew
size amd to change many other operating prictices
because of cancern over safely and job security, Rail
unions believe it would be unsate and ineflicient o
operate all imains with reduced crews, Union leaders
contend that crew size should be negotinted locally
(railroad by railroad), where all the panticelars of
each work situation could he considered, and they
are oppesed 1o 3 national rule that would diclate
crew size irrespective of the work performed, A
breakihrough in the crew consist issue 100k plice
when a moderating formula was egreed upon by the
largest operating union, the United Trensportution
Union (UTWY amnd management of the Chicago,
Milwaukee, S5t Paul and Pacific. The present
contract negotiations are also leading 1o new con-
cepts in regionally negotinted crew consists as o




concession from the UTU, This far-reaching devel-
opment in the crew consist will doubtless lead 10 new
methods and productivity coneepts in the industry
and will foree management also to rethink it
eperiating practices, For many riilroads, the new
crew consists might mean operating more freguent
und shorter [reight trains,

In the nonoperating areas, maintenance of
equipment and maintenance of way, changes of rujes
an be expected in the coming years, so that
operating rules more adequately reflect technological
imprevements, Over the fast 10 1o 15 years, railroads
have made significant strides in the application of
computers and  computer techniques to improve
quality conirol and intormation. Using such develop-
ments in day-to-duy operations involves negotinting
with specific unions. Management is unaccustomed
and frequenity unwilling to invile labor participation
i that kind of planning rnd sharing of responsibili-
ties. Similarly, in the shop craft area, new repair
facilities and new equipment have been introduced,
but raitrond managements have not been able 10 take
advantage of many labor-saving devices, In the shop
crafts, this is due primarily to the large number of
unions with tightly defined work classifications,
Management contends that a single, well-trained
worker could possibly do the work now done by
several persons,

The main problem in maintenance of way is the
effect of the seasonnl nature of the work on the
preservation of a quality workforce, Workers are laid
off as winter appronches, and only 60 percent return
the following year. Thus, each year, large numbers of
new employees need to be trained and absorbed into
the mainstream of the complicated wage and (vinge
henefit packages, Railrond managements have intro-
duced sophisticated equipment into maintenance of
wuy, but the inability of most railroads (o schedule
year-round track maintenance work limits the
produetivity advantage of such equipment.

PROTECTION AGAINST DECLINING
EMPLOYMENT

The Emergency Transportation Act of 1933 and
the Washington Agreement of 1936 sought to ease
the impact of reorganizations und mergers on
employees. Under the terms of the Washington
Agreement, employees discharged because of merger
receive a monthly allowance cniuu[ to 60 percent of
their last year's average monthly pay. Depending
upon the employee’s length of service, these pay-
ments are made for a period ranging Irom 6 months
1o 3 years. In 1940, a new section was added to the
Interstate Commerce Act, requiring the ICC to
provide for lahor protection when granting merger
approval. As a result of voluntary agreements and
ICC rulings, labor protection was further extended

during the 1960% 1o allow employment reduction
only hy uttrition in most, but not all, merger cases.
Finally, with Government involvement, such as in
the creation of Amirak and Conrail, employee
prolection features were increased. For example, the
Regional Rail Reorganization Act (1973) continued
on Conrail a lifetime prolection package that was
partof the Penn Ccmrarmurgcr (1968),

Employee prolection is amt unique to the
railroad industry, but it adds 1o railroad operating
expenses, and it has a greater impact on ruiﬁomling
than on the competing modes of transport because of
the declining trend in railroad employment.

TIHE RAILROAD RETIREMENT
SYSTEM

The structure of the Railroad Retirement Sys-
tem constitutes o problem for the industry. Since
passage of the Railroud Retirement Act (RRA) of
1937, the Federal Government has administered e
industry’s ald-age and survivor insurance plans,
Owing to congressional changes in the RRA and the
decline in railroad employment, the cumulative
cantributions per employee made by ruilrond em-
ployers aver {ime have exceeded, by far, similar
payments mude by competing modes. This s
reflected in higher freight rates, which, in tumn, harm
the industry’s competitive position,

To keep the Railroad Retirement System solvent
in the face of legisiated improvements in henefits and
declining employment, the employer contribution
rose from 2,75 percent of wages in 1937 to 1535
percent in 1977, Unuil 1973, employee and employer
contributions were equal. In that year, however, the
employee contribution was reduced, by an amend-
ment fo the RRA, from 10,60 percent 10 the social
security tax level off 5,85 percent, and the employer's
contribution rate was ancreased to moke up the
difference. To enable the railronds 10 carry “this
additional finaneial burden, the amendment author-
ized a general rate increase of 2.8 percent,

The RRA of 1974 restructured the Railroad
Retirement System by correcting & 1951 congres-
sional oversight that resulted in many retired
employees collecting both secial security and rail-
road retirement benefits, Due 10 the complex link
bewween socinl security and railroad retirement, the
added cost of these “dual benelits,” approximately
54 hillion, waus puid almost entirely out of the
Railroad  Retirement Account, The RRA of 1974
eliminated the payment of dual benefits to new
retirees but provided for continuing the payment 1o
those already receiving dual benefits, with  the
Railrond Retirement Account to be reimbursed by
the U.S, Treasury. No retroactive reimbursement 1o
the Railroad Retirement Account was made, The
first Treasury appropriation to compensate for the



dual benefits was 3250 miltion in liscal 1976. Despite
overall combined inereases in contributions aver the
years, the subsidy of existing dual benefits, and the
elimination ol future dual beneilis, the Thirteenth
Actuarial  Valugtion of the Railrond Retirement
Board in 1976 predicted the Railroad Retirement
Account will become exhausied and unable to pay
benefits by 1986, Unless there is Government
assistance, an incresse in employee contributions, or
a reduction in retirement benefits, railroad contribu-
tion levels will have to be ruised even higher,

The railroad industry also bears the burden of
higher unemployment insurnnce contributions than
the rest of industry, In 1939, a separate unemploy-
ment insurance progeam was enncied to cover only
railroad employees. Previously, railrond employees
had heen coversd wnder the nnemployment insir-
ance provisions of the Social Security Act of 1936
Payroll tax rates and taxes per employee under the
Railroad  Unemployment Insurance Act program,
except for the period [1948-1956, have always been
equal to, or higher than, the national average,

In recent years, unemployment insurance contri-
butions per employee have been 60 percent greater
than those for all other industries, .In 1976, the
employer contribution rate was raised from 4 percent
10 5.5 percent. Despite this increase, disbursements
from trle Railroawd Unemployment Insurance Ac-
count during fiscal 1975-1976 were nearly double the
total income of $114.6 million. On June 30, 1976, the
net balance in the Railroad Unemployment lnsur-
anee Account was only $10,5 million.

CONCLUSION

The worsening financial condition of the rail

indunstry is the result of o variety of causes not all of

which are within the industry™s control. The indusiry
has tried to adapt to the loss of the passenger market,
the changing freight transpartation market, the rise
of competilion from olher modes, and the changing
ecanomic environment, At the same time, Govern-
ment regulation, tabor unions, fragmented industey
structure, long life of railroad assets, luck of refiable
costing, and other factors have limited the rate at
which the industry can adapt, Government support
for the development of rights-of-way for other modes
{ch. 5) has had & direct effect on the competitive
capability of the il mode, Also Government
taxation, rising interest rates, and increasing railroand
retirement contributions have added directly 1o the
industry’s finuneial difficulties, Taken together, these
problems comprise an institutionnl environment for
the railroad industry that has impeded its ability 1o
respond to change. The net effect has heen deterio-
riting levels of service and profit,

The restoration of the railrond industry to
finuncial and operationat health will require the
resolution or alleviation of most or all of the
problems deseribed in this chapter. Much of the
responsihility for resolving these problems falls upan
the railrond industry, both management and labor,
hut part of the responsibility ulso fails upon Federal
and State Governments,
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3.

ESTIMATED CAPITAL REQUIREMENTS,
1976-1985

The Federal Ruilvoad Administration's {(FRA) estimates of the raifroad industry’s
soterces and suses of funds (excluling the Consolidated Ruail Corporation (Conrail) and
the Long Istand Ruilroad (LIRR)) imficate that wndess detions are taken o reverse
current trends, the industry faces a potential capitaf shorifall of bevween S13,1 biflion
and $16.2 billion’ during the period 1976-1985, About 30 percent of the shurtfull is
concentrated in marginal or bankrupt companivs that together generate only about 20
Jiereent of the rail industry’s revenues,

An FRA suudy that estimated annal maintenance expenditures the indostry should
ke to gradually overcome existing deferred maintenance and to maintain fucilities at
appropriaee levels in the futiere conclded that roadvey maintenance expenses over the
197685 period, excluding depreciation, should range between S40.5 hillion and 543.8
billion. [1] Of these torals, deferred maintenance ranges between 82,8 and 86.1 biflion.

Evenr without these expenditures for deferred maintenance, the industry fuces a
capital shortfall of approximately $10.2 billion. In other words, beyand the nevd to
overcome the inadeguate expenditures on fucilities in past years, if recent trends
cottiniee, the industry witl generate insafficient fundy to weet its needys aver the next 10
years, This insufficiency is the consequence of fumdamental econmnic and institutional
problemy fdiscussed in el 2),

If current trends persist, the resultan shortfall in capital funding will continue to
propel the industry along a downward spival. The FRA estimates jmdicate that the
greatest shortfoll between funds flow from operations and capital expenditures is lkely
te necnr i the near futire. The timing of the needs is such that even If actions are taken
fnediately  fo hnprove eartings and  correet  underlying  problems,  additional
Dankruptoies and further deterioration of facifities and service ave likely.

The shortfall can be rediced by increasing the source of funds and decreasing the
need for fineds, Funmds map be increased by incroasing revenues (possibly through
seleetive rate itcreases), reducing operating expenses (through improvements in yard
amf equipment  atifizavion, matagement, and operations), and  abandmmnent of
wnccanntic fines, Changes in the physical strueture of the raifroads can improve

Al dollag ameounts inch. 3 aee in current year dollars, untess ntherwise noted,
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profitabiliey while preserving cose-effective svrvices for shippers, Consefidation wnd
coordination cfforts should help to reduce costs and needs, These measures, if
suecessfil, should enhance the industey’s access to external capitad,

Thix ehapter presents FRA financial projections, identifies the components and
natare of the capital shortfall, compares results to other projections of the imdustry’s
Sfinancied  futwre, and  discusses  the  significance of the shortfall. The  primary
aethodulogy employed was an analysis of future sources and ases of funds, Principal
wses include funds for capital investment, repayment of debit, and fncreases in working
capitel, The analptic methods underlying the projections are discussed in appendiv A,
Projections were made in both constant (1975} and current year dotlars, bt the results
in thix chapier are reported in careene year dollars, undess otherwise specified. Also
included i appendix A are the compater printowrs, by raffroad district, that form the

Dusis for the discussions in this chapter,

CALCULATION OF CAPITAL
REQUIREMENTS

The framework within which the FRA deter-
mined the rail industry's future capital needs and the
ability of the industey to meet those needs was the
coneept of funds low analysis, Funds flow analysis is
a method of tracing the flow of funds in and out of
business. This concept takes into asccount the
interrelationships between the income statement and
the bilance sheet and brings into single focus a firm's
total sources and applications of funds.

Funds flow analysis refers to a methodology
whereby the railroad industry’s prospective needs for
funds (cash needs for working capital, procurement
of equipment, improvement of plunt facilities, retire-
ment of debt, payment of dividends, etc) are
measared against the industry's ability to oblain
funds through operations and from external sources,

Gstimates of the potential sources and uses of
funds during the period from 1976 1o 1985 are
derived from 4 financial-planning model developed
by FRA expressly for this purpose, The [0-year
analysis period (1976 10 1985) is & statutory require-
ment of the Ruilroad Revitalization and Repulatory
Reform (4R) Act of 1976, Since financinl and
operating data are available for 1976, the first years
projections represent actual results,

Since the intent of the exercise was to identify
the potential severity of problems the indusiry faces
under present conditions, the model was designed to
develop forecusts based on an extension of the status
quo. Assumptions are made that the U8, economy
will experience an annual average growth rate of 3,94
percent but that inflation and ordinary business
cycles will continue, and current rate and other
regulatory policies, trends in operating efficiencies,
dividend policies and attitudes, and eriteria govern-
ing requests for, and availability of, external ¢apital
and fevels of service will continue. No assumptions
are maide with respect to further regulatory reform,
mafor lechnological change, the imposition of water-
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way user eharges, o redistribution of highway user
charges, and major changes in the environment, or the
present rail structure which might aflect the future
of the industry. Deviations from the status quo are
made, however, with respeel o projections of
maintenance-of-way expenditures, Expenses in this
category were increased to allow the industry o
maintain right-of-way facilities at normalized main-
tenance levels as defined in a study done for FRA[I)
and to enable the indusiry to catch up on mainte-
nance deferred in the past,

The industry’s need to overcome  deferred
maintenance (as explained in ¢h, 1} is in conflict with
the indusiry's need 1o smooth oul its long-lerm
maintenance cyeles so that future costs will better
match future revenues, For this reason wnd because
adherence o normalized maintenance levels alone,
aver the long term, will gradually eliminate defereed
maintenanee, it would not be prudent for the
industry to try to climinate all existing deferred
mainfenance within a short time span. Instead, the
industry’s  annual  maintenence-ol-way  expenses
should be somewhat above normalized levels for a
10-year period. The total 10-year excess above
normalized should be equal to between 25 and 50
percent of existing deferred maintenance. Ta rellect
this range, FRA prepared two sets of projections: the
first incorporated a 35-percent deferred maintenanee
scenario (scenario 1), and the second incorporated 2
50-percent deferred mainlenance scemirio (scemario

2).

The model's projections represent a baseline
case that depicts the industry’s probable financial
future in the absence of change, The projections can
serve as g sturting point for assessing poteatial
changes in the slatus quo and solutions to some of
the problems,

Given the difticuliies inherent in forecasting, the
cupital forecast cannot represent precisely what will,
or should, happen in the future, What is important is
that the method, or methods, used to assess the
present and the past and to develop the interrelation-
ship of key determinants of the future are sound and



reasonable. The specific assumptions and metheds
used to derive the projections are expluined in
appendix A. An inordinate concern with the precise
size or range of the shortfull will cloud efforts 10
understand the nature and complexity of the prob-
lems facing the rail industry, an understanding that is
crucial 1o developing, enacting, and implementing
the best combination of’ policies for remedying the
raitronds' ills.

RESULTS OF THE STUDY

Table 3-1 presents the summary results of
FRA'’s modeling efforts. For the baseline status quo
case, the railrond industry's capiml requirements
(excluding Conrail and LIRR) wiITmml $42.5 billion
from 1976 to 1985.

FUTURE CAPITAL REQUIREMENTS

The following discussion of future capiial
requirements includes road property expenditures,
equipment expenditures, debt repayment, and work-
ing capital,

Roud Property Expenditures

Although the existing ril system was largely in
place by the turn of the century, 1ts components must
be maintained and renewed periodically or replaced
when age or technological obsolescence so require,
Under the retirement, replacement, belterment
(RRB) method of accounting currently required by
Interstate Commerce Commission (ICC) accounting
regulations, the costs of annual maintenance and the
one-for-one replacement of rail, ties, or ballast are
considered operating expenses and are expected to
be paid out of rilroad revenues. I any of these
compaonents is upgraded when it is replaced, the

ortion of the expense represented by the upgrading
15 treated as a capitul cost and is expected to he paid
out of reidined curniings or externally derived funds,
When old rail is repliced with heavier rail, for
instance, the incremental cost between the lighter
and heavier weight riail is designated, under current
1CC accounting rules, o capital cost. Other examples
of capital costs include the cost of constructing new
yards, Jines, or terminals, installing communication
and signaling facilities, and muking investments in
shops, computer systeras, or other facilities.

The FRA's estimate o the expenditures {or road
property {excluding Conrail and LIRR) includes
only those costs that woull be treated as capital costs

TABLE 3-1, PROJECTED SOURCES AND USES OF FUNDS, 1976-19857

(Million $)
Seenario 1 Sconario 2
Category Constant Currant year Constant Currant year
§ H $ 5
Sources of funds:

Funds from operations 12,551 10,142 10,569 6,999

Sales of equlpment obligations? 11,237 16,755 11,237 16,755

Sale af equity and/or debt 1,664 1,654 1,664 1,664

Other sourcas 457 111 457 2910

Tatal 25,909 28,472 23,027 26,328

Uses of funds:

Investmant in road proporty 4,333 G.B19 4,333 6,09
Investment in equipment 14,362 21,491 14,362 21,49%
Repayment of lunded dabt 1,643 1,644 1,642 1.644
Rapaymant of equipment debt 7.680 9,095 7.Gag 9,095
Increase in working capital B53 3,168 BS8 3,185

Other ues a 268 [«] 258

Tatal 28,879 42,476 28,885 42,492
Additlona) funds requlred® 24970 13,003 4,958 16,164

4,557 13,140 5,364 16,164

Peak additional funds roguired

SR apiosente snnunl charge (G fathined sernings (Lo, ax dividands}, not of nancash Itams,

hcandltlnnul snlas spreomonts and equlpment trusts,
EThete smpunits are nat 0f snnusl funding surplusas,

NGTE: Current yuar dotlar smounts rafinct the olioet of Intlatlon asopposed to conytant dallar amannts which do pot eaflact the
alfuct af iplatien and which, thereiore, sre equivalent Jn valug from year 1a yaar,

SOURCE: Fedarnl Aallrond Administration siudy,
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under the RRB method of accounting, The method-
ology used to derive the estimate of capital expendi-
tres is based on the level of such expenditures made
by the industry in the recent pust. (See appendix A)

On 1 constant dollar (1975) basis, the estimated
road property investments are expected to be made
in approximately equal ansual inerements over the
10-year pesiod and will average 5043 billion per
year. On a current dollar hasis, these expenditures
will average $0.68 billion. These differences illustrate
the degree 10 which inflation affects the industry’s
need for capitel, By contrast, the Association of
American Ralroads (AAR} estimated that  the
industey's (excluding Conrails predecessors) eapital
expenditures for road property sveraged 50,34 billion
in 1975 dollars per year hetween 1966-75, The above
projections of capital expenditures do notinclude the
cost of maintenance that would have been performed
in the past under a normulized mainterance program
but that was not done becanse of inadequate funds
or hecanse railroad companies were consciously
disinvesting from unprofitable lines, Simdarly, the
estimates do nol include any wmounts aecessary 1o
raise the industry’s ongoing  maintenanee-of-way
expenditures 1o those fevels called for by o sopnal
ized maintenance program. These amounts were
included, however, In calculating the rrujcclicms of
the industey's met income and funds Jow {rom
operations, discussed Jater in this chapter,

Becawse  Cuongress and the Depiriment  of
Transportation (DOT) e concerned with deteriora-
lion of the industry’s right-of~way thetlities, the FRA
stucdy{ 1] estimated the annual maintenance expendi-
tures the industry should make to gradually over-
come existing deferred mainteninee and 1o maintain
its faciliies a1 appropriate Jevels in the future? The
study econcluded that the industry’s normalized
roadway maintepanee expenses over the 1976-83
period, excluding deprecintion, should amount 1o
$37.7 billien and that expendilures w0 overcome
deferred maintenance should range from $2.8 hillion
to $6.1 hillion. The 10-year estimite of normalized
maintenanee is $5.4 hillion (in consiant 1975 dallars)
more than the anount spent from 1966 to 1975,
Estimates of fiture maintenance requirements viry
fittle frons year to year and do not change significant-
ly with modest changes in the peneral economic
outlook or changes in tratfic projections,

Equipment Expendijures

Capital expenditures for equipment are needed
for the (ullowing reasons,

Fur putpases of apalyam, Mappraprate” of “normatized” levels of maintesance
were delined as Mthe average annual tasenal requiremein based sin the tats! number of
matenal upits in the ek dwided By e gerage matenal Wle L The sgedy n
desenbed more fully i eh, L

[T

o To maintain the capacity of the industry’s existing
Neet as older equipment is refired

o To rebuild or improve old equipment

e To expand the existing fleet fo meet projected
triffie growth,

The FRA ustimates that the industry {excluding
Conrail and LIRR) will spend $21.5 billion for such
equipment over the 1976-85 period.

The FRA projecis that the industry (excluding
Conrail and LIRR) needs 10 acquire, whether
through lease, purchase, or rebuilding, 556,000
freight cars and 8,000 loconolives aver the forecast
period, at a cost of 327.6 billion. By comparison, the
iCC's Bx Parte Now 271 projections ealled Tor the
industry (excluding Conrail” and  LIRR) 10 addd
approsimalely 651,000 Ireight cars and 13,000
focamotives at a total cost of $33.4 billion between
1976 and 1985, The FRA and 1CC doliar estimates
are significantly igher than equipment expenditures
wver the past 10 years, Between 1966 and 1975, the
tndustry aequired 902,000 freight cars and 14,000
tocomotives, atan estimated cost of $18.5 hillion, Per
catload capacity of freight cars has increased, thus
reducing the number of cars required to meer tralfic
requirements, The higher capacity cars, however,
castmore per unit of capacity than earlier cars, and,
consequently, there have heen continnous increases
in cquipment expenditures,

Debt Repayment

The third major newd for capitl s 1 repay
maturing long-term debr, Outstanding industry debt
generally falls into the cutegories of equipment
obligations and mortgage or other funded debr,

Equipment obligations, generally, are repaid in
equal annual installments over the ife of the
obligntion (usually 15 years), The FRA estimates the
industry (less Conrail and LIRR) will have w repay
$9.1 bitliom in equipment obliptions over the 10-year
period. This estimate reflects the marturity of those
eyuipment obligitions ouslanding on December 31,
1975, as well as the maturity of anticipated addition-
al equipment obligtions sold by the industry from
1976 10 1985,

Murtgage and other funded debt are generally
repiid in one Jump sum upon matwrity, although
some ritroad seeurities require annual payments o
sinking fund escrow accownts. Often debt is not
retired but is rolled over when the railromd issues new
debr securities at higher interest rates 1o replace the
ol debl. Projections of expenditures necessary to
repay existing morigage and other funded debr
coming due during the 1976-85 period are taken
from railromd company sebmissions 0 FRA and
total $1.6 billion,



Warking Cupital

Working capital s defined as the arithmetic
difference between the book value of i firm’s current
assets and current liabilities at a given point in time.
Waorking capital, generally, represents the amount of
cash, receivables, other liquid assets, and materials a
firm has on hand to meet day-lo-day operating
expenses (wages, payroll taxes, and purchase of
malterials), short-term debt obligations, wnd progress
payments for capital improvement projects, To allow
for the possible shrinkage in value of some assets,
sweh us inventories or decreases in receivables due to
sensonal fluctuations or business downturns, most
businesses try 1o maintin working capital at o level
that will provide 1 margin of safety lor adversities, A
popular rule-of-thumb s that the level of current
assets should be twice as great as the level of current
liabilities, although this varies with the quality and
character of the curremt assets and the type of
industry under consileration.

Indlustry observers, finuncial experts, and rail-
road executives hitve long maintained that present
working capitl levels are inndequute. As profits
decline and access to external capilal becomes
increasingly limited, many railroads are foreed to use
wuorking capital to help finance capital expenditures,
As a result, total working cipital, excluding the
current portion of lopg-term debt, for the indusiry
(less Conrail and LIRR) has dropped from 51.06
billion in 1955 1o §0.22 billion in 1975, The 1975 (otal
represents o rtio of current assels lo current
liabilities of' 1.29.

Any estimate of the industry's future needs for
capital must consider replenishment of working
capital to levels in keeping with long-term financial
strength, The FRA  estimate, determined on a
regional basis, is that §3.2 hillion in working capital
will be required over the [976-85 period, This figure
represents the sum of additional capital needed 1o
make each region’s ratio of current assets to current
linhitities at least equal to the average ratio prevail-
ing among solvent companies in that region in 1975
and 1976, The totals inelude an assumption that cash
and temporary investments (the most liquid portion
of working capitad) at the end of each forecast year
should equal at Jeast 15 days of operating expenses
for that year.

ABILITY TO MEET PROJECTED CAPITAL
REQUIREMENTS—BASE CASE

To assess the ability of the milroad industry to
undertake the above capital expenditures, FRA

chuding cusrear paniios of lung-term dehi.
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projected the annual level of funds the industry is
likely 10 obtuin from all traditional souwrces over the
forecast period and compared it to the projected
apital requirements described above, The sources
include cash generated from railroad operitions afler
piyment of dividends {net income tess undistributed
carnings i affiliates wwd other noneash items plus
deprecistion, amortization, deferred taxes, and ather
noncash expenses), procecds from equipment finane-
ing, proceeds from the sale of debl and equity
securities, and proceeds from the sale of property or
other assels,

As shown in table 3-1, the projections indicate
that the railroad indusiry will be able to generate
internally and obtain externully between $26.3 billion
and $29,5 billion over the 1976-83 period. Thus, the
industry faces a capitil shortfal] of between $13.1
hillion and $16,2 hillion,*

Repardless of the seenario, the shortfall is not
due solely to the need to make up deferred
nutinlenance.® Bven without these expenditures, the
indusiry faces a shortfall of $10.2 hiltion. Totally
apart Trom (he need to overcome the lack of
adequate spending on fucilities in past years, if recent
trends continue, the industry wirl generie insutli-
cient Jumds to meet its needs over the next 10 years,
This insufficiency is the direct consequence of the
fundamental economic gnd institutonal problems
discussed in chapter 2,

Figure 3-I shows the margin by which the
industry’s capital needs are expected 1o exceed cash
generated from operations (after dividends) over the
forecast period, Even the healthiest industry does not
rely selely upon internally generated cash 1o finance
current capital expendiivres—virtually all industries
obtain pdditional funds through the sale of equity or
debt, With some  exceptions, however, ratrond
ciarnings are oo low o et new equity or debt
other thin for equipment purchases or rollover of old
debt. Revenue equipment is funded because it serves
as its own collaeral and ean be recovered and
transferred in the event ol bankruptey. Mortgage
debt is refunded because the debt is secured by the
liquidation value of the Jixed ussets and because the
holders of the debt prefer not to place the existing
debtin default,

The methinds and diumpting ed o develp projection af ash How Jrom
f ared din appendin A, Ly 8 Proj were haaed an
the r thal privale higs eyui puichases would be held at 1975
proportians apd thal all equipment puichases would be fngneed by 2 cambination of
B ecpuipment 3usts agd %P8 comditional sales agreements (CSA). Exumales of new
el were taken ftom individual sanlroad's submisions 1 FRAL Rased un the magnilude
and timing af these Turegasts, W appears that mol of the industry evpects 10 he abie 10
rll aver mongage el coming slue, and a few farlsoad dompanics cipect o chinn
addationnl debt of ciuity,
he shortfall represents e arithmet sum of the dulorenee, f apy, belween
sosrces und waes af funds 0 each af Hie 10 yean for which propections were made, For
purpores ol the analysis, The shorgfall in each year way trested 3» & halanging item, so
that any eflecrs from nol makmg op 2 gren years shonfall fsuch s 3 deap i volume
due 1oan inabibty o buy cnough cquipmgnti weie ignated. Fupther, the fotal shonfalf
does nolinelule any intorest vokts assctitad with financing each year's vhogdall,
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lnvestor reluctance exisis because the industry’s
average cost of capital exceeds the return on
invesiments made with the capital. As » result, the
availability of private capital for future investments
may be curtmled, because investors believe that
returns generated with the investment of additional
cepital will not equal returns  from allernative
investments with similar risk,

Unfortunately, unless basic changes oceur in the
economic and institutiona! factors thay povern the
industry’s performance, there is litile hope that
earnings will improve enough over the next decade to
change this prognosis significantly. Based on FRA
projections for the base case, each region's annual
rate of return over the next decade is projected (o
range between minus 23 percent and 57 percent.
These levels are far below the - 10 116-percent
return on investment viewed by the industry as
necessary to attract and retain adequate amounts of

1980

70

. 1081 1982 1983 1984 1985

COMPARISON OF INVESTMENT EXPENDITURES TO FUNDS FLOW,

capital over the long term, Indeed, it is even lower
than the industry’s embedded cost of senior capital,
estimated at 6.0 percent.e The FRA projections are
also below a recent finding by un ICC coordinator, in
Ex Parie No, 271, "that & 6 1o 'lO percent overall
target rate of return would not be unreasonable
under preseal conditions,™

These low rates of return projected for the
industry question the assumption that future cash
flows from aperations will automatically be applied
to the industry's ongoing need for funds. Since

*Venfled wtatement of J. Rhoades Fmler befure the JOC. 2] Embedded con of
capital iv hased 0 an average ol coniricioad rates of debi and peierted stk over sime.
The 11 (o TL6% return inclades both debil sad eqquity and is detned by applying capial
SiFUChre fallos Lo e embelded com of tailenad debt and the cost o equity for
industrics. with pyestiment gisks cumpagable o ruhoads. Fuster meawred reluims
agasast the mdussry's oniginal el nel INvestiicht base,

TThe concdinater utded thiat “such & rale of returst showd be 1 goal of the
(adroad indusiry, nola guaraniee by governniess.”[J)



stockholders often can earn a greater return else-
where, management’s propensity to reinvest in the
raifroad industry may be less than assumed in the
forecast.

The 1CC, in Ex Parte No. 271, has pointed out
the need for the industry to earn an adequate rate of
return on funds reinvested in railroad company
operations, This need must be recopnized, or the
industry will not be in a pusition to meet its fong-
term financial needs. Yer the projected shortfall
represenls only the amount of additional funds
regquired 1o make long-term sources of funds equal to
long-term uses; i funded, the shortfall would not
provide the incrensed earnings necessary 1o enable
raflroad companies to seeure additional eapital in the
private murket at reasonable rates,

For the industry 1o earn o rate of return of 10
sercerd over the {970-85 period, nei uperuling
income would have to be $31.8 billion greater than
forecast in scenario 1 and $34.5 billion greater than
in scenario 2. While these differences cannot be
considered a capital need, they do represent a
dramalic carnings shortfall above and beyond the
FRA prajection. 1T earnings could be increased to
those levels, private capital would supply all needed
capital funds.

Regional Differences

Individual railroads have not been affected
equally by competition or changing economic lorees;
the indusiry ¢an he viewed as three tiered: one tier
cansiss of companies with strong traffic bases, well-
maintained facilities, and enough financial resources
to remain self-sulficient; the second tier consists of
somewhat less financially secure companics serving
areas of petential growth, and probably able lo
remain sell-sufficient given some improvement in
regulatory and cconomic conditions; the third tier
consists of railroad companies with below average
traffic densitics and limited financial resources, To
better predict what the future holds for the industry,
FRA also developed 10-year projections of the
sources and uses of funds for six major regional and
eennomic groups. The five groups that are the major
focus of this report are: Eastern, Southern, Western,
Marginal East, and Marginal West, The sixth group,
which reflects Conrail’s predecessor railronds and the
LIRR, was ineluded in the analysis only 1o the extent
necessary to complete projections for the rest of the
industry.f These groups are chosen to reflect regionat
and financial differences and to mitigate  some
problems that arise from projecting sources and uses
of funds on an aggregate basis,

'[:'qu:pmmmn. fue insuace, musl be based on feel requirements for the

enlive nduniry, because certdin companies may be nes users uf vuppliets uf equipment
and any furecasl ignnring this pheammenon wuuld be invalnd,

i

Railroad companies were assigned  regional
groupings according 1o 1CC and industry definitions.
The companies were selected on the basis of financial
condition, using eriteria similar 1o those described b
the Rail Services Planning Office (RSPO). Seven
railroads representing 20 percent of the total miles
operated by Class 1 rajlroads nnd 10 pereent of the
industry's gross ton-miles in 1973 were included in
the Marginal Easl or Marginal West proup for
purposes of the study.? This total includes the three
railroad companies currently operating under seetion
77 of the bankruptey law, The resulls of the FRA
projections for the US. total and for the five regional
groups are shown in tables 3-2 and 3-3. Detailed
income stitements, balance sheets, and sttements of
sources and uses of funds are found in appendix A.

Easternn District, As shown in tables 3-2 and 3-3,
FRA projections indicale hal rolroads i the
Enastern District, excluding Conrail, the LIRR, and
those enstern railroads designated as marginal for
purposes of this study, face o capital shorifull over
the Torecast period of between $0.8 billion and §1.2
biilien. This represents between 1.9 pereent and 2.7
percent of the tota] freight revenues over the period,
Although the distriet's net income and cusE Now
{after dividends) remain positive over the period,
improvements in each are modest, In scenario 1, net
income and cash flow increase at annual avernge
growth rates of 102 and 2.83 percents, respectively,
In scenario 2, net income decreases at an annual
average rate of 0.06 percent, while cash flow
increases at an annual rate of 2.24 percent, By
contrasl, the average annual tonnage growth rate is
1.79 percent for the 10-year forecast.

Although there is no one expendimre or fuctor
responsible, the Eastern District’s shortfull in scenar-
io | is roughly equal to the sum of its needs for
additional working capitd and its need for higher
maintenanee-of-way expenditures 1o overcome exist-
ing deferred maintensnce. In scennrio 2, 84 percent
of the shortfall is represented hy the need to
overcome existing deferred maintenance,

Even if the railroads in the disiriet were granted
interest-free money to cover these needs, however,
the projections do not imply that long-term firancial
health 1s assured. Returns on net investment throughe
out the forecast period remain inadequate; with ong
exceplion, returns on investment are less than 3
percent.

Western Distriet. As shown in tables 3-2 and 3-3,
FRA projections indicate that railroads in the
Western District (exeluding those companies in the
West designated as marginal for the purposes of this
study) face a capitl shortfall of between $3 billion
and $4.4 billion over the 1976-85 period. These
amounts represent between 2.6 and 3.8 percents,

By conirail, the Bankoupt ronheastern raads, nclidsng the Bosion and Maine,
accuunied fur [3F uf the enles ol toad wperated in 1973, [4)
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TABLE 3-2. SCENARIO 1, PROJECTED SOURCES AND USES OF FUNDS, 1976-1985
{Million current )

Funds East South Wist _________Mnruinnl Tatal
Enst Wast
Sources of funds:
Funds from aperations® 3,300 2,147 9,104 1500} 13,909) 10,142
Sale of equipmant
abligations? 3,381 3,844 8,540 26 964 18,755
Sote af equity and/or dobt 376 448 686 35 120 1,664
Qher sources 177 178 324 n 204 911
Tmal sources 1,233 G614 18,654 {408] 12,621} 20472
Uses of funds:
Investment in road proparty 604 1,400 3,869 71 882 6.819
Investment in equipment 4,375 4,866 10,839 46 1,365 21,41
RAepayment of funded debt 556 289 G190 26 154 1,644
Ruepaymunt of equipment debt 1,821 Z,il0 4,320 26 682 9,095
Increuso in warking capital a5 383 1,940 53 341 3,168
Other uses 50 33 112 3 59 258
Tatal uses 1,067 9,120 21,689 226 3,483 42,478
Net additional funds roquired 724 2,506 3,035 634 6,104 13,003
Peak pdditianal funds required 761 2,506 3,005 G634 6,104 13,140

"Hamnnntl annual charpas to recalnad varnings (i.e., ex=dividonds! net of noncath items,

Boenditlopal cales agraements and equiprmuant trusts,
NOTE: Numbirs In paronthews donota nogatives,
SOURCE: Fedural Ralleoad Adminlitration study,

respeetively, of cumulitive projected freight reven-
ues. Net income will increase at an average annual
rate of between 10.73 and [1.43 percents, respective.
ly: cash flow from operations (after dividends) will
show an average annual growth of between 10.21 and
10.61 percents, respectively, By conirast, tonnage is
projected to grow at an average annual mte of 4.88
percent, with coal tonnage movements (a1 a 12.3-
percent per year growth rate} comprising the largest
¢lement,

Despite the Western District's greater trafiic
growth and higher earnings, overall rates of return
are poarer than for the Eastern Districr beeause the
western railroads must make higher levels of capital
expenditures (o finance growth, Financing this
growth jn an inflationary environment is difficult for
two rensons, First, inflation increases the cost of the
new equipment necded to handle additionul volume;
second, inflation crodes the profitability of carrying
more traffie, heciuse rate increases are  never
sullicient to cover inflationary increases in operating
expenses, Even so, projections indicate thut withow
the requirements to make wp deferred maintenance
and keep working capital at present levels, western
riilroads should be able 1o generate enough Nunds 1o
meet their capital expenditures, In seenario 2,
cumulative deferred maintenance ($2.7 billion) and

additional working capital requirements (32 billion)
exceed the projected shortfall by 30.3 billion; in
scenario |, these requirements exceed the shortfall by
$0.2 billion, 1f the Western Distriet railrosds were
given nterest-free money to fund annual projecied
shortfulls, avernge relurns on net investment would
ringe hetween 3.7 percent and 4.5 percent by 1985,

Southern District. The FRA projections, as
summarized in tables 3-2 and 3-3, indicate that
railroads in the Southern Distriel face o capital
shortfall of between $2.5 hillion and 32.8 billion over
the 1976-85 period. These amounts are equivident lo
between 7 and 8§ percents, respectively, of the
distriet’s cumulative projected freight revenues, i
significantly greater percentage than for the East and
Wesl, Moreover, unlike the Eust and West, the
South's shorfall is not so much related Lo the need 1o
overcome deferred maintenance nor to fund working,
capital (deferred nmintenance ranges from $0.0
hiflion to 30.3 billion, and working capital needs are
cqual to 304 billion) bwt to increasingly poor
earnings projections,

Although the South’s projected tonnage grows it
an annwal rate of 2.25 percent over the 1976-85
period, its net income decreases al an average annual
rite of hetween 5.94 und 11,23 percents, respectively,
Cash flow from operations (after dividends) iereases
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TABLE 3-3, SCENARIO 2, PROJECTED SOURCES AND USES OF FUNDS, 197G-1085

{Millian S}
Funds East Sauth Wost Marginal Taral
East West
Sourcas of funds:
Funds frem oparations® 2,826 1,836 1,724 {587) 14,800} 6999
Sole of equipmant
chligatians® 3,381 3,844 8,540 26 264 16,756
Sale of equity and/or deht 375 448 GBG a5 120 1,664
Other sourcas 176 176 324 s} 205 a10
Total saurces 6,758 6,302 17,274 (495G} 13,511 26,338
Uses of funds:
Investment in road praparty 609 1,403 3,859 1 882 6,818
Investment in aquipmant 4,378 4,886 10,839 46 1,368 21,49
Repaymuent of funded debst 656 289 619 26 164 1,644
Mopaymant ol aquipmant dals 1.5Z1 Z,148 4,320 prit] 682 5,095
Increata in working copital 451 383 1,881 52 348 3,185
Other usas 50 33 "3 4 58 258
Toml uses 7.957 9,120 21,701 225 3,480 42,492
Net additional funds required 1,169 2,817 4427 7 7,000 16,164
Peak additional funds required 1,199 2m7 4,427 kril 7,000 16,164

2 Reprasants annuni charges 1a retained sarings (0., ex=divkisnds} not of nancash ltums,

'Condlitlonal sales agruamants and squipment trusts,
NOTE: Numbars It paranihdsos genats nogalives,
SOURACE: Fuderal Railroat Administration study,

at an average annual growth rate of belween 242
and 1.7 percents, respectively, These patterns persist,
however, only in the inflated {wrojectinns,

Although inflation simikarly affects all regions’
revenues, expenses, and capital expenditures, projec-
tions indicate that the South’s income statement
suffers more in an inflationary environment than do
the others. The South's net yield from general rate
increases granted 1o offset inflationary cost increases
is lower than for the other regions, Historically,
southern railroads have experienced more holddowns
and exceptions to rate increases than other regions,
primarily because they face greater competition from
other modes of transportation and must try to
maintain competitive rates, The FRA projections are
based on the assumption that the South's effective
yield from rate increnses will remain less than (he
otler regions,

Marginnl West. The capital shortfull for the
Marginal West milroads is estimated 1o range
between $6.1 billion and $7 billion. These, amounts
are equivalent to bhetween 22 and 25 percents,
respectively, of cumulalive reight revenues over the
period, Consequently, projections indicate that five
Marginel West companics account for hetween 47 (o
43 percent of the foreeast shortfhll for the entire
industry, The primary source of the shortfall is
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readily apparent, Funds from operations range from
a negative $3.9 billion 10 a negative $4.8 hillion over
the 10-year period. Worse, total sources are negaltive
thronghout the period, In other words, the group’s
net operating losses alone, before nccounting for any
capital expenditure, are more than enough to deplete
all seurces of funds, Deferred maintenance compris-
es between 30.7 billion and $1.6 billion of this defieit
cush flow,

These poor operating results relate, in part, lo
sluggish traffic torecasts: Annual average tonnage
growth for these compunies is only 1.77 percent, The
results also reflect increasingly incfficient operations
that, in turn, are @ consequence of relatively low
tralfic densities.

Murginal Fast, Projections for the companies
comprising the Marginal East group also indicate a
hlcuE financial future, The total shortfall is forecast
as hetween $0.6 billion und $0.7 billion, This amount
represents between 25 and 29 percents, respectively,
of cumulative freight revenues,

The bulk of the shortfull nrises from negative
carnings rather than from requirements [or capital
expenditures. Total funds from operations over the
peried are projected to range from minus $0.5 billion
to minus 306 hillion. Of this total, the monies
alloeated for deferred maintenance are only partially



responsible Tor this deficil; cumulative deferred
maintenance is between 30.07 billion and $0.2
hillion. Total sources of funds range from minus $0.4
billion to minus $0.5 billion. Even il Marginal East
companies could use borrowed lunds to finance
equipment purchases to offset operating losses, they
would still lose $0.4 billion to $0.5 hillion over the
periol,

Estimited growth rates for Murgingl East are
somewhat higher than for Marginal West: average
annual growth is 2,07 pereent, but, again, traflic
density is relatively low.

Dlarginal Compnny DTmpucts

The capital needs of the marginal railroqds are
greater on a proportional basis than the financially
stronger railronds, but their eperating results are so
much worse that even i they were able to reduce
their eapital needs, further bankrupteies may oceur
as operating expenses bepgin to exceed revenues,
While there are many reasons for the ill healith of
these companies, one common problem is Jow traffic
density. The average density level of the seven, as a
group, is ounly 487 million gross lons in 1973,
compared to 9.76 million gross tons for all Class |
raifroads. To alleviate the problem of low traffic
density levels, or excess fixed plant, the DOT has
undertaken to work with the railroads in the Midwest
te assist them in eoordinating their operations and
consolidating their fixed plunt assets in order 10
reduce costs,

A second common problem is the diflicully in
funding fulure miintenance requirements, While the
entire industry’s required maintenanee levels for the
next 10 years will be far greater than in the lnst 10,
the low-lonnage roads will be especially hard hit on
lie replacement requirements. Slightly over 50 per-
cent of the total cross ties belonging 10 the seven
marginul railroads have a remaining life of 10 years
or less, but under normal engineering standards, only
30 percent would have & 10-year life or |ess,

These figures make clear that the traflic carried
by these weaker roads will not be sufficient to justify
the level of jnvestment needed to rehabilitate and
maintain their plants on an individual bosis, Average
densities could he improved, to some extent, if these
companies could abandon uneconomic branchlines,
But abandonment of light-density lines alone will he
inndeguette to raise average density levels 1o a point
where these railroads can be sell-sustaining.

The revenue rates at which the traffic is carried
are #lso relevant, but even if these companies were
able to raise rates selectively, and thereby reduce the
shonfall, low traftic density might remain a problem,
It is not coincidence that five of Lhe seven weak
companies operate in the Midwestern States contuin.
ing the greatest il service redundancy, The two
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others are located in the Northeast, where the
combination of excessive track and declining traflic
levels sent seven companies into bankruptey, Togeth-
er, the railroads designated marginal account for
approximately one-hall’ of (the $13,1 billion 10 §16.2
billion capital shortfall forecast for the entire
industry,

THE SHORTFALL

The following discussion of’ the projected shorl-
fll will focus upon the sensitivity of projections (o
assumptions, a comparison of FRA' current analysis
to other forecasts, the ongoing nature of the shortiall,
its effect, and the potential for reducing the shortlall.

SENSITIVITY TO ASSUMPTIONS

The FRA has made every effort w0 insure that
the methads and assumptions used to derive the
projections were sound and reasonable. The final
results, nonetheless, are bound to be sensitive to
changes in assumptions. To evaluate the reasonable-
ness of the forecasts and 10 help identify Federal
and/or industry actions that would reduce the
capital shortfull, FRA is condueting sensitivity
analyses of the forecast. Those nssumplions that arc
critical 10 the ouicome o’ the current projections and
thit might be subject 1o change include the follow-
ing.

& The general economic scenario, including inflation
and gross national product (GNP) growth rates

& Rujlroad commodily projections

e The regulttory environment, including rate in-
crenses, holddowns, timelags, abandonment, and
merger applications

@ Diversion of traffic to other modes of transporta-
tion

& Equipment utilization

& Labor productivity

& The industry’s borrowing capacity

e The industry's commodity market penetration and
tariff polictes

& Maintennnee-of-way expenditure projections

® The size of the railroad track network

COMPARISON OF FORECASTS

When compared to foreeasts prepared by the
First National City Bank (FNCB) and the ICC (in
Ex Parte No. 271), FRA projections do not appear
unrealistic. The FNCB, in 2 study altached 1o its



analysis of the United Stales Railway Association's
(USRA)Y Final System Plin, concluded that the
industry {excluding Conrail} fuced a1 least a $10
billion capital shortfull problem over the [1976-85
period,[5] According to the FNCB analysis, if the
railroads (excluding Conrail) tried to catch up on
deferred maintenance in addition to their normal
capital requirements for equipment, road property,
dividends, debt maturities, and interest, there wouil
be a cash shortfall of $21.1 billion genernted between
1976 and 1985, Assuming that traditional equipment
financing would provide 311.8 billion of this amount,
the industry would be left with a *$10 hillion
financing problem,” significantly in excess of the
industry’s 81,1 to $1.3 billion theoretical debt
capacity.[5)

In a review of FNCB projections for the Office
of Technology Assessment of the Congress, Hui-
bridge House, Inc., noted that most of this financing
problem is associated with the FNCB assumption
that annual shortlils will be financed, as needed, by
long-term dehl.[6] As a consequence, the 10-year
shortfall is “swallen by the interest and repagmenl
requirement (or the nssumed borrowing™ Harbridge
House restated the (orecasts without this assumption
and concluded that the industry faces a shortfall of
about $5 billion. The impact of this shortfall is that
“internully generated cash will be suflicient 10 hold
maintenance at & *normalized level,” but not to make
a signifieant reduction in existing deferred mainte-
nanee,” Harbridge House also stated that the
railroads’ cash needs would be increased dramatieal-
1y if equipment financing does not continue lo be
uvailable, noting that several recent events have
raised questions ahout the continued availability of
such financing.

In addition, the Harbridge House report found
that the variability between the performance of
strong and  weak roads could create additional
railroad bankrupteies, even il the industry as a whole
had no capital shortfall.

In 1976, the ICC projected a capital shortfall
signiftcantly greater than that forecast by the FNCB.
As part of Ex Parte No, 271, the ICC foreeast an
$11.5-billion gap over the 1976-85 period for the
total industry (excluding Conrail, the WNational
Ruilroad Passenger Corporation (Amtrak}), and the
Chicago, Rack Island and Pacific), less assumptions
regarding any linancing charges that would occur if
this shortfadl were met by long-term debt. The
shortfall varied hy region, ranging from $2.7 billion
in the East 1o approximately $4.4 billion in both the
South and West,

Many factors might be responsible for the
sizeahle difference between the $35-billion shortfall
forecast by the FNCB (as adjusted hy Harbridge
House)y and the $11.6-billion shortfall forecast hy the
ICC, bui three stand out: The general economic
scenario used by the [CC was significantly more
pessimistic than the one used by the FNCB; the
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ICC's 10-year foreeast of the industry's capital
expenditures was $4 billion higher than the FNCB's
forecnst (more equipment and less facilities invest-
ment); and the FNCB assumed that snnual labor
productivity equal 1o 3.7 percent would continue
aver the 1976-85 decnde, while the ICC assumed that
labor productivity would diminish over time, In
addition, the FNCB projections were not entirely
ticd 1o its general economic seenario; revenues were
derived hy assuming o range of operating ratios,
While this analytical method was more than ade-
quate for the purposes of the FNCB analysis, FNCB
noted in its summary of key assumptions that il
considered its assumption regarding the 1976 operat-
ing ralios as particularly “optimistic.” The 1CC
projections, on the other hand, were derived from a
computerized financinl madel that forecast revenues,
cipenses, and capital expenditures on an individual
account Jevel and integrated the accounts with its
general economic scenario,

Despite its thoroughness, the TCC was quick o
cint out: “There is no presumption as 10 the
infallibility of the projections.” The 1CC maode] is
currently undergoing revision o refine some metho-
dologies and incorporate recommencled adjustments.

These adjustments may alter the dollar amount
of the projected capital shortfall, but they uare
unlikely to slter the basic conclusions of this report
ind the FNCB and ICC studies. The industry,
indeed, faces a significant shortfall over (he next
decade.

ONGOING NATURE OF
THE SHORTFALL

Projections of a significant capital shortfall over
the next decade will hardly surprise railroad manage-
ment, The industry has been unable 1o generate
enough funds 1o meet all its capital needs for some
time. To compensate, many segments of the industry
have had to delay capital expenditures and defer
maintentnce, Funds generated from operations have
been supplemented by drawing down  warking
cupital and by increasing the level of debt financing.
Even these measures were not suificient for some
companies.  Eight railroads, including the Penn
Central (the largest in the country at the time), filed
for bankruptey between 1967 and 1972 Two mare
companies have since joined their ranks. Although
the “portheastern  bankrupteies were  significantly
related to regional economie difficulties, all bankrupt
railroads are evidence of the increasing inability of
the industry 1o survive by relying on the sort of
defensive measures just described,

Current shortfall projections are more meaning-
ful than those of the past because the imlustr?‘ has
come close to exhausting its reserves. Total industry
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working capital (including material inventories) has
declined precipitously over the laste 20 years. from
$1.06 bitlon in 1955 1o $0.22 billion in 1975, and
fixed charge coverage has decreased from 3.78 in
1955 to 1.60 in 19750 These figures indicate that the
industry's ahility to reduce warking capital still
further or to obtein external capital much beyond
that needed for equipment or for the refinancing of
existing debt can be seriously questioped, The
industry has come close 10 exhausting its ability to
defer maintenance and delay cupital expenditures.
Alrendy, failure 1o adequately maintain rights-of-way
fcilities is compromising the service quality and cost
performance of some railroad compinies,

EFFECT OF PROJECTED SHORTFALL

Unless actions are taken to improve railrond
earnings by correcting some of the industry's
underlying problems, railrond spending levels, in
many cases, will continue 1o be fess than needed to
support long-run financial health. Unless the status

Lo is c]mngcd. the industry will continue the
ownward spiral of the past, with such long-range
consequences as further deterioration of facilities,
poorer quality of service, inability 1o compete with
other modes, and continued losses of traflic and
revenue, More specifienlly, continuation of the status
quo and the resultant shortfall in eapital funding
might cause the following results,

& A continuation of plant deteriorstion due to
indequate maintenance-of-way budgets nnd a lack
of capital to make major improvemenis in facilities
could oceur, This, in turn, could result in slower
service, o greater number of train derilments, and
the possible clasing of some lines, Efforts to improve
randway structure and other long-life assets will
suffer most from the projected shortage of capital
becnuse such improvements are usually funded by
internally generated funds, This i purticulurly
strious  because a greater-than-normalized level of
maintenance must be performed over the next
decade, ¥ especially on the marginal railroads lenst
able to afford it

@ There could be equipment shortirges due to unduly
constrained equipment mainlenance budgets, slower
train speeds, and the inability of finuncially weak
railroad companies to obtain enough private equir-
ment financing to meet their needs for new freight
cirs and locomotives,

¢ There coukl be n weakening of individual capital

WAL figurer exclude Contail’s predecessors. Fised charge coverage represents a
ralio of net income available for fixed charges 1o fixed chazges dinterest cxpemics for
cquipment and pther drbt).

138¢g f1g. 18, <h, |, which describes the long-1erm mainienance cycle.
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structures, as additional borrowings are undertaken
on more stringend terms with little, i any, hew equity
sold,

e The financial failure of some marginal railroad
companies (the Milwaukee Road has entered bank-
ruptey since the start of this report), and the possible
downgrading 1o margini status of some railroads,
not now considered as such, would take place,

& There would he an inability 10 make those capital
improvements thut are necessary to adapt to chang-
ing economic paiterns, thus limiting the industry’s
ability 1o retain its current raffic base or to respond
to new arens of economic growth,

® The loss of the market share to other modes of
transportation would continue,

e The shoriening of average debt maturities would
occur because ol an ever-growing reliance on
equipment financing and a decrensing ability to
obtain longer term debr, This, in turn, will reduce the
industry's {lexibility during the economic downturns
in the business cycle,

® There would he a decreasing ability to undertuke
major consolidation and coordination projects (ei-
ther through mergers or joint agreements) aimed at
impraving densitics and reducing costs where such
projects require substantial amounts of capital,

8 There is the possibility that even financially
healthy companies will find it increasingly difficult to
abtain external capital atl affordable rates because
investors may perceive too great a link between their
fortunes and the condition of the entire industry.,

e There would be increasing pressure on  rail
mamagements by stockholders Lo increase dividends,
10 esiblish and transfer nonessential assets to
holding companies with a view toward diversifying,
o nunimize reinvestment in railroad compan
operations, and 1o otherwise disinvest from the rl
industry because of low rites of return.

This state of alfairs will not, of course, oecur
overnight. Yet, as shown in figure 3-1, the greatest
shortfull between funds flow from operations and
capital expenditures is projected for the near future,
Even il actions are taken immediately to improve
railroad earnings and correct underlying problems,
additional bankrupteies and further deterioration in
fucilities and serviee may still oceur,

REDUCING THE SHORTFALL

Theoretically, the shortfull can be reduced by
either increasing the industry's source of funds or by
decrensing the need for funds (or some combination),
In turn, sources can be increased by increasing
revenues, by decreasing expenses, or by enhancing
the industry's access to external capital, Realistically,



however, each of these actions has its limits, and an
understanding of these limits s eritical to the
development of #ny recommendations the Federal
Government might make to help eliminate the
projected shonfall, The limitations of particular
voncern to DOT will be discussed below,

Revenves

The FRA-projected 10-year shorilzll represents
hetween 5.7 und 7 percents, respectively, of the
industry’s projected [reight revenues over 1?1;‘ period.
This percentige suggests that elimination of the
shortfall through general rate increases might be
feasible. If the level of traffie diverted to other modes
beeause of rute increases does nat prove (o be sell-
defeating, such increases could enable the industry to
abtain better earnings on its traffic and possibly 1o
climinate traflic currently earricd at rates below
variable costs. As the 1CC pointed out in Ex Parte
No. 274, however, the indusiry's ability to overcome
the shortiall through general rate increases is limited:

Recent experience shows that even the
ardinary general increase fo keep pace with
aperition expenses is most difficult for the
ruilroads o apply without diverting so
much traflic 1o’ competing modes as 1o
mitke the increases self-defeating[3)

Railroads woukl be in o better pasition 1o
implement general rate increases withoul the threat
of diversion if implicit and explicit subsidies to other
transportation modes were eliminated, or, at least,
reduced. I this were to happen, the rates of
competitive modes would have 1o be increased to
cover the full economic cost of aperations, and this,
in tern, would raise the rate level that railroads could
charge without diverting traffic to other modes.

The difficulty in implementing rale increases
applies more o general rate increases than to
selective rale increases, A number of commodities
carried below cost or al rtes considerably below
thase justified by market demand theories already
have been identilied. The need 1o permit the industry
to Lirget rate inereases o specilic commodities was
recognized by Congress in the regulatory reform
portion of the 4R Act, Because the [CC, initially,
chose to interpret this new legislation in a restrictive
menner, litle progress has occurred. A recent
decision handed down by the ICC in Ex Parte No.
338, however, recognizes the merit in permitting a
riilroad company suffering from inadequate revenue
levels to implement seleetive rate increases, 11 the
raitroad companies are successful in targeting their
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proposals and it the 1CC is generally receptive to
these requests, a considerable portion of any project:
ed shortfull could be reduced.

Operating Expenses

The FRA-projected shortfall represents betweett
6.8 and 8.3 percents, respectively, of tolsl projected
operating espenses over the period. Any reduction in
operating expenses would have 1o be over and above
the existing level of annual improvements in cn\uip-
ment utilization, labor productvily, anl technologi-
s change already assumed in the projections,

Roowm Tor additionad improvements obtins in
the following arcas: yard and terminal operations;
car information and distribution systems: blocking
and scheduling; cost accounting and  reporting
systems; customer detention rates; and labor-man.
agement agreements, Although the industry does not
foresee any extraordinary technological improve-
ments, the extension of efforts already underwiy 10
apply technology from the electronics field 1o
communications, siganling. and car information
systems may also yield henefits heyond thase already
assumed.

Although the industry’s opportunities 1o reduce
operating expenses are significant, major savings
from restructuring or abandonment of uneconomic
branchlines are unlikely 1o be identified and realized
soon enough, even il the capital w implement them
were available. Moreover, the industry could not
generate enough savings shrough improvements in
opurating efficiency to eliminate the shortfall totally.

Externat Capital

As diseussed earlier, the availability of exterpal
capilal above the amounts needed Tor equipment
fimancing or the refinancing of debt will be extremely
limitedd. Although there are individual exceptions,
rrajected Mtare earnings are, for the most part, 100
ow to expect the private financial community to he
receptive to the industry’s need for the additional
debl or equity funds required o e¢liminate the
shortfall. [f some of the meisures described in the
preceding parsgraphs for increasing revenues il
decreasing operating expenses were implemented,
however, the indusu‘f"s borrowing capacity would he
enlanced substantially.

Even if these measures are successful, railroad
carnings muy not improve guickly enongh 1o solve
the industry’s immediate need for additional eapital.
Therefore, the Federal Government may he called
upon to enhance the indusiry’s borrowing capagity
by providing Federal assistance.
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Reducing Capliad Expenditnres

The fevel of eapital expenditures assumed in the
forecusts represents the amount of funds the industry
should spend to handle prajected traffic volumes at
current levels of service and to maintein facilities
according to engineering principles, These require-
ments could be reduced I concerted elforls were
made to abandon uneconomic lines, consolidate
redundant facilitics, and otherwise resiruciure the
industry’s physical network along the lines to be
discussed in chapter 4. In the past, the induostry’s
ability to restructure has been limited because of
impediments to the abandonment process, lack of
transitional assistance for communities and shippers

facing changes in railrond service, and the fact tht
mast riilroad  property s subject 1o morigage
covenants that virtually prohibit sales or transfers of
substantial railroad assets except through mergers,

As shown in appendix’ A, one assumiption
underlying the FRA estimate of the level of capital
needed for equipment expenditures is that the
ropartion of shipper-owned cars available to the rail
industry will be held a1 1975 levels, Given expecta-
tions regarding the demand for transportation of coal
over the next 10 years, however, the proportion of
shipper-owned freight enrs, particularly Jor coal
shipments, may increase. IF so, the capital require-
menis of the rail industry would be less than forecast,
although there also would be a reduction in freight
TEVEnues.
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RESTRUCTURING: ABANDONMENT,
COORDINATION, MERGER,

PUBLIC OWNERSHIP

Comypetitive building of railroads in the last cemtury resulted in a vast network of
muftiple railroad lines and companivs. Many lines are no longer neceded, and many
vthers could be downgraded or abandoned if existing traffic were consolidated onto the
parallel or conmecting fnes of other rail companies, Consolidation or coordination of
parailel services holds the potential for savings in operating costs and aveidance of
rehehifitation that otherwise would be needed. Throughout its history, the industry has
had extensive experience in secking consofidation suvings from intercorporate mergers,
but surprisingly little experience——and, indeed, traditional reluctance—to achicving the
samte types of savings through actions short of merger. The Department of
Transportation (DOT) believes that trackage rights agrecmends, werminal consolidation
prajects, inarket swaps, and coondinated abandonments are appropriate means of
restructuring and may avoid some of the disadvantages of merger, while achivving cost
seavings.

Restructuring activities can be carried out in a manner that will ensure that those
services deemed essential will continue 1o be provided and result in stronger rail
compties to the benefit of the vast majority of shippers. The rise of intermodal
competition and the contingution of regutatory authority will cushion rednctions in
interrailroad competition.

The DOT will assist company-initiated restracturing efforts under the anthoricy
granted the Secretary of Transportation in section $01 of the Railroad Revitalization
and Regulatory Reform (4R) Act of 1976, That authority permits the Secretury to
convene conferences of railroad companies and other interested parties fo consider
arrangements for more effective structaring of the rail systen. Rail compatios may
participate in suek conferences free of antitrast lability, but agreements reached reguire
the approval of the Secretary. The Secretary ny, if he fimls a proposal has inerit, urge
its adaption by the Interstate Commeree Commission (1CC).

The Carter administration’s proposed  revisions of the  Federal branchline
assistance program will provide State Governments with additional flexibility to aid the
rehabilitation of some tocal service nes before these lines reach the poin of approval
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Jor abundonment, Carcful selection of lnes to be upgraded, on the one hand, or
abundoned, on the other, will be an important part of future rail-restructuring efforts,

A husic assumption of this chapter und the entive prospectus is thar restructioring of
the raifroad system should come fram the initiatives of railroads in the private sector.
Foderal financial assistance or public ownership of tndividual facifities should only be
used to facilitate and to encourage courdination efforts in the private scetor. Public
owitership of the ficed raif plant would be an expensive and umnocessary aftornative,
Furtheriure, it wonkl inerease Govermnent control over railroad  operations anid
substitnte potitical for economic decisions amd thereby impede the attaimment of an
econmical and officient vail transportation system,

The ULS, raiiroud indusery needs o large aenonint of plrysical vestructuring to ensure
safe and profitable rafl xervice in the private sector. That restructuring will not oceur
withaur the enfightened cooperation of curvives, shippers, fabor, and Governtient,
Restrucruring iv no less important than copital financing, regulatory change, aml
Govermnent policies toward other modes as part of the solution of the rasiroad problen,

INDUSTRY ORGANIZATION
AND ECONOMICS

There is not s single national rail system as such
in the United States, but o milroad industry made up
of individual, private companies thit both compete
and cooperate, Two companics may cooperate in the
operation of run-through trains over connecting
lines, yet may simulianeously engage in intensive
compelition in other markets. Railroad companies
hoth itterconnect and paralle] one another; they are
dependent on one another and yet are competitors,
This is a fundamental characieristic of the industry’s
structure, IL affects the ability of the indusiry to
achieve cost savings through restructuring, while
preserving competitton in the industry.

The comp]cxilf' of he industry structure (or
arganization) of railronds is such that o brief’ review
of several other important characteristics of the
industry wilt be useful.

A PRIVATE INDUSTRY PROVIDING
PUBLIC SERVICE

Even though the United Suutes has a private
railroad industry,! regulatory strictures upon eniry
and exit for both lines and services make it elegr that
rail transportation is, in both law and practice, a
public service, This hits a continuing effect upon the
day-to-day operations and system structure of the
ritlroads,” but it hecomes particularly important
when there is a threat of cessation of rail service,
When such a threwt occurs, concern arises that
“essential rail services” will be terminated,

Amang athict patines, vy Canada s 2 majin railroad 1 private nwpership,
Canada has two magar rad companies, une prsvate and one puhlic,
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The reenrrence of this type of concern has given
rise to proposals that eriteria be developed that
would permit the specific definition of essential rail
services, For example, the Military Traftie Manage-
ment Command (MTMC) of the Department of the
Army has defined a rail retwork that is “essemial™ to
the provision of rail services under a variety of
defense contingencies, Termed "STRACNET —the
Strategic Rail Corrider Network —MTMC's analysis
is hased upon specilic criterin for precisely predict-
able future needs, and as those needs change,
adjustments can be made. Likewise, the Department
of Agriculture has expressed an interest in defining a
rail network “essential” 1o the needs of agriculture
and rural Americi,

Although this approach warks well enough for
defense planning, with its prediciable and massive
requirements targeted to specific contingencies, such
an approach is not deemed feasible for commercial
rail traffic, The principal reason for this is that in
view of the vastness and the dymamism of the LS,
surface transportation system, it is not possible either
to conduel o sadisfetory analysis or o predier the
extent and location of changes so as o efTectively
define a nationwide system of essential rail lines and
services,

For this resson, the DOT believes that essential
rail services need to be defined only in the contest of
proposals for abandoning lines or discontinuing
services, whether through normal proceedings hefore
the ICC or in the event of the financial inability of a
railread company to continge to provide serviee. In
such instances, it becomes apparent that the view as
to which services or lines are essential chitnges a
great deal, depending upon the perspective. Service
and lines that are essential lrom o Jocal and regional
perspective may well he viewed as nonessentinl from
the standpoint of national transportation require-
ments,



EXCESS CAPACITY

Excess capacity is found in track and struetures
built te far higher standards than are needed for
existing trathie levels and in multiple mainlines of
campanies competing for tridfic 1o the same points.
Although considerable excess capacity exists Ew the
industry as o whole, capacity constraints may he
severe on cerditin railroacl lines or at eerain points in
the system. Wihere excess capacity exists on parallel
lines, juint operations over a single line system will
produce sigmificint cost savings,

ECONOMILES OF GREATER DENSITY

In railroading, unit costs generally decrease as
traflic density increases, This is especially wrue where
excess capacity exists, With exeess capacity, a
railroad could eperate additional trains or longer
trains aver the same facilities, earning additional
revenues at the average per car rate while experienc-
ing incremental costs at lower than avernge per car
levels, 36 an investment in additional capacity is
required, however, margina) costs may  exceed
Average costs,

Economies of density differ from economies of
scale: the former refers o the incremental costs of

handling more traffic on a segment of track: the
latter refers to incremental costs related 10 inerepsing
the size of a firm, 1F there are ecconomies of density,
parallel lines that have excess capacity should be
consolidated, If 1here are economies ol scade,
raifroads could he permitted to grow larger without
fear of worsening cost performance. Recent stulisti-
cul studies seem to confirm the existence of ccono-
mies of density in railroading but show litde it any
evidence of economies of scale.[1]

COMPETITION

Traditionally, public policy has valued competi-
tion as o regulntor of private economic power,
Economic theory holds that competition results in
the most efficient allocation of resourees, sinee it
causes prices (and, henee, the amount of goods

urchased) to reflect costs of production at efficient
evels, The same type of econantie theory holds that
regulation can substitwe for competition, but it is not
usually as adept at wllocating resources, Indeed, the
best reason [or encouraging competition may be 1o
avoid the necessity for public regulation. An ideal
industry organizition wounld realize the benefits of
hoth eompetition and cost efficiency by having the
Targest possible number of firms, each ol which is
large enough to exploit all available cosl economies
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in serving esisting market demand, That is, the ideal
industry would have as many competitive firms as
demund and elficient cost pedorninee would permit,

The vailrosd indusiry is more complicated than
manufacturing industries because of its geographic
market structures, The location of railroad compa-
nies affeers their tradfie mix, cost pecformance, and
profitability, Segmented markets give rise to difticul-
ties in discerning economics of seade and  density.
Also, markets must be examined on 1 case-by-case
basis to determine i competilion is desirable, The
geal of public policy should be improvement in rail
systemt profitability without sacrificing the public’s
interest in having competition alocate resourees and
condral prices,

Competition wmong railroads, enlike highway
aad water carrors, depends on ownership of o roue
or aceess 10 the line of imother company in the
market. A sizeable investment is involved in the
ownership of rights-of-way, and owning compinies
often resist propositls to share their lines, A healthy
compitny may tike he view that it should not be
required 1o provide a weaker company aceess to
high-quatity wack, thereby enabling the  weaker
company to compete on equal terms for conneeting
traffic that otherwise would be captive, Changes in
competition in a given market are difficult to effect
and fairly permanent onee made,

Railroads face competition not only from other
railroad  companies but also from other modes of
ransportativa Iy e past, and perhaps (o o grem
an extent in the present, railroads have focused their
competitive activities on aher railroads rather than
on the other medes, IF rifroads are to increase--or,
in many instances, even stabilize their share of the
market—they must direev their interesl toward a
broader share of the market for transportation
services, repardiess of which mode now carries the
traflic. The need for ruilronds 1o do his, in DOT's
view, has become greater as the capahilities of the
other surface modes have increased, thus making
them effective competitors for an even larger portion
af the traffie traditionally hauled by rail,

This growth in effective intermodal competision
has important implications for rail system restructur-
ing. Principally, o means that for markets in which
the bulk of raffic is subject to eflective intermodal
competition, the number of rail competitors can be
rediced withow fear that shippers will be subjected
tw the potential abuse of monepoly power by a
railrond.

Figure 4-1 summuarizes both sides ol the continu-
ing controversy on competition among railroads,

TYPES OF RESTRUCTURING

This section discusses various means of adjust-
ing the rail industry's strocture and the current
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Argumunts lor intarrailroad eampetition
Firms of small ar madoratu size nre mora sfficiant than the Jorgest firms,

Economies of density can be achievdt through ereation of proper route structures
and axtonding joint operarinns,

Railronds alroady hava last almast all divertible traffic 10 other modas, so only
intereailroad competition is etfectiva,

A dargor numbar of eampatitive firms keeps open o targar pumber of future
restructuring eptions,

Good servicy to shippors derives from aggressive competition af more thar ane
tirm far a given amount of business.

Competitive firms witl be financiat)y sound i1 undarlying conditlons are sdequate,
because competition provides incantives to good managemant ond firm size is ot
optimal scala,

Acciprocol switching and shorl-haul competition are inadeguate substiwes for
full point-ta-point competition, bocause they depend on cooperation among
Interlining, or switching, campanies thot must compate hoad-to-hoad o ather
situations. The conflict from somutimes cooperating und somutings competing
is dobilitating to tha industey.

SOURCE: Adspled fram USRA, Praliminary System Pian, 1076, p. 110,

Argumunis ngainst interrailsond campetition

Larger firms are, at least potentintly, more efficient than smatler firms, especintly
if the latese manaperial technitues are employed,

Economies of density are best achieved by consalidating fraight tows avar the
minimum number of rall faciisies,

tmorrnilrond competition was beneficial in the past, but is largaly nonexistent
or irralewnnt taday, hocause firms in ather modss sat cost and service stondards,

Asmallor number of fiems nllows concentration of scarca managesial talant, and
Fadernl assistance funds can bo focussad in timited areas.

Good servien 1o shippers derivos from goncontration of traftic fiows, enabling
mare frequant schedules, run-through treins, better plant, e,

Financiol viability is contingent upan minimum plant duplicatian and avoidance
of destructive compatition—which undermines tho rate lavat,

Reciprocal switching and short-haul competition are substitutes for full point-to-
point, long-haul compatition,

FIGURE 4-1, INTERRAILROAD COMPETITION, PRO AND CON.



position of DOT regarding restructuring. Consider-
able change is necessary il the industry is to remain
profitable in the privale sector. The DOT believes
that many rail operations can be coordinaled 1o
achieve cconomies of density without sacrifice of
competition. In other cases, existing traffic levels will
not sustain  profitable operations by competing
railrond companies, Often, track abandonment will
be necessary, and shippers will have 1o rely on other
modes for service, Rail mergers, historieally an
important means of restructuring, must he examinet
on a case-by-case basis, Public ownership, discussed
later in this chapter, raises many issues in addition to
questions of industry organization.

The structure of the industry can be changed in
a variety of ways. Some types of restructuring can
accur within a single firm; others cross corporate
lines. Seme involve only physieal facilities; others
involve fimancial structure, Various restrucluring

mechanisms and Governmenl involvement in each
are shown in figure 4-2,

Merger, count rearganization in bankrupicey, and
public ownership mechanisms change the institutions
that make up the rail industry. Shart of merger,
existing railrond managements control the restructus-
ing process; with merger, bankruptey reorganizition,
and public ownership, new instilutions are created,
and new managers itre browght in to control specific
properties and services.

MAINTENANCL STANDARDS
AND NEW CONSTRUCTION

To conform 1o changes in traffic velumes,

railraad companies frequently alter the eapacity of

track segments and yards, Capacity may be increased
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FIGURE 4.2, RESTRUCTURING SPECTRUM.
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by improving signal systems, lengthening and in-
creasing the number of sidings, improving grides and
curves, improving ties and subgrade or by increasing
the weight of rail, Cupacity is reduced, generally, by
deliberntely delaying maintenance and repairs, Alter-
alions in operating patterns may also affect capacity,

For the periad 1963-1973, there bis heen an
increase of over 12 percent, or 6,650 miles, in the use
of heavier weight il (129 pounds per yiard and
heavier). Railroads have slso upgraded their plant
through increasing the amount of welded rail by 187
percent (or 47,000 miles) during the same |0-year
period, Over 48,000 miles of o centralized wafic
control (CTC) system have heen instatled. The CTC
installations permit railroads either o increase the
cnracil_y of the more heavily used routes or o
achieve equivalent capacity with fewer tracks,

On the other hand, ithe railroad industry has
deferred  between 528 and $6 billion of track
maintenance, most of which affeets fower density
lines, especially yards and branchlines, Track down-
grading, if not judiciously applied, can result in the
loss of profitahle trafiie, Nevertheless, most compi-
nies have been able 10 modify their existing plams to
bring capacity into closer conformity with current
traffic levels.[2]

To provide better service to new and changing
markets, railroads have constructed 1,500 miles of
new lines and built 23 major auwtomated elassification
yards since 1964, These new additions are modest
compared to the changes in market demand and the
changes in the physical plant of competing modes.
Individual riilroads often are hard pressed to justify
major additions and improvements to their physical
plant.

ICC approval is needed for construction of
major new lines. This is likely to continue to he
relevant oaly in the case of lines built 10 major
mineral deposits, particularly newly developed conl
fields,

ABANDONMENT AND SUBSIDY
OF BRANCHLINES

In the past, rail lines often were buill on
speculation and in anticipation of traffic that never
materislized. With regional shifts in population,
industry, and commerce, and with the development
of the suburbs and an effective highway system,
shippers once dependent on the railroads wrned to
trucks lo move commodities for shorl and medium
hauls, Mergers have also made much irackage
redundant, Railroad companies burdened with un-
profitable lines typically have deferred maintenance
and reduced frequency af service on these lines,

Line abandonments involve complex legal and
ccanomic interests of Government igencies, ship-
pers, and communities, The ICC s respensible for
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determining  whether or not abandonments are
consistent with the public convenience and necessity.
In carrying out this responsibility, the ICC must
examine the views of all other patentinlly affected
parties, a process that often becomes time consuming
and costly for the railroad and the Government,
Even under the expedited procedures established
purstant L the 4R Act, o decision by the 1CC on 1
conltested abandonment application takes 12 to 13
months, As a result, companies ofien pursue only
refatively noncontroversiad facility abandonments,

Abandonment applications increased in number
and importanee to individual companies during the
1930°s beeause of the general business decling and
the impaet of highway competition. Ahandonments
declined during the higher traffic years of World War
H wad the Korean War, but, as shown in figure 4-3,
abandanment activity increased substantially in the
mid-1950% and continues to the present, From 1964
to 1972, milroads sought o abandon 19,767 miles,
and 13,958 miles were awthorized for abandonment
by the 1CC, Total route-milenge dectined during that
period by 8,603 miles, or slightly over 4 pereent. In
1976, there were 94 abandomment petitions involving
1,635 route-miles,

Not all abandonments involve small line seg-
menis, Since 1970, 13 cases in which the 1CC granted
abandonment applications have involved more than
100 continuous miles, [n three significant instances,
the abandonment involved the entire railrond: the
331 miles of the Rutland Railway: the 287 miles of
the Tennessee Cemral Railway; and the 168 miles of
the Wichint Falls and Southern Railroad. [n the first
two cases, however, pertions of the operation were
reinstated by other rulrord companies,

Abancdonnient produees suhstantial savings to
the railroad companjes. A recent study of 25
abandonment applications approved between 1951
and 1969 indicates that the average annual savings in
1973 dollars were 34,600 per mile,[3] If this figure
were applied to ail mileage abandoned between 1951
and 1972, inclusive, 890 million in annual savings
would have resulted by 1973,

Line abandonments also affeet labor, shippers,
and the communities involved, The effect of aban-
donments on tabor changed abruptly with the
eniictment of the labor profection provisions of the
Transportation Act of 1940, Railroads are required
to absorb the costs of compensating employees lor
any monetary losses incurred over a specific protec-
tive period, Although this has reduced the immedinte
impact of ahandonments on labor, abandonments,
nonetheless, have resulted in o permanent joss of

Jjobs. The effects of abandonments on rail shippers

and receivers are not readily discerned because a
number of changes in econumic activity often take
place during the period prior to the actual discontin-
uance ol operations. Service on the line hegins 1o
deteriarate because of the interrelated effects of
declining revenues and market requirements and
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FIGURE 4.3, RAIL ROUTE-MILE ABANDONMENTS,
{3-year moving averages)

because of the anticipatory actions of hoth customer
and railroad company. The principal finding ol a
study by the Massachusents Institute of Technology
(MIT) to assess commerejal impacts of abandon-
ments was that a number of small Airms suffered
severely from a loss of railroud freight service, while
lnrger firms generally adapted successfully 1o the
abandonment.(3]

Similar difficultics are encountered in determin-
ing the Impact of the loss of mil service on
communities. The MIT study examined nine test
counties where a substantinl portion of railroad
route-mileage had been abundoned. Selected eco-
nomic indicators drawn from the County and City
Datn Book for these counties were compared 1o
results in nine adjacent conirol counties, The results
indicated that the economies of the test counties were
not affected significantly by the loss of rail service,
Similar studies of truck serviee in the same tes!
counties indicate that trucking operations fill the
void left by rail abandonments.

Coordinated Abandonment

Coordinated abandonment is a series of aban-
domment proposals presented hy more than one
company as a result of systematic regional planning,
Consolidation of tra(Tic onio lines of other compa-
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nies can soften the effect of abandonment of rail
lines, Where lines are redundant, coordinated aban-
donments can improve railroad companies” operat-
ing efficiency and profitability, while continuing
services for shippers and affected communities,
Under section 4G1(h) of the 4R Act, the Secretary of
Transportation may assist in planning, negotiating,
or effecting a unilication or coordination of opera-
tions and facilities with respeet to two or more
railronds. This authority can be used to help plan the
shortest or most efficient routes and eliminate
unneeded dines. Thus, section 401 may facilitute
cglé:‘iidcrntion of abandonment applications by the
1CC.

Foederad Assistanice

Federa] assistance to branchline services has
been a feature of recent railroad legislation, Title IV
of the Regiona]l Rail Reorganization Act of 1973
provided financial assistance for continuation of
those local service lines of railroads in reorganization
not included in the United States Railway Associa-
tion's Final System Plan, Congress recognized that
abandoning thousands of miles of track &t one lime
throughout the Northeast and Midwest States could

ause severe short-term focal dislocations, Accord-
ingly, a trnsitional program ol assistance was
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nrovided to help protect service for up (o 2 years on
ines excluded from the Final System Plan. Title VI
of the 4R Act extended the program nationwide,
making lines approved for abandonment by the ICC
eligible for Nnancial assistance,

Unfarunately, the existing local service assis-
tance program «deals only with the least needed lines,
Many of the, more important and vatuable branch-
lines owned by the railroads continue to deteriornte
because the return on the investment for these lines is
0o low, yei they are ineligible for assistance,

The Carter administration has proposed legisla-
tive changes 1o expand the category of eligible lines
1o include certain lines that are in danger of firture
abanmdonment, Under section la(5)a of the Interstate
Commerce (IC) Act, railrond compitnies are required
o file a system map depicting all their lines, with
ench line classified into one of the following five
citegories: (1) Jines the company will seek to
abandon within 3 years; (2) lines the company is
studying as potentially subject to abandonment; (3)
lines pending abandonment before the 1CC; (4) lines
being operated under subsidy; and {5) ail other lines,
Under the administration’s proposal, lines in catego-
ries 1 and 2 would be eligible for rehabilitation it
they meet a benefit/cost test, but they would not be
eligible for operating subsidies unless abandoned,
and then only for a 2-year transitional period,

Other legislative  changes alrendy  proposed
include the following,

® The program would be nutde permanent, and the
Federal share would be set a1 80 pereent (instead of
the present share, which declines over 4 years 10 70
pereent).

& All lines now elipible wonid remain eligible until

1981,

& The formula for the aliocation of funds among the
States would be revised so that lines newly eligible
for rehabilitation would determine the allocation of
two-thirds the available funds, while those eligible
anly for subsidy, ineluding all those now eligible,
would determine the allocation of the remaining one-
third,

¢ Each State would receive a minimum of $100,000
for planning.

o The administrative casts of developing and mea-
suring new management and marketing sechnigues
would be cligible Tor assistance, as would project
costs for alternative service facilities, such as inter-
modal trinsfer lerminals,

MAINLINE AND TERMINAL
COORDINATION

Railroad coordination involves an agreement
among companies to operate the services of more
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than one company aver a single rail facility. Certain
coordination projects use more Nully the capacity of
existing assets while maintaining” single~-compiny
ownership, In other instances, two or more compa-
nies will join in a new ownership tgreement invalving
new assets. Coordination projects may include track,
yards, or other support facilities, The arrangement
varies pecording to the type of fucilities to be used in
common, Coordination approaches, discussed below,
inciude jointly owned companies, trackage rights,
Joint facilities, and joint operations, but other
coordination possibilities may emerge.

Any proposed new coordination arrangemenis
resulting from section 401 of the 4R Act require the
appraval of the 1CC to assure protection of the
public imterest. The Secretary of Transportation
recently stated his position regarding restructuring of
rail savice in the Midwest, His policy sintement
relies heavily on the use of section 401 to plan
coordination of leilities and, therefore, is repro-
duced here, in abridged form. ’

Sccretary of Transportation Brock Adams, to
the Midwestern Railroad Restructuring Hearing,
Chicago, I, January 18, 1978:

The truth is, we face a potentinlly disastrous rail situation in
the Midwest, and the dimensions of that problem—und the
costs of coping with it—will only be aggravated by delay or
vacillation. 11 is, therefore, essentixl that we work 1oward a
selution as swiltly as passible,

We are fortunnte in that section 401 of the 4R Act permits
rail and Transpartation Department officials to get together
with afl interested panies o search out solmions to the
prablems of ailing rail lines, It is that autherity, which I also
view as i responsibility, that is the genesis of this hearing. |
helieve that everyone concerned —shippers, consumer repre-
senlatives, labor and managemens, and Federal, Siate, and
local officials—must share in secking & resolution 1o the
proeblem before us, We may nol find a solution rotally
satisfuclory o each participant, but we must find one
essentinlly ucceptnble 1o all, | ask for the cooperation und
good faith of everyone, as we work together to design
answers 10 the railroad problem here in America’s heartland,

While there may have been too many mil fucilities in the
Narthenst, the hasic problem was not one of "ton miny
carriers” or “redundant fucilities” or “excess plant” to the
extent that those faclors have affected ihe railroads in the
Midwest. The region has been overbuilt for years, and
despile several mergers and n succession of consolidation
plans, there are still eight carrierss opernting between
Chicago nnd Kansas City.

But in the years that | have spent on rwil matters, | hove
continually been amuzed by the staying power of the
railroads, Despite high fixed costs, substandued carnings,
and nging facilities, rilroads continue to provide service.
Railroads are also highly competitive among themselves,
While competition is normally a healthy thing, in an
overbuilt region like the Midwest, il means that there is too
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much service, at raies toa low 1 support the equipment and
facility investments that would improve eiliciency,

Still, becuuse the problem is primarily one of excess fcilitics
and because none of the marginal or bankrupt cacriers in the
Midwest is dominant ns was Pesn Central in the Northeast,
Tdo not believe n Conrail-type solution is either necessary or
advisable for the Midwest, There are two rensons for
favering an alternative course of action,

First, much of the “excess plant™ can be stripped away
without terminating service to imporiunt shipping paints.
This can be done in sevesal wnys, Market swaps, for
example, can shorten distances and climiniie the need for
some secondary tracks or even certain mainlines, Joint-use
atranpements can consolidnte overhead services on Tewer
facilities, with old mainlines perhaps reverling to local
service or being nbandoned. Branchline abandonments can
be speeded upo especially where aliernative service is
available, Purchase of some lines by stranger carriers is
another inportant optian,

I've avoided talking about mergers as o means of reducing
*excess plant,” heeause §ve come (o believe that merger per
se is for less promising as an effective way to improve the

. economics of railreading than these other clements | just
mentioned.

Let me be clear that I am not against mergers, but [ believe
any proposed merger musl pass wo acid tests: Will the
censelidation help in the restructuring of the industry o
improve profitability? And will it be in the public interest, in
terms of service?

The second reason | opposs any Government-sponsared
reorgAnization process in the Midwest is related 1o the first, |
firmly belicve the industry shoukd be given a chance to
restructure jtsell” before the Government takes over the job.

I propose, therefore, that we pursue the provisions of section
401 of the 4R Act 1o the fublest, The law allows Government
to assist in the restructuring without gesting fintncially
involved—it suspeids the antitmst resteictions ngainst
carricr discussions,

The |CC will be involved in the process, as the Commission
must approve pmpcﬂy transfers, Irllt‘kuse greements, or
abandonments. 1 will be willing to argue for such changes
before the 1CC if DOT can achieve agreement with the
parties involved in the 401 process.

This is the last, but it may also he the best opportunity that
hus came along for a private sector sulution of the Midwest
milroad problem. To wulk awny from it now would be o
mark the beginning of the end, None of us—~carriers, lahor,
shippers, communitics or Government—can afTord that,
Perhaps it is pot o plensure trip that las brought us 1o this
forum, We meel out of necessity; hut also a5 prudent and
respansible people, joined in a commen concern for the
preservaition andd improvement of rail service, Lel us reason
well fogether, Let us act willingly, wiscly, and expeditiously,

The most important benefils associnied with
coordination are reductions in invesiment and
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operating costs through the elimination of duplicaie
facilities, reduction of maintenance requirements,
and lessening of manpower rc(iluircmcnls for operi-
tions. Many coordinations offer potential for im-
proved service, which, in turn, might result in better
equipment  utilization. Eliminating  surpls  fixed
plant also raises the possibility of frecing land for
different railroad or nonrailroad uses. Coordinations
are also used to relieve immedinte and unexpected
problems, such as floods or hurricanes titt damage a
section of line, And, occasionally, coordinations are
mandated by the ICC as a protective measure to
maintain compelition in merger cases.

There are some negative aspects of coordination
arrangements. Local and through service may be
reduced or downgraded on duplicate lines, affecting
local businesses, The potential also exists for disputes
over liability and control af operations,

Obstacles 1o coordinations arise from the follow-
ing causes,

® The need o address the interest of labor when
redundant facilities and services (hence, jobs) are
targeted for elimination

o The threat of antitrust litigation as o result of the
creation of new corporate entities controlled or
owned by joint users

& Repulatory impediments such as wrifis, divisions,
and routings that have to be changed to cffect
coordinntion

e Reluctance of ruil mupagements to participate in
Joint projects with competitors

Joinlly Owned Companies

Many examples exist of railrond companics that
are jointly owned, These joint enterprises are either
full operating companies, or, more (requently,
terminal railroads, Tn 1976, at least seven terminal
companies were owned by at least twa Class |
compitnies,

There are ¢ number of jointly owned terminal
companies serving major rail centers, particularly at
points where lwge volumes of trallic are inter-
changed among several railroad companies. For
esample, the Indiana Harbor Belt is owned by the
Chiicage and North Western, the Consolidated Rail
Corporation {Conrail), and the Chicago, Milwaukee,
St, Paul and Pacific. The Indiana Harbor Belt
aperates both as a short-line milrond for the Chicago
area and as a terminal company for its owners. The
Terminal Railroad Association of St. Louis is a
switching and terminal railroad jointly owned by 14
Class | railroads. The Terminal Railroad Association
nwns two bridges that cross the Mississippi River, in
addition 1o owning major freight yards and repair
shops, thus enibling the owning companies to avoid
the construction of many duplicate facilities,



Iy T T PR T U S BN 13

The Kansas City Terminal Railway, founded in
1910, is owned by 12 trunkline companies. This
terminal compuny has no significant impact on its
owning carriers” development of yards and terminals
but is used to switch its own customers and provide a
limited amount of interchange service. Rates are kept
artificially low, and losses are billed to the user reads,
based on a prorated share of car activity, Similarly,
the Toledo Terminal Railroad, owned by Conrail,
the Chessie, and the Norfolk and Western, operates
o a nonprofit basis and provides interchange
switching, industrial switching, and puller armnge-
menlts, These jointly owned companies avoid dupli-
cation of facilities by their individual owners, and
aithough many terminal companies are identified as
operational bottlenecks, if these major interchange
points did not exist, there would be even greater
impediments to reliable rail service,

Trackage Rights

Trackage rights agreements enable » tenant to
operate, for a fee, over the track of the owning

railroad, Such agreements lower operating costs for
the owning railroad, and the addition of mere trafTic
usuitlly leads to betler use of existing capacity and
fower unit costs, The tenant enters inlo this type of
arrangement to save the expenses of track construc-
tion or rehahilitation, to guin access 1o o betler route,
or——in rire instances—gain eatry to o new markel,

Tuble 4-1 shaows trackage rights statistics for the
Nation and regional districts, Nationally, 84 percent
of total main track was operited under trackage
rights agreements in 1974, a rise from 5.5 percent in
1959 and 5,3 percent in 1949, The Western District
leads in miles ol trackage rights,

Trackage rights contracs uswally spell out
specific requirements for maintenance, customer
decess, third-party usage, daxes, signaling, and
dispatching, Properties are maintained, usually, to a
standard  aceeplable to beth parties. fn a fow
instances, trackage rights agreements lave permitred
compelition for traltic on the lines involved in the
agreement, For example, an agreement between the
Southern Pacific and the Western Pucific involves
180 miles of track in Nevada, nnd both companies
have unlimited access to customers on either track

TABLE4-1. NATIONAL TRACKAGE RIGHTS STATISTICS

Miloage aporated % Taotat
District under of milaoge
trackage rights fatal pperoted
Eastern Distriet:
Aoute-miles 4,387 83 52,731
Second main track 2,034 169 12,774
Other main track 153 4.0 1,708
Total main track 6,584 0.8 67,210
Yard-iwltching tracks 1.697 17 22,010
Sauthern District:
Route-milas 2,729 73 18,404
Second main track 303 120 2,50
Other mpin track 120 33.6 357
Total main track kALY 7.6 41,292
Yord-switching tracks 1,359 14.2 9,684
Westorn Disatict:
Routa-milm 712 G0 117,344
Second main track 2,261 230 0,846
Other main track 122 30.2 404
Tatal main track 10,085 7.9 127,694
Yard-awitehing tracks 2,702 1.3 23,822
All districts:
Route-miles 14,838 7 208,479
Soecond main track 4,698 18.3 26151
Other maln track 395 16,0 2,466
To1al moin track 19,831 8.4 246,006
Yard-switching tracks 6,768 104 65,516

SOURCE: Interstain Cammarce Cammissien, Transgort Siatlstics, Dee, 31, 1974,

BE
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(although a relatively small number of customers are
locited on this track), An agreement between the
Denver and Rio Grande Western and the Atchison,
Topeka and Santa Fe on a 11S-mile line between
Denver and Puehle, Colo,, has permitted competi-
tion for traffie on &t 30-mile segment of the line for
the Inst 5 years.

Typical trackage agreements oblige tenants to
pay charges lo cover an approprinte share of
operating costs and a charge for return on invest-
ment. User charges are most aften based on lessee
car-miles, but other valume measures, such as ton-
miles, train-miles, trains, car count, or engine count,
nre also used. Trackage rights agreemens are filed
with the 1CC under section 5(2) of the IC Act. The
ICC is coneerned that user charges not be unreason-
able or exorbitant.

Jolnt Facilitics

Joint facilities exist when two or more railroad
companies aperate through, or in, a rail Geility, and
the charges for use are allocated on u pro rata share,
Although facilities may include yards, terminals, or
industrial tracks, yerds and terminals constitute the
majority of such joint agreements,

In almost every respect, joint facility arrange-
ments are similar w trackage rights in terms of
ownership and nature of the contractual agreement,
Joint facilities arrangements are used for the same
reasons as trackage rights—namely, to avoid redun-
dant investments and to reduce unit costs. An
example is the joint use by the Sowthern Pacific and
the Atchison, Topeka and Sania Fe of Wingfoot
Yard in Los Angeles, Calif., to serve |30 customers,
Duplicate yards are avoided, and each company bills
its own traffic, s#cting as il it were the sole serving
company.

Julnt Operatlons

Operating arrangements umong railroad compa-
nies may supplement or substituie for other forms of
restructuring and permit achievement of economies.
Some exnmples follow,

& Run-through trains operate directly from origin to
destination witheut reclussification at interchange
oints, Run-through tritins are employed when there
is sufficient traffic at origin to assemble a complete
train that can operate through to the intended
deslination.[4]

e Joint routes with other transporiation mades
permit extension of markets or cost savings by
climination of certain rail facilities.

B9

o Reciprocal switching agreemerts permit two rail-
roads to have aceess 1o a single market area. Each
railroad continues to serve its own switching area,
but for an agreed upon, usually equal, charge, one
rritroad will deliver to the other any cars picked up
in its area and routed over the second railroad’s line,
& Pooling serves two distinct functions, The first
involves the joint use of equipment thal may he
awned by several different rail companies and/or
shippers. For the last several years, the Clearing-
house. an equipment-pooling program sponsored
jointly by the Association of American Railroads
(AAR) and the Federal Railroad Adminisiralion
(FRA), has resulted in improvements in car utiliza-
tion of the !0 pariicipating railrond companies. The
second function is market pooling, which combines
traffic in areas where the total market is oo small to
Jusiily wwo separate tacihties, Vhe shared, or pooled,
market may be served by one railroad during @
portion of the year and by another ruilroad during
the balince of the year,

PURCHASE OR TRANSFER
OF LINE SEGMENTS

Restructuring can ocveur as the result of the
purchase by one campuny of @ line, or line segments,
of another company. The purchase can be part of a
merger, s in the case of the Norfolk and Western's
purchase of the Pennsylvanin Railroad’s Sindusk
Line (which played an important role in the overall
suceess of the combined Norfolk and Western-
Nicke!l Plate-Wabash system), or the purchase can he
it separate undertaking,

Line purchases or transfers may be undertiken
1o extend muarkets or achieve cost savings hy
rerouting traffic over a route with seperior physical
attributes or shorter distnees. The Norfolk and
Western, for instance, recently purchased the Penn
Central's New Castle, Ind., line to reduce circuity on
cerftain movements (o and from the West.

Labor agreements are important 1o the success-
ful completion of line transfer proposals, The
inability of two railroads (the Chessie System and the
Southern) and rail labor to reach agreements under
the terms of the Regional Rail Reorganization (IR)
Act of 1973 wus responsible for the failure of these
companies 10 purchase specific lines in the Northe
east.

Although there are no major precedents, a
specific form of line transfer could take place
wherein two railroad companies would agree to
exchange whole markets and the [ines necessary to
serve them, Such a simultancous exchange, or market
swap, might save both companies operating costs
through reduction of track-mileage and  circuity.
Market swaps would probably reduce rail competi-
tion and may be advantageous in cases when traific
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FIGURE 4.4, HYPOTHETICAL MARKET EXCHANGE,

levels cannol support the existing number of railroad
companies, An examiple of a hypothetical market
exchange is provided in figure 4-4,

MERGER AND CONSOLIDATION

Mergers have played an important role in the
development of the railroad indusiry, and this topie
continues to be an important element in recent
legislation and public policy statements.[5] Today's
rail industry of approximately 500 separate compa-
nies evolved through consolidation over time of some
6,000 independent railronds. Most merger activity
oceurred in three of the following, distinet periods,

& The unregulated period {prior to 1904)

® The planned merger period (1920 10 1940)
® The regulated but unplanned period {1955 10 1977)

An abundance of merger activity throughout big
business oceurred in the last few decades of the 19th
century, Railroads were no exception, and mergers in
the Inte 1800's praduced major systems that domi-
nated railroading in the first two-thirds of the 20th
century. These mergers sought to achieve economies
af large-scale operation and to reduce competition,
This period of intense merger aclivity eflectively
ended in 1904 with the “Northern Securities™ case
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(193 U.S, 197} in which the Supreme Court ordered
the breakup of the holding company that controlled
the Great Northern, the Northern Pacific, and the
Chiecago, Burlingion, and Quincy, .

In the aftermath of World War [, Congress
rassed the Transportation Act of 1920, which
aunched i new wave of merger planning. The Act
directed the ICC 1o prepare a plan for consalidating
all line-hawl railroads into a smal number of systems
of approximately equal financial strength, Congress
stipuliited that competition be preserved as fully as
possible, that existing routes and channels of trade be
maintained, and that cost of service and rate of
return be similar for alf systems. With the aid of
Hurvitrd Univessity Professor Willinm Z, Ripley, the
ICC issued o tentative system plan in August 1921,
The 1CC Incked authority to compel its implementa-
tion, however, and the railrond industry lirgely
ignored the plan, Profitable railroad compinies were
unwilling 10 absorb unprefitable ronds and could not
secure 1CC approval for mergers with other profita-
ble companies.

In 1929, the ICC issued a new consolidation
plan calling lor the establishment of a railrond
system containing 21 companies. No significant
attempt was made 1o implement the plan, and it soon
fell victim to the Great Depression, Between 1929
and 1933, rit waffic declined by 50 percent, and
many companies were forced inlo bankrupley, In
response to this erisis, Congress passed the Emergen-
ey Transporiation Act of 1933, which, among other
things, established n Federal Coordinator of Trans-



portation. The Federal Coordinator, Joseph B,
Eastman, was charged with encouraging consolidza-
tions, but little restructuring or conselidation were
accomplished. The Prince Plan, in 1933, was another
example of the overnll system-planning appreach to
mergers that charncterized this period.

Only two mergers of significance took place
from 1920 to 1940—the New Yark, Chicago and St.
Louis (the Nickel Plate) ncquisition of the Cloverleaf
and the Lake Erle and Western under Ohio State Jaw
in the 1920's; and the merger of the Gulf Mabile and
Northern, the Mobhile and Ohio, and the New
Orleans Greal Northern into the Gulf, Mobile, and
Ohio in 1938,

The Transportation Act of 1940 reestablished
tire ICC’s authority to regulate mergers on a case-hy-
case basis, pursuant lo criteria specified in the Aect
u;ud without recourse to a nutional consolidation

an.

P By the mid-1950's, cconomic ecircumstances
caused railrond companies to examine the more
liberal merger guidelines set forth in the Transporta-
tion Act of 1940. This environment spawned the
modern movement, which began with the merger of
the, Louisville and Nashville and the Nashville,
Chattanooga and St. Louis, approved by the ICC in
1957, Between 1957 and 1971, the lollowing merger
or control applications, among others, were filed.

# Norfolk and Western—Virginian

® Erie—Delaware, Lackawanna, and Western

& Chicago and North Western—Minneapolis and St.
Louis

¢ Chesapeake and Ohio—Ballimore and Ohio

o Seaboard Air Line—Atlantic Coast Line

o Great  Northern—Northern  PFacific—Chicago,
Burlington and Quincy—Spokane, Portland and
Seattle ‘

» Norfolk and Western—Nickel Plale—Wabash

¢ Pennsylvania—New York Central

# Chicagoe and North Western—Chicago Great
Western

¢ lllinois Central—Gull Mobile and Ohio

& Louisville and Nashville—Monon

4 Missouri Pacific—Chicage and Eastern lllinois

o 5t. Louis-San Francisco—Central of Georgia
(Denied)

# Southern Pacific—Woestern Pacific (Denied)

¢ Atchison, Tapeka and Santa Fe—Western Pucific
(Withdrawn)

& Union Pacific—Rock [sland (Withdrawn}

Implementation time for thesé mergers ranged
{rom shightly less than | year for the'Norfolk and
Western—Virginian merger to over B years for the
Rurlington Nerthern. This series of merger applica-
tions came to an end, generally, with the bankrupicy
of the Penn Central in June 1970.
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A new witve of mergers may now be underway,
possibly stimulated in part by the yevised merger
procedures established in the 4R Act, The Burlingfon
Northern and the 81 Louis-San Francisco have
applied for merger; the Southern Railway and the
Ifiineis Central Guif have announeed discussions of
merger; the Chessie with the Norfolk and Western
and the Grand Trunk Western have separately
applied for control or merger of the Detroit, Toledo
and Ironton; and the Chessie and the Seahoard
Coast Line are discussing merger plans. These
developments may induce responses {rom other
eompitnies.

The principal incentive for railrond companies
to merge is the potential economic benefit from cost
savings and markeling opportunities that may accrue
to the combined system, Mergers have bewn calego-
rized into two pgroups: parallel, where merging
railroads cover essentially the same peographical
area; and end-to-end, where the lines serve different
territories but join al complementary interchange
points, More often than not, merger proposals
display both characteristics, but the categories are
useful.

Mergers of companies whose systems ire essen-
tially parailel offer possibilities for reduction of
capital requirements through reduction or downgrad-
ing of mainlines, yards, and terminals, and improved
equipment willization. Parallel mergers, also, are
expected to reduce operating costs through the
elimination ol duplicate services and tirough in-
creases in Inbor productivity, End-to-end mergers, on
the other hand, are presumed to facilitate betrer
service to customers through faster and more reliable

oint-lo-point service in markets formerly served by
interchange service, Both types of mergers have
potential for reduction of corporate overhead (e,
marketing, accounting, and executive departments);
improvement in car availability; and elimination of
unnecessary interchange facilities.

Mergers may offer other incentives to railroad
companies. Mergers have heen sought to averl the
takeover of an important interchange railroad hy an
“unfriendly™ third railraad. Stuch consalidations may
also help to stabilize the trafTic and earnings base for
& raiiroad company with a limited number of
commuditics subject 1o seasonal varintions or unidi-
rectional movements,

The ICC has often imposed protective condi-
tions to minimize the effects of mergers on other
parties, These protective conditions have the effect of
difuting the prospective henefits of merger, In man
cases, merger savings can only be achieved through
investment of capital to establish connections be-
tween merged properties, to upgrade key links
belween sections of the properties, and to redesign
yards to accommodate changes in traffic patterns,

The only fair basis for judging the success of
railroad mergers is to compare the results with basic
objectives, The purpose of uny merger is lo improve 4



railrond company's financial strength and profitbili-
ty through changes in operations, access to capital
resources, nnd expinsion of service areas. Given
corporite motives for merger, the current size and
scale of most Class [ railroad companies, and the
protective conditions that have accompanied merger
approvals, mergers are far from automaticatly effee-
tive as instruments for resteucturing,

Revent FRA case studies of two apparently
successful mergers have found that the two mergers
achieved o portion ol their projected cost savings, but
that availability of capital, the need to preserve
certain service arrangements (in one instance at
leasth and the extended period of time required from
the initial merger proposal to its actual execution, ull
diminished the effectiveness of operating changes.[6]
The two merger studies showed selected service
improvements, but, charaeteristically, these resulted
in more advantages to the milroad companies than to
the rail customers. Time savings were more effective
in reducing railcar per diem costs than in providing a
full day's improvement in transit time or reliability
for a shipper. The two mergers did not significantly
improve the market penetration or profitability of the
merging vompanies. While the resulting organiza-
tions are financially successful by rail industry
standards, the act of merger did not improve the
intermodal compeltitive capability of either firm.
There was no evidence in the case studies that
identifiable blocks of traffic shifted from another
mode to rail, Cne of the mergers, however, did result
in a shift of watlic from competing railroads to the
newly formed arganization,

Similar conclusions were reached in ather
merger analyses. A DOT staff study in 1969 reported:
*The conclusion of the economic evidence is that the
cost-svings arguments for large railroad mergers
have 1o be very largely discounted and must be
applied to individual crses with very great circum-
spection,”[7] The Task Force on Railroad Productiv-
ity concluded: *. .. there (dees not) appear to be any
evidence that rail service has generally improved asa
result of merger” and *... anticipated cost savinps
may not be realized because they are based on
anticipations of economies of scale or density which
either do not exist or are offset by diseconomies of
scale,"[8] An MIT study said that; *... as a form of
rationalization, mergers have praven only moderate-
ly suecessful, . " [3) Finally, lﬁe Rail Services Plan-
ning Office (RSPO) recent Rail Merger Siudy
concludes:

.., ecopomies stemming from parallel
mergers have been difficult to realize,
Merger savings lypically are a relatively
small proportion of system revenue. Capital
expenditures for new or rehabilitated yards,
track connections and facilities, and delays
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in securing abandonment approvals tend 1o
minimize increased eash Mow and return on
investment.[5]

With the publications of the Productivity Task
[Force report and the RSPO merger report, there has
been considerable interest in end-to-end mergers.
End-to-end mergers, advocates believe, could create
a strong intercontinental system, allowing railroad
companies 10 focus attention on managing operi-
tions rather than on the problems of cooperating
with other railroads to provide through service. End-
to-end mergers could also link railroads in (st
growth areas to those in slower growth areas and
could aid in the balanced development of the
industry. These mergers also avoid the possible
anticompetitive aspeeis of paratlel mergers,

There have been few large-scale end-to-end
mergers, Many perceived advantages of such mergers
could be achieved by such means as run-through
trains and joint terminal facilities. Since rail freight
Mows are ighly dispersed, end-to-end systems would
still have 1o cooperate with other railroads to provide
service for the many important freight movements.
Mergers that would produce mueh larger railroud
compinies may alse run into problems of managerial
command and control.

Interest in mergers continues as the railroad
companies renew their efforts to adjust 1o changing
times. The role of DOT will not be to determine an
ideal set of railrond mergers; rather, DOT will make
use of the authority in section 401 of the 4R Act to
initiste swdies of mergers or coordinations and to
sponsor conferences of merper candidates to work
out proposals before going o the ICC, This proce-
dure (outside the adversary process) would lnr the
groundwaork for merger applications that could be
expeditiously acted upon by the ICC.

‘The DOT recently submitted preliminary views
in the proceedings involving the joint control or
merger of the Detroit, Toledo and Ironton and of the
Burlington Northern St. Louis-San Franeisco, In
these cases, the DOT is concerned that the proceed-
ing be completed as promptly ns possible to meet the
letter and the spirit of the new merger procedures
contained in the 4R Act and that the ICC develop a
complete cvidentiary record on which to judge the
application. The record must be sufficient 1o sustain
a linding on the fundamental questions of whether
specific benefits to the public and the transportation
system as a whole and the particular areas affecled
by the application are sufficient to outweigh any
public costs that may result from the merger.

The DOT has concluded that mergers are a less
promising technique to improve (he raitrond industry
than other approaches to restructuring, described
earlier in this chapter. The elements of rationaliza-
tion contained in the concepts of line transfers, joint



use agreements, and abandonments are what actually
sAve costs——nol corparute integration per se. The
elements that reduce plant and save costs in a good
merger ire these same fictors——service consolidation,
oplimization of an existing plant shared by two
previously independent entities, and abandonment of
unneeded Tacilities. All these elements can oceur
short of merger, Indeed, there may be instances when
restruciuring short of merger can serve as o prelede
to merger, making the ullimate merger easier (o
implement.

ISSUES IN BANKRUPTCY
REORGANIZATION AND LIQUIDATION

Historically, the function of railrond bankrupt-
ciga hias Bewi to reurganize the Nnuneial strecture of
dehi-ridden companies, and lew bankrupteies have
resulted in wholesale Tiquidation of assets, Since the
1960's, however, railrond bunkrupteies have changed
in character and now require more than reorganiza-
tion of debt. In the case of the failure of the Penn
Central and six ather noriheastern railroad compa-
nies, the Congress recognized that reorganization
had to effect a significant change in the use of
physical assets of the companies,

Experience with recent railrond reorganizations
has demonstrated that section 77 of the Bankruptey
Act (18 U.S.C. 205) is inndequate to deal with the
prablems of multiple bankruptcies in a single region
and with bankrupt railroads that have a negative
cash flow or inadequate carnings (o support even u
reduced debt structure, A need exists to facilitate the
restructuring of fixed plant in railroad bankruptey
reorganizations, The DOT hus supported those
changes in the railrond bankruptey laws thal would
have this effect and believes that the Congress should
move expeditiously to enact those changes,

‘There are two principal defects in section 77,
The first is the extensive delay involved in the
elaborate dual proceedings of the ICC and the
rearganization court. Concurrence by both the 1CC
and the court is required in most of the crucial steps
of the reorganization. Inevitably, however, cases
oceur in which the court and the ICC disagree on the
manner in which the debtor’s affuirs should be run or
the manner in which the debtor should emerge from
the reorganization. At present, this can result in a
rase going back and forth between the court and the
ICC, frustrating final action. Even when there is
agreement upon most issucs, ample evidence exists
that normal proceedings before the ICC involve
inordinate time delays, with an increasing likelihood
of adverse consequences.

The DOT supports legistation to remedy this
situation hy alering the role of the 1CC and the
courts in railroad reorganizations. Consistent with
the recommendations of the 1973 report of the
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Commission on the Bankruptey Laws of the United
States, the DOT has urged the Congress to make the
ICC (and the DOT) a party to railrond reorginiza-
tion proccedings, with standing 1o represent the
public interest and the right to appeal the decisions
of the court. The 1CC would also have an advisory
role in abandonments and reorganization plans
involving the transfer of the debtor’s rail lines, but
the court would have approval autharity.

The second major defect in section 77 is that it
fails to provide either the ICC or the courts with
adequate means for dealing with bankrupt railramds
that cannot bhe reorganized on an income basis hy
merely restructuring the railroad’s debt and capital
structure, Section 77 fails to provide adequate
mechanisms Tor: consolidating closely related reor-
ganization proceedings; giving expedited consider-
ation of nbandonments and mergers; approving
mergers and consolidations (except when equity
haklers approve); and providing explicit authority to
liguidate the debtor, These basic inadequacies can
result in a railrond reorganization proceeding becom-
ing a profonged halding action in which the court
and the 1CC require a bankrupt railroad to keep
operating at a defieit, with the court and the 1CC
hoping that sume circamstance will come aleng 1o
pult the sailroad out of its decline and enable a sound
reorganization,

Bankruptey proceedings should be expeditious
to avoid further erosion of the compiny’™s assets. The
trustee, rather than the debtor, should be directed to
develop a plan of reorganization, An exact time
schedule should he established for a trustee to file a
proposed plan of reorganization with the court and
for the 1CC to consider the transportation implica-
tions af a plan involving the transfer of, ar operation
of, or aver, any of the debtor’s rail lines by other
railroads or entities, and 10 submit views Lo the
reorganization court. With respect to such plans, the
determination of the 1CC should create a rebuttable
presumption as to whether the transaction is in the
public interest, The court, with the advice of the 1CC
and the DOT, should have sale appraval aver a plin
of reorganizition. If restructuring o railroad’s debt
and capital structure is insufficient 1o reestablish an
ongoing capital structure, transfers of properties
from the debtor railrond should be in order, The
DOT supports legislation that would authorize the
court lo convery u section 77 proceeding into a
liquidation proceeding if a plan of reorganization

cannot be developed within # reasonable period of

time,

The DOT las urged Congress to apply the
procedural pravisions of any new bankruptey legisla-
tion to existing railroad reorganization proceedings
in order to ensure the necessary flexibility in the
courts to effectively deal with the problems associ-
ated with such proceedings. Changes in the Bank-
ruptey Act thar would madily ~credilor  rights,



however, should not be applicable 1o existing
proceedings.

THE ROLE OF PUBLIC OWNERSHIP
IN RAIL INDUSTRY STRUCTURE

As noted earlier, railroads, almost exclusively
among transportition mades, own their own rights-
of-way, Other modes (pipelines being the major
exception) benefit from public provision of rights-of-
way, us will be discussed in the next chapter. In view
of this disparity, the idea of public ownership of rail
rights-of-way is one that has heen attracting atten-
tion. Congress responded to the growing interest in
public ownership of rail facilitics by inserting
requirements in sections 504 and 901 of the 4R Act
thal the Secretary assess the effectiveness of such an
approach for an improved rail system,

Advocates maintin that public ownership of
rights-of-way would put rail transport on a more
equal basis with other transportation modes. Oppo-
nents fear public ownership because they sce it as a
step toward nationalization of the industry, They fear
that high potentinl public costs would be involved in
the acquisition, improvement, maintenance, and
aperation of a publicly owned railrond fixed plant,

As defined here, the concept of public owner-
ship involves only ownership of same portion of the
rail fixed plant by o Government body—Federal,
State, or local, Thus, although the Government
would take over financiul responsibility for owning
and possibly maintaining the rail plant, private
compunies would control operations of the facilities
and would pay a type of user fee for the privilege.

Public ownership enn 1ake several forms, but the
preposals are all directed at one of two objectives: (1)

upgrading the existing plant for continuation of

current operations; or (2) producing fundamental
‘restructuring of rail operations with access open to
all railroad companies in the aren covered hy the
plan. Tnhle 4.2 describes the characieristics of public
ownership concepts under discussion, The concepls
and their effects on public and private interests are
discussed helow,

LINE SEGMENTS:
CURRENT EXAMPLES

Local public ownership arrangements 1o ensure
continued rail service along certain corridors have
been successful for the Cincinnati Southern Railway
and the Vermont Railway. These examples show that
public ownership of a right-of-way with a private
railroad company as operator of the service can
work,
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Since 1881, the city of Cincinnati has ownee the
336-mile, high-density railroad line from Cincinnati,
Ohio, to Chattanooga, Tenn, The Cincinnati, New
Orlenns and Texas Pacific, now part of the Southern
Rajlway system, has had an exclusive lease for use of
the facility since that time, In 1962, the railroad
undertook & major rehabilitition program, and the
city’s only role was 10 secure financing through a
bond issue that was repaid in entirety by the railroad
company. Formerly known as "the rat hole™ because
of many long and narrow tunnels, the rehabilitated
line resulied in signifieant service improvements Lo
customers and increases in traffic, The line carries an
average of 25 million revenue-tons of traffic annually
and serves as an important link in the Southern
Railway. The Southern Railway pays rent 1o the city
and can improve the Hie as I the fine were jis uwn,
The income from the railwuy property has been used
by Cincinnati to pay principal and interest on
expressway honds and other serial bonds issued by
the city. The line's continued operation is not
dependent on public ownership, but the city's voters
have been unwilling to sell the line 1o the railroad.

The State of Vermont awns three rail lines that it
lenses (o private operators. In 1963, Vermont ac-
ﬂuired the first rail property from the trusiees of the

efunct Rutland Railroad--a 129-mile line knking
communities between Bennington and Burlinglon.
The purchase of the Rutland properties marked the
beginning of Vermont's activist role in maintaining
existing rail service. The rationale for the sction is
Vermont's expressed policy to encourage economic
development “where transportation facilities already
exist ... rather than exlending fixed transportation
fucilities 1o areas where none now exist"[9] Only
lines approved for abundonment are considered for
purchase by the State. Since its initinl purchase,
Vermont has aequired an additional section of the
former Rutland in 1965 and the St. Johnshury and
Lamoille County Railread in 1973, Unlike the
Cincinnati Southern case, the Vermont lines continue
in operation only because they are State owned,

The Cincinniti nnd Vermont cases have the
following similarities.

¢ Limitation of access to the fucility to one operator
¢ Encompassing the facilities of anly a single line
segment

¢ Provision for acquiring the property through
purchase

& An ongoing maintenance-of-way program fi-
naneed nnd cenrried out by the operator

@ Rental payments that provide sufficient revenues
to cover public expenditures for the praperty

Vermont's public ownership of fixed Meilities
permils private orer:unrs to provide continued
service over i usable plant, even i only at a modest
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TABLE 4-2. RANGE OF PUBLIC QWNERSHIP CHARACTERISTICS

Characiorlstic Interstate Confac New England Select Line
Rail Netwark Plan Proposal focillties sogrments
Objective: '
Assist Industry ps currantly i
strycturad X X X {
Provide lundamental rastructuring !
of rail operatlans X X !
Mathod of actuisitlon: ;
Exthange for operating rights X X x X !
Purchase X ;
Voluntory transfor X X X X X I
Mandatory acquisitjon X !
Scope of facliitlos: )
Structures, suich as bricgas '
and funnels X X X !
Single right ot-way x X 1
Malnlinos X X X ;
Branchlines [+] Q X i
Yards and tarminals X o] X i
Total system 4] X X !
Actess: H
Single railroad company? X x x I
Sevarol rallroad companies :
with franchises X X X ks
Open o] i
Aot moanagement and maintenance: B
Maintenance: B :
Ownaor X 3
User X X X X :
Pinaning: }
Qwner X X a !
User s} X o] X :
Carstrol:
" Owner x b4 o] .
Lser X X X B
Changus in physical plant: <
Rehabilitation X X X X X :
Modarnization ' X o X X [¢] N
Consalidotien X H Q X o !
Ralocation X s}
New technology [} o
Duration of arrangement:
Temparary lingludes long-tarm
leases) X x X
Parmanant X b 4 0 .
Financing: 3
Usar charpe X x X X X i
Subsidy o o X o] o
X X

Leaso or rontal payment

Sunder some Rplans, access s Alsa provided tar bridges coarriers,

bﬁintll\f carrying out the actlvity done por necessarily provida the fund,
NQTES: X = efamant of the propesal; © = deponds upen version of the praposal,

SOURCE: Fudarat Raljraad Administratian analysls,

profit. The State benefits from user fees, tax
payments, and the retention of industrial firms that
might otherwise move to other regions, Shippers
benefit from lower cost freight service than that
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offered by other modes, This approch results in
upgrading the plant for existing operators, and there
is no onpoing public subsidy involved because the
initial public investment is repaid,



s s i S nie - b ae

SELECT FACILITIES

Another coneept envisions Government invest-
ment and/or subsidy of selected rail fixed faeilities,
Public funds would be employed 1o rebuild, improve,
or construet lines, yards, terminals, or other Meilities,
such as bridges, tunnels, and sidings for joint use by
railroads in particular market areas or Iraffic lnes,

In certain areas where rail service is significant
over the long term, Government funds could encour-
age needed facility conselidation and medernization
by providing otherwise unavailable capital. Privage
ownership of the operating companies would con-
tinue, and the upgraded facilities would be owned by
Government, User fees would be collected to finance
capital investment and ean be used o maintain the
facitities,

Mast projects would be directed toward consoli-
dation of excess facilities and would involve several
railroads, A select facilities project might accomplish
more than individual railroads could aford to do.
Rail companies could realize crew and locomative
efficiencies und reach new markets where rail offers a
polential cost or serviee advantage,

The select facilities approuch is applicable to
projects designed Lo enhance the urban environment
through redevelopment of underutilized rail proper-
ties for new industrial, commercial, ar public
purposes, Redewvelopment could result in  preal
employment opportunities as well as incrensed tax
revenues. A fornter rail yard in Spokane, Wash,, for
exampile, became the site of Expo "7 and now serves
15 a civic center, comprising an opern  house,
convention center, parks, and an'ice rink,

REFIABILITATION PROPOSALS—
CONFAC AND NEW ENGLAND PRO-RAIL

The Consolidated Facilities Corporation (Con-
Fac) concept and the New England Public Right-of-
Way Ownership—Rail (Pro-Rail) proposal are de-
signed to assist marginal railroad companies in
retention, rehabilitation, and maintenance of their
existing facililies, The purpose is to subsidize
riilroads to enable them to compeie effectively with
trucks and barges whose publicly financed rights-of-
way provide subsidy assistance,

During the planning process that led to the
establishment of Conrail from the bankrupt eastern
railronds, consideration was given 1o the formation
of & separate corporate entity that would own the
structures and right-of-way over which Conrail
would operate. This “ConFac™ was based on mixed
public ownership of the fixed fucilities, although
variations of ConFac unticipated either wholly
public or private ownership, One purpose of ConfFac
was 1o remove the burden of financial rehabililation
of northeast rail lines from Conril's balance sheet.
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The New England plan for rehabilitation, Pro-
Rail, calls for voluntary transfer of fixed facilities (o
the Federal Government (o new Federal Railroad
Property Administration would he created within
DOT) 1o provide for rehabilitation and maintenance
of the national rail system,

Although these programs differ in several details
such as administrive organization, they are similar
in a number ol respeets, including the following.

& Limitation of aveess to present ruilroad companies
(except that other railroads may be granied himited
access (o specific lines solely for bridge (rafTic)

& Focus on rehabilitation, with some modernization
and little refocation or consolidation of facilities

& Temporary—the Pro-Rail and ConFac proposals
pravide for return of the facilities to private railread
companies in 25 and 30 yenrs, respectively

® The finuncing of maintenance and improvements
through 4 combination of user fees and public
investment or subsidy

Uniike the Pro-Rail plan, the ConFac plun
includes o contingency provision ta enable another
operator (o provide service in the event the operating
raitrond companies go bankrupt. Furthermore, the
ConFae plan assumes repayment of Government
investment through a systemy of fixed and variable
user charges. The annual user fee deseribed in the
Pro-Rail plan—20 cents per 1,000 gross ton-miles
plus the tbor component of the annual maintenince
program—would not penerate sufficient funds 10
cover the costs of eliminating deferred maintenance,
much less provide for facility improvements, Thus, a
significant level of public subsidy is implicit in the
proposal,

Neither plan would encournge new enirepren-
eurs nor eliminate inefficient operators or services, as
sccess is limited 10 current operntors, Under these
plans, railroid companies whose properties had been
poorly maintained prior to public ownership would
now have exclusive, or virlually exclusive, use of
much improved property without any additional
costs, Stockholders, users, and ereditors of these lines
would receive substintial henefits, but there woukl
be little incentive te produce the fundamental
restructuring necessary to achieve long-term  effi-
ciency.

INTERSTATE RAIL NETWORK

Praposals huve been put forth in recent congres-
sional sessions 1o provide public resources 1o plan
and develop a modernized interstate rail network,
Some plans have advocated redirecting the talens
and the budget of the U.S, Army Corps of Engincers
from inland waterway construction projects 1o
rebuilding the physical plant of railronds, These
proposals would create o relationship lo the Federal



Government analogous to the interstate highway
system. The most distinguishing characteristic of the
interstate rail network is the provision of open access
to a4 number of railreads, with operating rights
hetween specific cities similar 1o those of regulated
maotor carriers.

The railreads would transfer land, tracks,
terminals, and structures to the faeilitics company in
exchange for stock in the company, according to
values established under 1CC supervision, If Federal-
ly owned, an exchange for cash might be effected on
the same basis, after approprintion by Congress. The
current bondholders’ investment would be secured
through joint guarantees by the track and terminal
company and the original railroad,

Such arrangements are nel lemporary but
wepresent o commitment by the Government to
provide a fixed plant for the railroads similar to that
provided for competing modes, These plans also are
distinct from other recent public ownership propo-
sals in their emphasis on comprehensive plinning
and modernization programs for the ruil system.

The costs of plant rehabilitation und mainte-
nance would come from two sources—-a |.percent
tax on revenues obtained from all surface freight
shipments (generating approximately $1.3 billion
annually during a G-year period) and a $1 per 1,000
gross ton-miles charge for all rail shipments trans-
ported over the system. Although these potential
revenue sources are substantial, they are not suffi-
cient to accomplish ali the stated goals of these far-
reaching proposals.

CONCLUSIONS

Figure 4-3 summarizes the potential advantages
and disadvaniages of public ownership of railroad
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fixed fucilities. The DOT considers that public
awnership of ruil rights-of-way is a very difficult and
complex method of attempting to bring about basic
structural ¢hanges in the raitroad industry, Unless o
ruh]ic ownership proposal is carefully designed, it is
ikely to be ineflectual and to result in swbstantial
subsidies 1o inefficient companies, 1n all likelihood,
therefore, public ownership of rail lines on u large
scile would increase Government control over
railroad operations and  substitute  politieal  for
economic decisions, thereby impeding the attainment
of an economical and efficient ruil trunsportation
systeni.

Federal Government purchase of rail lines
would not, by itself, improve service, and the DOT
believes it would be preferable 1o devote the limited
public tunds avaiable for raib assstance o the
rehabilitation ruther than the purchase of rail lines.
Public ownership of particular lines and seleet
facilities, on the other hand, could have merit in
conjunction with the proposed Federal financial
assistanee program, as deseribed in chapler 7.

Current title V' financing rules require repay-
ment security, especially in the case of bankrupt
companies, Conceivably, a company could set up a
new subsidiary corporation that would pledge its
assets to the Government as Security for title V
funds, Sale of property to other railroads or public
gencies would then make the property available for
Government assistance and for use by more than one
company.

In certain limited situations, public ownership off

specific rail lines or system segments could permit a
larger degree of coordination and upgrading than
other means of ownership, These coordination and
rehabilitation efforts could result in service efficien-
cies and cost reductions, thereby warranting some
level of public investment,
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POTENTIAL ADVANTAGES

Puts infrostructure for railronds an same basis, 6t least in coneept, as compating modes:

—Reduces lavel af fixed charges

—Enminates tnxavion of fixed facilities by State and Jocnl Government

~Provides opporienity to plan and develop a unified raif netwark

~telps ta batanes pubtie funding of tho infrastructure for various transpart mades

Provides infusion of copital, yet aveids oporating assistance to private railrood companios
Prosents opportunity to reduce unit casts through elimination of redundancy

Under forms of open access to rail fagilities, significant changes in refatianship of railrasd
companios and astociated institutions would occur
Open access would permit gusing corriae entry and exit on a market-by-markat batis, thus:

=Railraad comman carriar requiremant might be revised
—|ncreased carrier aviention (o shipper naeds woult! ba required
—Technology improvemunts might occur

SDURCE: Faderal Railroad Administraljon analytis.

POTENTIAL PROBLEMS/DISADVANTAGES

Shifts costs of rail tronspartotion to the genernl public if user charges ara not
fully campensatory, Raises dilficulr issues of eost alloeation,

Acauisitian of tixed facilities could be camplex, costly, und time consuming.
Pubdic funds used for acquisition could not be avsilable for rehabilltatlon or
other publlc purposes.

Ralses possibility al excossive sponding on rail fixed plant,
—Wautd inject politics Into system maintenance pnd improvemnt
decisions
—Might produce maore fixed plant than nacessary to provide good
quality rail service
~Bifurcates trade-off decision —track investment versus operatlons

Reducod tax ravenues to Stats and (ocol Governments, which would requirg
new saurces af lunds,

Open-nccess provision raises nsed for new traffic schaduling and control
Sys1ams.

Alors roil industry environment and, particularly when ocpen access is
provided, protuces uncertainty over 1ha stntus of present roilrond companies,

FIGURE 4-5, PUBLIC OWNERSHIP, PRG AND CON.
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5.
INTERMODAL POLICY

The ability  raijl L
Federal actiony distort prices amd ephance the ability

IV Jew exceptions, flic_railivads_hear the
mgintaining their righty-of-way. Competing modes wiicl ope palicly provided
mghts-ofovay may ave a substansied advantage over ruilroads, depending on the level
of user eharge payments coflectod from those competing carriers,

The guestion of equicable investinent policies among the varivus modes of
transportation has been debuated for decades, particatarly with regard to the effect that
pronwtional policies toward highways and waterways have had apon railroads, 1t is
fmportant inany examtination of Federal policy affeeting railroads to examing current
palicies witl regard to investerent policies among the nodes, to attempt to settle fuctital
questions pertaining o cost responsibility for ase of publicly provided fucilities, and to
propose needed changes in policy.

FPerlaps the maost difficalt question to answer iy whether large, rail-competitive
trucks, which pay « variety of charges for use of the public highway spseem, are paying
their fair share of the highway cost burden or are being sulsidized by otier highway
users, An up-to-date and thorough analysis of thiy subject has been initiated by the
Departmient of Transportation (DOT), Alse, additional consideration needs to be given
to the refationship between truck user charges and competing railroad rates.

Inland warerway operators, who pay no charges for the use of federally provided
indand, coastul, and Great Lakes waterways, ean ship putk conmmoditios at lower ratex
than railroads, Their present advantage would erease I pressures tp enlarge the
capacity of the inland waterway system are successful and if appropriate wer charges
are not imposed.

If a network of coal slurry pipelives is develuped as an alternative to wnit coal
trains, it will be important to assure that regulatory, tariff, and contractual
arrangements pernit the railroadys to compete on fair terms,

In niost cases, Fedvral transportation investments shoild be accompenicd by user
charges sufficient to recover the Government's full costs, Public investient in, or
siipport for, new transpertation capacity should pass strict tests of economic merit,
inclucing vxplicit convideration of aff relevant public costs and benefits and inmtermodal
impacts,




TIE 902 STUDY: FEDERAL AID
TO RAIL TRANSPORTATION

A simple economic theorem shapes the averall
transportation policy of the Railroad Revitalization

and Regulatory Reform (4R) Act of 1976, The .

theorem holds that the various modes (including
railrouds) can hest serve their proper transportation
function if allowed 10 compete freely in a private
sector market, Congress has expressed the proposi-
tion that consumer choice based on (ull economic
costs and relatively unconstrained service and price
competition is the most efficient means of allocating
the Nation's transportation resources. All modes
should be treated in an even-handed manner so that
each one's economic and lechnologica]l advantages
would apply.

Consistent with this theorem, section 902(1) of
the 4R Act required the Secretary of Transportation
to examine ways and means of developing o rail
assistance policy that woukl encourage the establish-
meat and maintenance of an “open and competitive™
intermadal transportation market in which railroads
compete for freight on equal terms with trucks,
barges, and pipelines. Section 902(a} of the 4R Act
states the general Eolicy that each mode's share of
the market should be determined by inherent service
advantages and competitive prices that reflect their
cconomic cosis. An  essentinl corollary of this
philosophy is that Government must be willing 10
evaluate its own investment palicies to delermine
whether such policies encourage fair competition or
impose fundamental distortions in the modal mix of
transport services,

. Governments, historically, have committed large

sums (o the development of transportation. The
advantupe of such spending is that it spurs economic
growth by causing n more rapid development of
trinsporlation  facilities than would be possible
through private investment alone.[1] The disadvan-
tage is that these promotional expenditures ofien
lead to excess transporiation capacity in some areas
and the uneven development of competing modes, If
the expenditures are not accompanied by adequate
user chirges, they act as subsidies that artificially
lower the costs of o particular mode and distort
equitnble competition,

According to the DOT report, Study of Federal
Aid to Rall Transportation (902 Study), between
1789 and 1975, the LLS, Government spent $131.3
hillion! in direct Federnl aid to transportation.[2)
Spending for highway construction was $88.8 hillion,
Anather $14,7 billion was spent 1o build and
maintain waterways, $26 billion to develop airport
facilities, and $L8 billion® for rail transportation.

1Al dollars aie cutren year.

TPhia figure includes the terad value of land granie a1 the e they were given, an
amaunt eslimaied at $433 million. As an oilel 1o thewe granty, the Fediral Gavernmenl
enacied Jegilalion providing for eeduced rases fr Gavernment rail shipmenty; e
savings i the Government ander this provivion have been estimated al 3¢ byllion.

Railraads, of course. built and maintained their own
rights-ofsway. The bulk of Federal rid to the
railroads in the pre-World War 11 period was in the
form of land grants, From the end of World War 11
10 1975, the Govermment spent an estimated $1.3
billion for National Railroad Passenger Corporation
(Amtrak) prants, Emergency Rail Restoration {fol-
lowing Hurricane Agnes in' 1972), and rail service
assistance 1o bankrupt railronds in the Northeast
hefore the ereation of the Consolidated Rail Corpo-
ration (Conrail),

Users of the federally provided inland, coastal,
and Great Lakes waterwiys paid no fees for using
these rights-of-way. Airport and airway user taxes
returned to the Government $3.9 hillion (or 15
percent) of the $26 billian 1otal Federal expenditure.
Although the Federal Government recovered $96.3
billion in highway user taxes, the question is whether
arge, rail-competitive trucks paid user charges equal
to the cost burden for which they were responsible.
The United States receives 29 percent UJ' ihe 81,
Lawrence Seaway revenue from tolls collected on the
Montreal-Lake Ontario section. These tolls, charged
on commodity tonnage earried and vessel register
tonniige, cover costs of operation, maintenance,
administration, and retirement of honded debt of the
original construction cost (minus interest paymenis)
for the seaway.

When Congress passed the 4R Act in 1976, it
recugnized the possibility that Federul investment
(and regulatory) policies were preventing the ruil-
ronds from competing on equal terms with other
mades, In its report on the omnibus bill that
eventually became the 4R Act, the Senate Committee
on Commerce concluded that serious anomalies and
perhaps inequities have developed as a result of
Federal investments in sransportation, Section 902(1)
directed the DOT to conducet & comprehensive study
of the Federal Government's transportation invest-
ment policies.

The 902 Study, forwarded to Congress on
January 19, 1977, concluded that sociocconomic
forees rather than Government invesiment policies
were primarily responsible for the decline of the
ruilroads afler World War [L However, the study
found that Federal subsidies had caused distortions
in the marketplaee that “heightened and accelerated”
the ability o trucks and barges to drain trauffic from
the ruilroads.

To restore a halanced, competitive iransporta-
tion system, the 902 Study recommended that the
intermodal impacts of Federal transportation invest-
ments  hecome an explicit consideration in the
Government's decision-making process and that
most, if' not all, Federal subsidies to transporiation
be climinated. [2]

These recommendations are relevant because
this report adapts the congressional priority that
American railroads can  best contribule (o the
national transportation system as profitable. compel-



ilive elements in the private sector. Rather than
advocating large-seale subsidies or mandatory right-
of-way purchases for the industry, DOT emphasizes
limited financial assistance, easing of regulator
action, and careful restructuring as means of revital-
izing the industry. There are cconomic and operating
edvantages for railroads, in many situmtions, and
these advantages are the true bases for revitalization,
This market-oriented approach will not work, how-
ever, il Federal actions distort prices and give
competing modes unfair competitive advaniages.

This chapter will discuss a series of cross-modal
issues in terms of an overall Government investment
framework that would allow all mades (including
rail) to compete on equal terms.

INTERMODAL COMPETITION

The economic theory of the 4R Act is valid enly
il it can be shown that ritroads compete actually, or
potentially, with other modes for a significant share
of the commadity transport market. The long-lerm
decline of the rail market share and the equally
deleterious decline in rail rates of return raise serious
qll;estions aboult the ability of railronds to compete at
all,

Between 1925 and 1975, the rilrand share of
domestic intercity freight traffic {measured in gross
ton-miles) fell from 79.9 percent to 36.8 percent.|2]
In the same period, the intercity 1rucking industry
increased its market share from an almost negligible
0.8 percent to 21.3 percent, If the measure is tons
carried rather than ton-miles, trucks actually sur-
passed railroads in freight dominance by 1975,
gccounting for 38 percent of inlercig tonnage ns
opposed to 29.3 percent for the rail mode,

While trucks compele with railroads for high-
value, lighter weight commeodities, harge lines com-
pete for low-value bulk commedities. The overall
waterway carrier share (including Great Lakes
shipping) of the intercity freight market has been
fairly conslant, moving from 16.3 percent in 1925 10
17,1 percent in 1975, These gross figures, however,
mask the dramatic increase of the infand waterway
share—from slightly over 1 percent in 1925 to more
than 10 percent in {975—while the Great Lakes
share has been declining,

With railroads and barges engaged in direct
competition for the movement of heavy bulk com-
modities such as grain, coal, and ferlilizer and with
trucks taking over an increasingly large share of
merchandise traflie, it is often assumed that railroads
have virtually surrendered all traffic other than select
butk movemenits to trucks and barges,

This is not yet the case, Table 51 shows that for
shipments in the 30,000- to 60,000-pound class, rail-
ruck compelition existed in 78 of 117 standard
commodity groups. (A given commadily group was
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considered competitive if' the rail share of the
tonnage fell hetween 20 and 80 percent.) Twenty-
four of these groups had gross rail freight revenues in
excess of $100 million in 1976.

The same data show that the level of competi-
tion between rail and trucks inerensed with only 12
commodity groups (principally motor vehicles and
equipment, grain products, houschold applinnees
and ‘converted paper) when the distances involved
were under 300 miles, In the 300- to 500-mile range,
railroads competed for wwice as many commeodity
groups, adding abrasive and ashestos products, paper
and paperhoard, and pulpmill products, Over 500
miles, railroads were competitive for about 50
commodity groups. entering the market for key items
such as sawmill products, miscellancous food, petro-
leum products, agricultural chemicals, plywood, and
sugar.

The iop five competitive commuodities in terms
of rail revenues were motor vehicles and equipment,
industrial chemicals, steel produets, sawmill pro-
ducts, and grin mill products. Each represented
gross revenues in excess of $500 million in 1976,
Indeed, motor vehicles and industrial chemicals cach
generated rail revenues in excess of $1 billion. In the
case of motor vehicles, competition existed between
100 and 300 miles, but for distances over 300 miles,
railroads carried over 80 percent of the tennage,
Three commodities (industrial chemicals, steel pro-
duets, and sawmill products) were in the competitive
range, primarily for shipments over 1,000 miles,

In facl, most commodity groups (62 ol 78) were
competitive in three or fewer mileage blocks, reflect-
ing the advantages of trucks for short hauls and the
continued competitive ubility of railronds at longer
distances. Only one commodity, railroad equipment,
was competitive at all mileages.

The above data indicate that competition exists
between the truck and rail modes seross a broad
spectrum of cammodity proups, but this static view
of the freight market does nol adequately portray
long-range trends that conld cause competition to
evaporate.

In 1972, railroads curried more than one-half the
ton-mile market for commodities such as transporta-
tion equipment, lumber and wouod products, chemi-
cals and allied products, primary metals, and tohaceo
products. The trucking industry dominated the
market for transportation of commodities having a
higher value per pound, such as textiles, furniture
and fixtures, rubber and plastic products, Jeather
products, fabricated metals, instruments, photo-
graphic and medical goods,

Even in wansportation of bulk commodities,
where n service advantage can be provided, the
reilroads have lost their market share, Barges,
propused eoal slurry pipelines, and even trucks
provide ready alternatives for the shipment of many
traditional rail commedities, such as conl, refined
petroleum produets, cement, and grain.
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TABLE B-1, MAJOR COMMODITIES SUBJECT TO TRUCK-RAIL COMPETITION

{Milas})
Totwl Mo, % tons hy rail far 30,000 10 60, 000 Ib class Tatal %

TGo Commadity® compatitive  Undar 100 200 300.  §00-  1.000-  Owver  tonsby
Code btocks 100 199 299 499 999 1,489 1,500 eail?
k¥l Motar vehicles and equipment 2 14 ca7 50 83 a0 99 b:1] 57
281 Inclustrial chamicals 2 3 1 3 6 16 €27 €36 a6
242 Sowmill procducts 3 ] 2 4 1 €34 g €49 45
204 Grain mill products 5 16 ¢35 ci9 E54 t52 <32 .11 G2
an Stewl and rolling mill prod, 2 2 3 2 5 13 €23 c7g 44
329 Adnrpsive antd ashestos prod. k| q 1 [} L] N 16 £20 54
09 Mise. Tood preparations 3 2 6 7 19 €29 £44 ca7 47
201 Rafinod petroloum prod. ] 1 3 4 a £34 c43 a3 8
263 Paperboard, ste. 3 2 a 10 22 ta1 B4 53 72
62 Paper 4 8 b] 16 23 €35 cg5 44 59
203 Cannid [ruits, veg., atc. 1 9 2 [1} 10 12 13 t48 a5
208 Bav, ond flavaring extracis 1 o 1 2 B 17 18 tag 15
82 Plastis matzrials 1 3 2 1 5 n 1" L7 46
243 Millwork, plywood, etc. 2 2 3 ] 4 26 cgg & 50
299 Misc. petro. and coal prod. 1 0 3 13 14 23 14 12 70
287 Agricultural ehemicals 3 3 2 1 a ‘a2 a3 31 56
264 Canverted paper, otc. 5 €45 g3 73 tyt g8 B9 a9 51
289 Misc. ehemical products 1 1 2 G 4 13 18 €42 30
X1 Pulp and pulpmill praducts 3 4 18 17 g 51 cag a5 78
26 Baat and cane sugar 1 5 2 10 14 a0 84 0 44
249 Mise. woad products 3 1 3 4 1 34 g0 t4g ag
324 Hydraulic coment 2 1] 0 0 o 13 0 : g 15
344 Fabricated metal products 3 3 4 5 ] €20 €32 c47 20
363 Househald appliances 3 ¢ag 58 100 97 85 93 g9 [3:
201 Meat 1 3 2 2 6 13 t23 " 19

Janked In ducrunsing order of 1978 gross rall freight revenye.
bear alf weight and distance clessas.
SCommadity Is considered campotitlve ot this mileage.

SOURCES: Department of Commerce, Commodity Transpartation Survey, 1972 .S, Cangus of Transportation. Interstate Com-
marce Commlissian, Bureau of Accounts, Frelght Commodity Statistics of Class | Raitroads In the Unlind States, Yaar Endad 31

Becembigr 1976,

Loss to trucks of traffic in the more vaJunble
commaodities (which, in turn, usually have higher
freight rafes) is one of the major factors in the long-
tetm decline of railroad prolitability. Though total
tonnage originated by the railronds over the past 30
years has remained fairly constant, the average
revenue per ton-mile has decreased significanty.[3]

Not only are trucks gaining in bulk and higher
rated carriage, they are competing for larger shares
of certain long-haul commadity markets once domi-
nated by railroads, Figures compiled by the Congres-
sienal Office of Technology Assessment, in the 1975
Review of National Raifroad Issues, clearly illustrate
the shift from rail to truck of California fruits and
vegetables shipped to markets in the Midwest and
East.[4] The figures show railronds dropping from
113,500 carlots in 1966 10 69,800 carlots 1n 1974 (a
39-percent decline), while trucks increased carlot
cquivalents from 139,000 to 178,100 (n 27-percent
increase). Noting inroads made by the trucking
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industry into longer haul markets, the Task Foree on
Ratilroad Productivity in a 1973 report to the Council
of Economice Advisors estimated that 74 percent of
all common carrier truek shipments exceeding 10
tons moved 200 miles or more, and 57 percent of all
such shipments moved 300 miles or more. |5}

Earlier chapters of this report show that much of
the loss in railroad market share can be attributed
either to shifts in the type of goods the U.S, economy
produces or to competition in areas where other
modes have service and cost advantages. The
diversion of bulk cargo to trucks and barges and the
increased number of long-distance movements by
trucks appear to be ¢ases where the railronds have
the ahility to compete, but where rail opportunities
are lost because of out-of~date regulations, Federal
investment in other modes, and a failure of railroods
to improve marketing and provide efficient service,

The 902 Study ended its review of the railroad.
industry’s compelitive status hy citing the absence of



major new transporiation technologies and the
apparent slowdown in the rate of structural econom-
ic change that has eroded the railroads’ iraffic base,
The study predicted a stabilization in overall railroad
traffic and revenue that, when coupled with project-
ed increases in coal movement, would increase rail's
share of the intercity freight market to 40 percent by
the mid-1980's.[2]

The 902 Study recognized that at current levels
of return on invesiment, this modest increase in the
muarket shure would not overcome the serious long-
term erosion of railrond physieal and financial
health,

Marcover, the 902 Study may have underesti-
mated the continuing effect on the railroad indusiry
of Federal programs that benefit other modes. The
interstate highway system. for example, prohably will
have an incrensingly adverse impact on railroads
even though it is nearly complete. Shippers and
whole communities are still edjusting to the availabil-
ity of low-cost truck lransrormlion made possible by
the interstate system.{4] These groups have tradition-
ally wanted to shift to the new, more apgressively
marketed forms of transportation, bul in any case,
the railroads are still required to remain available af
low, fixed rates. This is obviously not a free markel
condition.

There are also continuing pressures to relax size
and weight restrictions on trucks, to increase the
capacity of the inland waicrway system, and to
develop a network of coai slurry pipelines that would
provide an alternative to umt trains, Unless the
Government responds to these proposals with a
rational policy that will promote equitable competi-
tion, the market preseription for restoring railroad
vitality will fail.

A FRAMEWORK FOR PUBLIC
INVESTMENT POLICY

A public investment policy aimed ai promoting
equitable competition among modes has two major
requirements.  First, direct Federal expenditures
should be accompanied by user charges set a1 levels
that will recover the Government's full costs. Second,
any public investment in new transportation capacity
should pass striet tests of economic merit, Such tesis
should include consideration of all relevant public
costs and benefits, including the assessment of the
impact of such investments an other modes,

Intermodal competition that truly reflects the
economic performance of each mode cannot exist
without equitable user charge tremtment. The 902
Study makes this point, as follows:

The maintenance of an open and compeli-
tive murket among mature modal competi-
tors requires the elimination of most il not
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all Federal subsidies o transportation. 1F
each of the five major modes of intercity
transportation is to compelte in (he market-
place on the hasis of whatever cost and
service advantages it possesses, the distor-
tions in the marketplace caused by Federal
transportation subsidies will have to be
climinated, ... Where circumstances require
direct Federal financial involvement, full
cost recovery from users should be the
policy abjective. In this connection, o
system of cost sharing should be introduced
on a phased basis for the inland and constal
waterway system, facilities which are cur-
rently improved and maintained at Federnl
expense, Waterway users do not row pay
these costs,

It should be noted thit this public policy
goal of eliminating Federa] subsidies to
transportation should not be viewed as
precluding the establishment or mainte-
nance of explicit Federal subsidies where
there are overriding national interest con-
siderntions (as in the Federal subsidy of
urban mass transportation}, Nor should it
be construed as precluding direct Federal
finuncial involvement in national transpor-
tation programs where such invalvement is
otherwise justifed and adequate cost recov-
ery mechanisms are in place. [2]

Ruilronds currently spend an estimated 20
percent of revenues mainiaining their rights-of~way.
Rarges pay nothing for their rights-of-way, while
large trucks (as indicated earlier) may pay less than
their full share of true coslts.

Since extensive transportation fucilities already
exist, the Government’s development emphasis
should ot be on new programs to increase capacity,
but on programs that focus on the maintenance,
upgrading, and more effective use of what is already
in place. As capacily increases are required, every
effort should be made to increase the efficient use of
existing systems, including an cxamination of the
total costs and benefits of employing excess capacily
in competing mocdes as an alternative o expanding
capucily of the mode in question, In some cases,
where the capacity of a particular mode becomes
strained, diversion of excess (raffic to other modes
mny be preferred to investment in new facilities
unfess it can be shown thal total capacity is
inndequate. 1t may alse be more effective to use
modes in combination; for example, use one mode
that takes passengers or freight to, or from, a
terminal for the short portion of a trip and anather
made for the long-haul portion of the trip,

Insistence an review of intermodal impacts is
based on economic concerns rather than protection
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of the constituencies represented by the rail industry.
The DOT would not oppose in otherwise economi-
cally desirable investment in another mode purely
because such investment would do damage to the
railroad industry, In actuality, railroads represent the
most efficient mode for moving a number of
commaodities over long distances, and rail is likely to
continue 1o do so in the foresecable future, There-
fore, while &n investment in additional highway
capacity to carry more long-haul truck traflic, for
example, might pass the traditional benelit/cost tests,
the secondary eflects, represented by any paossible
lnss of efficiency in the rail industry, should also be
taken into account, The cost of moving goods over
newly constructed rights-of-way should be compured
with the costs of moving goods over rights-of-way
that are already buill, Such considerations will help
avert situations where Federal assistance o railroads
is urged as a means of compensating railroads for the
advantages given to other modes hy Federal law and
financial aid.

A serious obstacle to development of good
economic analysis of public investments is Inck of
comprelensive data on the flow of traffic. This, in
purt, stems from differences in the reporting require-
ments imposed by Federal regulation, Fairly good
data are available on rail, barge, and some truck
movements, but virtually no publie data exist on
unregulated truck carriage. Without complete infor-
mation on traific flows and rates, itis difficult for the
Federal Government to formulate equitable trans-
portation policy,

Subsidized competition frequently resulis in cost
and price structures that direct traffic away from
areas where milroads are energy efficient. The
consequences of this energy advantage are suggested
in table 5-2,

The relationships among the modes are not as
clear ns table 5-2 indicates, Size of shipment, length
of haul, bBackhaul, and circuity have an important
effect on relative energy advantages; trucks may
have the advantage over rail or waterborne freight in
certain markets, or vice versa, The use of unit trains
provides far greater efficiency for rail than shown by

the modes in the table—dropping the Btu per ton-
mile to a range of 300 to 400 and providing o
significant energy consumption advaniage even over
barges, in certain places, The centrul message,
however, is clear: The rail freight mode is energy
cificient and can be a significant asset in the effort to
reduce overall energy consumption. Government
policies that result in diversion of traflic to less
energy eflicient modes will hamper that effort.

TRUCK ISSUES

The trucking industry has benefited from gov-
ernmental involvement in the construction of the
extensive public highway system, That involvement
has entailed both financing and reguiation of use.

FINANCING

The Government has established a set of excise
taxes including taxes on the sale price of the vehicle,
fuel, parts, tires, tubes, tread rubber, lubricating oil,
and an annua! use tax. A tzx of $3 per 1,000 pounds
is levied on all high-use vehicles whose gross weight
exceeds 26,000 pounds, The proceeds from these
lnxes comprise the Highway Trust Fund, which is
used to finance Federal-nid highways.

These user taxes were intended by Congress to
secure an equitable distribution of the tax burden
among the various classes of users of the Federal-aid
highways, It is not clear that x payments for the
large tractor-trailer combinations maich the estimat-
ed costs atiributable to such vehicles, A report of the
Federul Highway Administration, Allocation of
Highway Cost Responsibility and Tax Payments,
1968, estimated that o five-nxle, diesel-powered
tractor-trailer combination with a 60,000-pound and
over gross weight paid an estimated $1,294 in
Federal trust fund taxes but imposed an annul
Federally funded cost on the highway system of

TABLE 6-2. ESTIMATED ENERGY INTENSITIES BY
FREIGHT MODE, 1972, 1974, 1976
{Btu par revenus ton-mile)

. 1972-75 1976 intdex

Freight mode 1972 1874 1975 1% ehange) {rail=100]
Aall e 649 687 -3.40 100
Combination truck 2,558 2,811 2,161 -1552 nz
Air 17,081 12,408 13,162 -22.87 1,931
Damestic watarway 822 479 635 2.49 79
Oil pipalina B26 528 526 o] LX)

SOUACE: Doepsrtmant of Transportation, Transportation Systoms Center, unpubtished naff studlos,
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$2,011. The report concluded that Federal invest-
ment policies provided a substantial subsidy to large
(rail-competitive) trucks, Since that time, there have
beenn considerable analyses and debate over the
methods used to allocate costs, and this issue is still
unresalved. The DOT is conducting o thorough
analysis of highway user charges and will recom-
mend changes, as appropriate,

STRUCTURAL YEHICLE LIMITS

The Federal fegal maximums (23 U.S.C. 127) for
the weight earried on single and 1andem axles, for the
overall gross weight, and for the width ol all vehicles
using the interstate highway system are also impor-
tant issues for the railronds, (Federal law makes no
fequireinents  comeetuing  overnll vehicke Jenpth,
height, or number of units in & combination, These
are regulated by State laws.) From 1956 through
1974, the overall gross weight of any vehicle using the
interstale system could not exceed 73,280 pounds,
subject to bridge capacities. In 1974, that limit was
increased to 80,000 pounds, The maximum vehicle
width has always been 96 inches except for buses,
which may not exceed 102 inches.

Federal highway legislation is intended to
develap uniform, nationwide size and weight limita-
tions for the interstate system, but implementation
by the States has not been uniform. Thirty-four
States currently observe the federally specified
maximums. A few Siates do not mateh the Federal
maximums, however, so that movements of 80,000
pound truckloads do not take place on all parts of
the interstate system, In the Midwest, Indiana and 8
of the 10 States bordering the Mississippi (excepting
Louisiana and Kentucky) have not increased the
limits to the maximum. In the Northeast, 6 of the 10
States {excepling Massachusetts, Maine, New Jersey,
and New York) do not permit 80,000-pound loads,

It is difficult to determine how  truck-rail
compelition (cspeciallﬁ that portion invelving private
and unregulated trucking) has been aflected in the
lnst 2 years by the inerease in maximum truck
weights, Fifteen States have not increased the limits,
and most Western States already had limits above
73,280 pounds on designated roads, which would
seem to indicate that, in general, the status quo has
been maintained except, Jverhups, in the South, In
selected markets, incrensed weight limits have served
to reduce truck costs per ton, With offsetting fuel and
labor cost increases, however, it is not clear what
diversion from rail has occurred as a result of
increased weight limits.

Even more difficult to project are the diversions
thit would aceur from rﬂir to truck if the 80,000-
pound limit applied in all States or if the limit on the
Interstate system were increased to 99,000 pounds. A
DOT staft analysis, based on U.S. Census of
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Transportation data, was performed 1o estimate the
¢ffect on rail revenues of inereased weight limits,

Tncreasing motor cierier maximum weight limits
to 90,000 pounds would reduce certain motor carsier
costs of hauling most il competitive commaodities,
This would result in substantial motor earrier cost
reductions for most traffic in which ilroads
compete with trucks, Railroads would have to reduce
rates to mateh fower motor earrier rates il the rates
are lowered on commodities where they compete,
This would have to be analyzed to see if it cuts bulk
costs or simply increases truck profits on the traflic
that could not be served by railromds.

The DOT estimates the cost in annual revenues
1o the railroad industry of reducing rates 1o meet
motor carrier competilion {or cheosing 1o forego
intermodal competition in those instances where that
would be the least costly alternative) 1o be between
31 and 32 billion. The range of estimuies [s based on
the following factors: the total amount of traflie
estimated to be subject to diversion; whether or not
truck size limits change with truck weight limits; and
estimates of the decline in truck rates resulting from
changes in truck size and weight limits, The lower
estimate assumes no increase in truck size limils, a
lower propensity for teafiic to be diverted from
railroads as motor carrier rates fall, and a lower level
of motor carrier rate reductions.

Inerenses in truck size as oppesed to weight
would allow significant increases in truck capacit
and would resull in comparable reductions in truck
costs. For example, an increase in width from 96 to
102 inches would allow the load ina standard 45-foot
single trailer w increase from 24 to 26 carpo pallets.
Two 27-foot trailers curremtly carry a load of 28
pallets in the standard 63-foot “doubles™ configura-
tion. This could be jnereased 1o 36 pallets if the width
of each trailer were increased 1o 102 inches and the
lenpth to 31 feet.

Implementation of the second doubles configu-
ration discussed above would require & change not
only in the Federal width Jaw but also in State kws
poverning the length of ruck combinations, Current-
ly, 15 States do not permit trctor-trailer doubles; 30
States do permit the standurd-size doubles of 65 or
more feel. [n the West, three States permit doubles
with 31-foot trailers and four permit triples. Doubles
less-than-standard size are permitied in five States
(Georgia, lowa, Mississippi, New Jersey, and New
York).

The complex pattern of $tate laws and the lack
of adequate duta on truck-rail competition make
projections of 1he chinges in Federal policies on the
railroads’ financinl needs through 1985 extremely
difficult, Changes in Federn] weight and width limils
might well indicute other possible changes in long
term design and operating concepts for the intersiate
highway ~“system, such as increased pavement
strength, dedicated anel reserved truck lanes, and
exclusive ruck ways, Such changes should be
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carefully measured against effects on other modaes
and, il implemented, accompanied by user fees
sufficient to cover the costs of 4 more expensive
system.

Another important ares is the enforcement of
truck size and weight limitations, Overloaded trucks
damage the highway system und impose  costs
beyond those intended 10 he covered by user fees
For example, a particular problem exists in regard to
the unregulated carrer, where enforcement is dilli-
cult

As indicated earlier. maximum size and weight
limilutions for the jmerstate system are established
by Federal statute, State laws establish particular size
and weight limitations within the Federal framework,
According to current statutes, the Governor of each
State is required to certify annually to the Secretary
of Transpartation that the State is enforcing all Stue
laws reluing to maximum vehicle sizes and weights
for travel on the Federal-aid systems, States failing to
certily face the loss of all Federal-aid highway funds,
To date, no State has failed to certify, Nonetheless,
DOT found prima facie evidence that 14 States were
not adequately enforcing their size and weight laws,
Based on tlus, the Secrelary has written to the
Governors of these States, stating that they should
show cause why Federal-aid highway money for their
States should not be withheld, Warning notices have
heen sent to 12 more States that have marginal
enforcement programs. In response to these cilations
and warnings, the Sintes have proposed significantly
improved enforcement efforts. The DOT will con-
tinue to monitor this situittion,

SPEED LIMITS

The DOT is also reviewing enforcement of the
55-mph speed limit because continued and wide-
spread violations have serious implications for salety
and energy conservation. From the railroads’ stand-
point, however, the effect is ihat illegal, excessive
speeds reduce truck-operating costs by lessening the
labor-hours component of the service, and increase
truck revenues by permitting itlegally speeding trucks
to carry more shipments, since the average trip time
is less nt higher speeds,

WATERWAY ISSUES

The waterways present a clear case of right-of-
way subsidy, since the inland barge industry curren-
ly pays no user charges for use of the waterway
systlem constructed and  maintained at Federal
expense,
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USER CHARGES

livery administration since that of President
Franklin Roosevell has endorsed the principle of
walerwiy user charges, The Carter adminisiration
favors the imposition of waterway user charges that
would lead 1o recovery, within a reasonable time
period, of significant levels of operating and mainte-
nance costs as well as new construetion costs.

The exaet type of charges to be levied raises
complex questions, The simplest charge to administer
is a fuel tax, Recently submitted legislation has
proposed n fuel tax of 6 cents per gallon that would
return approximutely 25 percent of 1977 operating
and maintenance costs. The ndministration feels that
this level of recavery is inrdequale,

The difficulty in adopting the fuet tax approach
withoul also adopting other wx measures is that at
high levels of recovery, a fuel tax alone would lead to
significant cross-subsidies among different sectors of
the inland river system, because variations in
operating costs amang segments are very great, (At
low levels of recovery, however, the cross-subsidiza-
tion effect would not be significant.) This would
mean that at high-recovery levels, some waterway
services would be averpriced and some underpriced
and thus fall short of meeting the objective of
permitiing the modes to compele in the marketplace
on the basis of true cost, service, und market
characteristics.

A syslem of segmem charges could correct
many of the problems associated with a fuel fax. An
all-segment-charge system alone, on existing water-
ways, is not practical now since this would lead to
prohibitive lees on newer siretches of the waterwa
system that bave nat yet bheen developed to their fu[)l’
potentizl. Some combination of segment charges,
licensing fees, fuel tnxes, and other charges may be
necessary. A supgested system could be developed by
DOT within the statutory studies that are expected to
be part of any user charge nct, The Secretary of
Transportation should have flexibility in recom-
mending the nature of the charges that should be
phased tnto the system,

In the agaregate, the burge industry will pot he
seriously alfected by user chatges, especiully given its
growth potential, [n June 1977, the DOT Transporta-
tion Systems Center (TSC) completed a comprehen-
sive study of the potentia] economic impact of user
charges on inland waterway traffic. The study found
that the maximum diversion impact of a fuel tax if
there were o recovery of 100 percent of aperaling and
maintenance costs would he, at most, 10 percent,
assuming no change in rail rates, If; in addition to
complete recavery of operating and maintenance
costs, there were a recovery of 50 percent of new
construction costs there would be, assuming rail rates



were o remiin unchanged, a shift of up to 15
pereent,

INVESTMENT CRITERIA

Some changes are warranted in user investment
criteria to encourage those water projects that are
economically and environmentally sound and to
avoid projects that are wasteful or that benefit & few
at the expense of many, To accomplish this,
President Carter cestablished o Task Force on
Revision of Water Resource PMhinning and Evalu-
ation Crileria (o review waterway investment proce-
dures and to make recommendations for improve-
ment, After reviewing the Task Foree's recommenda-
tions and consuliing with members of Congress,
State, county, and local officials, and the public,
President Carter has proposed reforms, Specifically,
the President hus issued a directive 1o the Water
Resources Council 10 improve the implementation of
the Principles and Standards Governing the Planning
of Federnl Water Projects. In addition to retaining
the basic planning objectives a5 equal concerns—
national economic development und environmentn
quality--improvements in the implementation of the
Principles and Standards are to include the follow-

ing,

8 Institute consistent, specific procedures for caleu-
lning benefits and costs in compliance with the
Principles and  Sundards and other applicable
planning and evaluation requirements. Benefit/cost
nalyses have not been uniformly applied by Federal
apencies, and in some cases, benefits have been
improperly recognized, “double-counted.” or includ-
ed when inconsistent with Fedenl policy or sound
cronomic practice.

& Ensure that witer projects have been planned in
accordance with the Principles and Standards and
other planning requirements by creating, through
Executive Order, a project review function loeuted in
the Water Resources Council. A professional stall’
will ensure an impartial review of preconsiruction
project plans for consistency witl established plan-
ning and benefit/eost  analysis procedures and
applicable requirements.

The following criteria will be among those
considered in determining decisions about specific
Wilter projects,

e Projects should have nel national economie
henefits unless there are environmental benefits that
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clearly more than compensate for any economie
deficits, Net adverse environmental consequences
should be significantly ouwtweighed by economic
benefits. Generally, prajects with higher benefit/cost
ratios and few adverse environmental consequences
will he given priority within the limits of available
funds,

& Projects should have widely distributed benefits,
o The projects’ problem assessments, environmental
impacts, costs, and henefits should be based on up-
to-date conditions,

These reforms should include careful consider-
ation of the intermodal impacts of major waterway
projects and  should insure that the procedures
employed are consistent with those used for other
public transportation invesiments, In addition, the
DOT believes that section 7(n) of the Department off
Transportition Act should be revised, along with
section 4{h)(2). Section 7(a) defines in economic
benelit of navigation projects inconsistent with the
concept of an efficient national economy, amd
implementation of section 7(a) oflen results in an
overstatement of the actunl benefits of the waterway
investment, Section 4(h)(2) limits the Secretary of
Transporwttion™s  authority regarding  investment
standards and criterin,

COAl, SLURRY PIPELINE ISSUES

Although mere than 70 percent of total conl
reserves (estimated on the basis of energy value) lie
east of the Mississippi River[6], a suhstantial amount
of the expected increase in coal production will be in
the West, Western coal reserves are relatively low in
sulfur content, close 1o the surface, and could
aecount for as much as 30 percent of total produe-
tion in 1985. This would represent a major increase
aver current production, from 35 million tons in 1974
1o 274 million tans in 1985, Only a small pereentage
of western coal will be consumed near production
ceniers; most will be transported (o more distant
regions.

Currently, about two-thirds of all conl move-
ments are by rail, and such movements by rail are
likely to increase by two-thirds hy 1985, As produe-
tion and demand increase, however, pressure will
mount to convey it portion of western coal to large
consumers by coal slurry pipeline The only coal
slurry pipeline presently operating in the United
States is the 278-mile-long, S-millien-ton-annuad-
spacity Black Mesa Pipeline between an Arizomn

ISlurry ja ;\rrfmcd hy grinding coal into particles and mising the pagiicles with
Nuid, Current technalogy wes water ata rate of 1 ina for ¢ach 1on ol'vodl.



coal mine and a Nevada powerplant. But a number
of new major coal sturry lines have been proposed,
including a 183-mile line from Kanab, Utal, to Las
Vegas, Nev. (12 million tons per year); & T78-mile
line from Gillette, Wyo., to Oregon (10 million tons
per year); and three other lines (Colorado-Texas,
Wyoming-Arkansas, and southeastern Montana-
Texas) a little more than 1,000 miles each, No
significant construction has taken place on these
lines, primarily because of the difiiculty of obtaining
rights-of-way across privately owned land, including
railroad properties,

Slurry pipelines are capital  intensive, and
although precise costs are difficult to obtuin due to
insufficient experience, costs are estimaied at around
$1.2 billion for a proposed 1,260-mile Wyoming-
Texas line (25 million tons per year).[7] Costs 1o
gather and distribute coal, to supply water, and
operational and technological uncertainties could
increuse these estmates substantially, Gnce built,
however, slurey pipelines ure nol subject to cost
inilation and increasing labor costs to the extent the
railroads are. Pipelines can be cconomically justifi-
able under the following conditions: when high
valemes of coal are shipped {rom large, closely
spaced mines over long distances (about 1,000 miles)
10 a secure market of one or more large customers
able to receive coal lrom a single pipelineg; when the
terrain is favorable for excavation and construction;
when ample water is wvailable at sufficiently low-
delivery cost; and where ineflicient or circuitons rail
operations favor pipelines, The construction phase of
voal shurry pipelines would create o substantial
number of jobs but would not support continuing
employment opportunities at high levels, in contrast
1o campeting rail service,

Legal constraints, witer availability, high-con-
struction costs, and limited applicability (pipelines
are generally neither cost-effective nor competitive
below 500 miles and under 5 1o 10 million tons per
year} will preclude pipelines from carrying significant
amounts of coal in the near future. Recently,
legislation was defeated that would have granted
Federal eminent domnin authority for coal slurry
pipelines, IT any new legislation on this issue is
successful, the prowth of the coal slurry pipeline
industry could be substantial and have significant
competitive effects on the railroad and barge
industries,

Coal is the largest single commodity movement
on railroads, accounting for about 29 percent of
traffic volume and 13.4 percent of revenues received
by Class [ railronds in 1975, A preliminary assess-
ment of the transportation system’s capability to
trunsport coal between 1978 and 1985 indicates that
railroads with substantial investment in cars, loco-
motives, and heavier track should be able (10
accommodate the increased conl transportation
demand on their 200,000-mile network. [8] Moreover,
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as the railroads make improvements to accommodate
heavy coal unit trains, the efficiency of moving other
commadities will also improve, On the other hand, if
the development of o major slurry pipeline industry
is fwcilitited by the Federal Crovcrnmcnl. the
economic future of competing rilroads could be
affected adversely—particularly since pipelines cur-
rently enjoy signifieant regulatary advantages over
railrouds.,

Rail must act as a common carrier and accept at
approved (not necessarily profilnble) rates any
commudities offered for transport. Coal profits have
sometimes subsidized trnsport of ether commaodities
where close competition limits the opportunity for
the railroads to raise rates and profits. Unlike rail,
pipelines can serve selected customers, and opera-
tions can be targeted to the most profitabie traflic.
Pipeline finuncing depends on long-term purchase
coptrnets wirth customers (usually clectric atilitics),
which guarantee certain rates of return regardiess of
fluctuations in production and consumption. Under
ICC regulation, railroads have been prohibited from
entering into long-term shipping contracts, The ICC
is presently reviewing this policy.

The major coal-hauling railronds and  their
connecting lines are alrendy planning significant
investments to handle the increase in coal maflic,
But, if coal slurry pipelines are built in these areas,
the railroads are ]iL)ely to find it difficult to attract
the capital necessary to strengthen and maintain
existing tracks to carry the heavy, {00-cur unil coul
trains to points not reached by the pipelines,
Competition from slurry pipelines for its long-dis-
tance, high-volume coal business could leave rail-
roads less nhle to provide the myrind of transport
services {including distribution of coal to industrial
users) that slurry pipelines cannot perform.

Several legislaiive " proposals o establish a
procedure by which coal pipelines would be certified
and granted the right of Federal eminent domain
have heen considered by the Congress, and (he
House of Representatives has defeated an eminent
domain bill in the current session, The development
of o coal slurry pipeline industry is possible withow
eminent domain authority at the Federal level,
however, because the States have the power, in many
cases, to prant the authority, Any legislation granting
coal pipeline developers the right of eminent domain
should require the Federal Government to determine
that the project is in the public interest, Such
determination should include the following criteria:
the praject’s contributien to meeting national goals
for coal production and use; consideration of
altermate routes and means and  relative  costs;
environmendal disruption; and the balance between
the energy consumplion needs of one section of the
country versus the water supply and social impacts
on the coal-producing area.

Determination should also be made as to the



extent to which the project would be likely to impair
the financial integrity of other common carrier
maodes of transportation (barges and railroncs), or

_the level or type of transportation service any such

mode is able to offer, The effect of the project on
lower transporiation rates versus carriage by railroad
and on the impact on surface and ground water st
destination and disposal sites should also be deter-
mined, The administration has recommended that
the BPepartment of Enerpy have a leading role in
grants and centification, with Ihe Seeretary of
Transportation’s concurrence required for transpor-
tation issues and the Secretary of Interiors concur-
rence required for water issues und other national
resource and environmental impacts. For example,
the viewpoint of the Secretary of Transporiition on
avaitable rail capacity for the relevant route and the
impact of slurry pipeline development on the
viability ol attected railroads should he taken into
account. Where pipelines are caonsidered more
efficient than existing rail service, there will have to
be a careful weighing of the societal benefits and
costs involved. Morcover, the effect of current
reguladory, tarifl, and contractual arrangement poli-
cies that inhibit the ability of the railroads 1o
compete effectively should be considered in deter-
mining societal cost.

Any decisions affecting the movement of west-
ern coal must include consideration of water use now
and in the future. Steps also have to be taken to
miligate adverse impacts on communities affected by
any significant increases in rail coal traffic.

CONCLUSIONS

Federal subsidies causing distortions in the
marketplace have accelerated the decline of the
railrond market share and railroad rate of return on
investment. For ruil to remain competitive over a
broad spectrum of commodity groups, in the long
term, Government jnvestment and regulatory poli-
cies must provide for equitable compelition.

To permit the modes to compete in the market-
place on the hasis of their true cost characteristics,
equitable user charges should be established, and
paticies favoring other modes at the expense of
railronds should be avoided. The ndministration
supports a system of highway and waterway user
charges sufficient o recover o reasonable portion of
operating, maintenance, and new construction costs.
Any Federl legislation granting slurry  pipeline
developers the right of eminent domain across
railroad and other private lands should require the
Federal Government to determine if’ the project is in
the public interest and would not impair the finaneial
condition and ability of competing railronds to
provide efficient and varied transportation services.

In all cases of transportation investment, the
cost of moving goods over newly constructed rights-
of-way must be explicilly compared o the cost of
moving goods over rights-of-way already in place,
Before tnvesting in new programs {o increase
capacity, every effort should first be made 1o increase
the efficiency of the existing transportation system by
proper mainlennnee, upgrading, and effective use.
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6.
ECONOMIC REGULATION

Regulation of raifromds has developed over the past century through the enactment
of munerous laws and the promuigation of tens of thousands of rulingy touching on
nearly every aspect uf the railroad industry. Regulation of the industry has been carvied
aitt int minure detail, at enormous adnzinistrative cost, and with far tou little policy focus,
The realities of transportation cconomics have been recognized too stowly or not at i,
and the lnrerstate Commerce Commission's (1CC) interests in protecting specific
shippers, communities, or carriers aften have been emphasized ar the expense of the
brogder interests of consiners, the raifroad industry, and, most recently, tuxpayers.

The Ruaitroad Revitalization and Regulatory Reform (IR} Act of 1976 made
several changes in the degree of regulation and the procedures by whicl such regilation
iy vxercised by the 1CC, The effect of many of these changes, however, was minintized
by the 1CC, Thus, despite the 4R Act, reforms are still necessary. Some of the
Department of Transportation's (DOT) reconumended changes nefude the followiag.

o A provision similar ta the recently expired 2-year, 7-percent up or down, no-suspend
rate sone contained in the ¥R Act should be enacted, Such provision should net be
subfeet to market dominance findings.

o The ICC should attermpt to make full, bencficial we of authority granted by scetion
207 of the 4R Act to provide exemption from regulation under circumstances in which
effective competition exists, This authority should be employed ay extensively as
possible withins the boundy of congressional intent,

o A set of new analytical procedures should be developed to fucilitate the collection of
specific data and operating statistics to assure accurate estimates of variable costs. The
new procedures shouwld permit collection of data more specific then would residt from
the new, uniforn system of accounts recontly created by the 1CC under the mandate of
the 4R Act, That syseemt is suitable primarily for financial oversight purposes.

o The regulatory and policy imbalances that carrently exise in the treatiment of the
different modes shoufd be rectified to the maxintme extent possible,

e Retroactive collectivn of suspended rates that are later found just and reasonuble
shauld be atfowed,

o The motice peviods for initiating and canceling seasenal, regional, and peak-period
priving provisions mst be shortened to the point where they are comparable with the
rate adfustment times enjoyed by competing maodes,



o The DOT will examine the impact of sectivns 2, 3, aned 4 of the Interstate Conunerce
(1C) det in view of the development of widespread imtermodat competition and the
growing need for greater raifroad fndustry efficiency.

© Rules dealing with the abandonment of rail lines should be madified to enconrage
miore carricr-shipper-locality cooperation.

THE NATURE AND DEVELOPMENT
OF THE REGULATORY SYSTEM

The current system of railroad regulation re-
flects a series of uncoordinated actions intended to
remedy specific problems epcountered during the
almost 100 years since the regulatory sysient was first
imposed. The result is a hodgepodge of inconsistent
and often anachronistic regulutions that no longer
correspond to the economic condition of the rail-
roads, the nature of intermodal competition, or the
often conflicting needs of shippers, consumers, and
taxpayers,

The 4R Act was the first comprehensive attempl
in many yeurs to reexamine the need for and the
assumptions underlying the economic regulation of
the railread industry. The 4R Act made fundamental
changes in the regulatory system administered by the
ICC, including: minimum and maximum rate regula-
tion; establishment of demand sensitive rates, sepu-
rate rates for distinct rail services; operations of rate
bureaus; merger and abandonment procedures; and
accounting and costing methods. Although much
was accomplished by the 4R Act, other fur-renching
reforms are still needed.

This chapter highlights the rationale and struc-
ture of current il regulation. It addresses briefly the
historical development of that regulation and the
changing condilions that resulted in its reexamina-
tien in the 4R Act. The chapter concludes with a
discussion of the regulalory problems that remain—
many crealed by the regulalory system itself—and
rrescnm recommendations for resolving those prob-
ems,

AREAS COVERED BY REGULATION

Railroads are a fully regulated industry, The
ICC is responsible for deciding whether a proposed
ruil rate is too high, too low, or discriminatory, The
ICC may, temporarily or permanently, prohibit any
rate from taking effect and may set the rate it thinks
appropriate. Even intrastale rail rates are subject 1o
some [CC control, The 1CC also has authority to
enforee the “common carrier obligation™ that re-
quires a railroad to provide service to anyone who
seeks it and who 15 willing to pay the charge
contained in a tariff filed with the ICC,
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In addition to authority over rates, the [CC has
regulatory control over the canstruction and abap-
dopment of milroad lines, mergers, acquisitions and
related activities, rail accounting and costing proce-
dures, and issuance of rail securities. The [C Aet, as
continuously amended over the years, also gives the
ICC the power 1o cxempt railroad ratemaking
activities from the jurisdiction of the antitrust lnws.

In 1887, when the railroad compunies firs! eame
under regulation, they generally exercised monopoly
control over the individual markets they served. The
system of regulation that was established was o
reflection of that economic fact, The economic
conditions of the railronds, however, changed rapidly
and dramatically in the 20th cenury, The regulatory
system changed much more slowly, The 4R Act was
the first comprehensive attempt in decades to nteh
rail regulation with the current financiad and compet-
itive condition of the ruil industry,

The 4R Act modilies signiﬁ{unlly the standards
the ICC applies in determining the reasonahlencss of
proposed rates, 50 us 1o assure greater ratemaking
flexibility for rail management and an enhanced
ability 10 compete effectively against oiher, laigely
unregulated, transportation modes,

Section 202 of the 4R Act amended section 1(5)
and section 15 of the [C Act, Revisions of section
1(5) provided for the estublishment of new standards
and  procedures  for determining whether rates
charged by milroads are just and reasonuble and
removed ICC puthority to determine whether pro-
posed rates are too high on traffic for which effective
compelition exists, Additional changes to section
1{5) provide that a proposed rate that contributes 1o
the “poing concern value™ of the carrier proposing
the rate cannot be found unjustly or unreasonably
low, A rate that equals or exceeds the carrier’s
variable cost of providing the service to which the
rate pertains is presumed, absent clear &nd convine-
ing evidence 1o the contrary, lo contribute to the
carrier's going concern value, The 4R Act alse
changes, Tundamentally, the so-called rule of rate-
making that sets forth the general policy standards to
be applied by the ICC in judging the reasonableness
of'a proposed rate,

Additionally, the section 1(5) revisions require
the ICC 10 promulgate stundards and expedilious
pracedures for establishment of seasonal, regional, or
peak-period rates and for the estublishment of rates
for distinet rail services, Section 20Xf) provides,
however, thal none of these ratemaking changes are



to be construed 1o modify sections 2, 3, or4 of the I1C
Act {prohibiting undue discrimination, preference, or
prejudice) o make lnwful predatory or olher anti-
competitive practices or o affect existing  law
governing rate relationships between ports and
equalization of rates within a port, The revisions 10
section 1(5) also created a 7-pereent, no-suspend rate
zone for an cxpcrimenlal period of 2 yenrs (now
clapsed), prescribed time limits for 1CC investiga-
tions of proposed rates, modified the power of the
ICC 10 suspend rates, and reallocated the burden of
proof in suspension cases,

Other provisions of the 4R Act require the 1CC
to estublish procedures assuring the railronds ade-
quate revenue levels, modify the provisions govern-
ing collective ratemaking, set new proecdures and
standards 10 be followed o abandoament  and
merger proceedings, and auwthorize the 1CC to
exempt from regulation those persons and iranspor-
tation services that are found not to be necessary “to
effectuate the national transportation ‘mlicy.“ Each
of these areas constitutes a part of the regulatory
system. The intent ol the 4R Act revisions to that
system is 10 subject railroad rates and other regulated
aclivities to more competilion and less Government
regulation,

The Conference Report on the 4R Act states
that the changes in rate regulation embodied in the
Act “are intended to inaugurate a new era of
competitive pricing.”[1] The legislative history makes
clear that this new cra is to be marked by less
reliance on rates set by 1CC regulntion and greater
relinnce on rates set by market forces, Congress
recognized that the passage of time had dramatically
changed the competitive position of the milrouds.
The Senate Report speaks to this point explicitly:

Railroads were the first large business 1o be
regulated by the Federat Government, The
regulation was called for by the industry’s
dominance of the market and its ability 1o
price some service monopolistically while
engaping in predatory compelitive practices
in other markets, These problems exist
today, but in & very different transportation
- environment. Railroad regulation Ikerefore
warrants reexamination .... Growth of
other modes in the past century has rised
questions whether protection against rail
monopoly is any longer necessary in many
markets. [t seems clear that in addition to
protecting shippers from the exercise of rail
menopoly, the current regulatory system
should work to permil railronds 10 eflective-
ly compete for Whe kind of traffic they can
best handle. Competition is particslarly
important because manf/ of the milroads’
competitors are not regulated,[2]
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Thus, the legislation resulting from these con-
cerns had two major premises: that the dominant
position of the railroads had been severely eraded;
and that in order to compete for existing tralfie, the
railroads needed enoupgh ratemaking flexibility 1o
compele effectively with unregulated carriers, From
these conclusions came the mandate in the 4R Acl
for a substantial diminution of Uwe ICC's ralemaking
powers and for greater ruilroad freedom to set rates.
The Senate Repor states:

Railroad regulntion has failed to assure
adequate industry profits and rates of
return and has retarded the industry's
ahility to compete with competitors ... 17
railreads are to regein lost traffie, they must
be able to lower their rates, innovate new
services, and respond to new and changing
circumstances, If railroads are to inerease
their revenues and attract the resources
neeessary to revitalize the industry, they
must be able to raise their rates in a timely
fashion, free from repulation in markets
sufficiently competitive to prevent nhuses off
monopoly power .., In placing a premium
on the stules quo and locusing manage-
ment’s attention on the intricacies of the
complex regulatory schemes, the present
regulatory system has sapped the ability of
railronds to respond, compete, innovate,
and develop their full service capacity. Less
restrictive raie regulation is essentinl to the
achievement of these goals. .. .[3]

The same conclusion is reflected in the House
Report, which states:

Underlying the regulatory reform provi-
sions of the entire bil] {5 a conviction that
competitive market forces, rather than
regulation, should be used to set price and
service levels where effective competition
exists . .., {4]

Before reviewing the specific changes mude in the 4R
Act to accomplish these goals, 1t is necessary lo
discuss, briefly, what the regulatory scheme looked
like before the 4R Act.

GENESIS OF THE 1887 ACT AND
REGULATION PRIOR TO 1920

The development of railroads in the [9th
century represented o great advancement in trans-
portation technology, Powerful railroad companies



expanded rapidly, and by the latter decades of the
century, they dominated the transporiation of Amer-
iea’s goods. Regional commercial and financial
interests contributed to the rapidly expanding nel-
work of rail lines connecting rajor cities.

The profit oprortunities realized by rail compa-
nies in many of those market areas often atiracted
new railroad competitors who, from lime to time,
would injtiate rate wars to attract tenffic from the
eriginal lincs. Competition of this type soon drove
out profits for all earriers in the market, and thus led
to efforts to pool traffic or divide markets to
reestablish monopoly profit levels, A dissatisfied
member of such a pooling arrangement might resume
a rate war to reattract traffic from other railronds
serving the same points, Intermediate points served
by only one railroad were captive and, therefore, did
not benefit from the price-cutling activities. Accond-
ingly, a railroad rate structure evolved in which rates
were generally low, but unstable, belween major
peints served by competing railroads (or in competi-
tion with water carriers) and high between points
over which shippers had no alternate transportation,
One side effect of this rate structure was the
accelerated construction of branchlines 1o very small
markels, since traffic that originated at those points
did not need to be included n the pooling arrange-
ment,

To complicate matters further, railronds found
that by providing rebates, or kickbacks, lo selected
customers, they could also capture business from
compelting compunies, These practices resulted in
different shippers paying varying prices for the same
service.

Thus, the transportation mirket of the lute 19th
century left almost everyone dissatisfied, The rail-
raads tried to avoid the constant rate wars, rebates to
favored shippers, or low rates, Farmers wanled lower
rates and protection against discriminatory rate
practices. Shippers in competilive mukets wanted
greater rate stability and assurances that they would
not be placed at & competitive disadvantage relative
to those shipping the same product from the same or
ather origins, There was, therefore, pressure for
regulation of the railrond industry from many parts
of the economy,

The Act to Regulute Commeree in 1887 created
the ICC and as amended and clarified through
additional legislation in 1903, 1906, and 1910,[5]
charged the [CC with assuring that: (1) all rail rates
were to be “just and reasonable™; (2) acither undue
diserimination nor undue preference nor prejudice
between persons, places, or kinds of traffic were 10 he
permitted; (3) no railrond could charge more for a
shorter haul than for a longer haul over the same
roule; (4) revenue and traffic pooling were to cease;
and (5) rates were to be published and adhered to. To
carry out thess responsibilities, the 1CC required the
railroads to repory Erescribcd operating and account-
ing information. The ICC orders were made binding
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on railroad companies, subject 1o judicial review. In
addition, the Mann-Elkins Act of 1910 gave the ICC
the right to suspend rates pending investigation,

The 1887 Act, as subsequently amended, gave
the ICC the authority to study and change every
proposed railrond rate. Although not every rate was
examined, the [CC was able, over the years, to
establish certain ratemaking policies that shaped the
rite structure as a whole, One of the foundations of
that structure was a policy whereby the amount
charged 10 transport a product was directly related to
the vaiue of that produet. This system—called value
of service pricing—was designed to permit down-
ward adjusiments of rates on specific commodities or
of rates to particular geographic areas to encourage
development of a particular commodity (e.g., farm
products) or & particular part of’ the country (e.g., the
Western Stutes),

By the time the Uniled Stes entered World
War [in 1917, the problems of the railroads were
severe, since prafits were unevenly distributed, and
costs were beginning o inerease &t a much greater
rate thap income.[6) Faced with the industry's
inability to handle the wartime surge in traffic,
President Wilson ordered Government operation of
the railronds on December 28, 1917, and it lasted
until March 1, 1920.

Unified operation under Federal control was
intended to alleviate the car shortages, port conges-
tion, and labor disputes that had been plaguing the
railronds and thereby to assure the coordinated,
efficient, and dependable transportation of commod-
ities needed for the conduet of the war, Shortages of
track maierials and funds, aggravated by the terms of
the contract between the Government and the
railroads, resulted in the continuntion, during 1918
and 19219, of the inadequate pretakeover mainte-
nance Jevels Tor railrond track. The condition of
passenger equipment ¢roded somewhat, and [lreight
car condition deteriorated severely, but locomotive
maintenunee actunlly improved. The continuation of
inadequale maintenance levels for track and equip-
ment left the milroads with a badly deteriorated
physical plant by the end of the war.

As a response to this physica) deterioration and
to the completely inadequate rail rate structures that
emerged from the war (npgravated by the generally

oer postwir economic climate), the Transportation
Act of 1920 was preoceupied with the financinl well-
being of the railronds, a concern not expressed in the
earlier legiskition,

RAILROAD LEGISLATION
AFTER WORLD WAL 1

The Transportation Act of 1920 introduced the
“rule of ratemaking,” which, in its original form,
directed the ICC to provide a climate in which the



railrond companies, in the aggregate, could earn o
fair rate of return on a fair valuation of their rail
property. Specifically, the Act directed 1he following:

In the exercise of its power to preseribe just
and reasonable rates, the Commission shall
initinte, medify, establisk or adjust such
rates so that curriers as a whole (or as a
whole in each of such rate groups or
lerritories as the Commission may from
time 1o time desighate) will, under honest,
efficient and economical management and
reasonnble expenditures for maintenanee of
wity, structures and equipmenl, carn an
aggregale annual net railway operating
income aqual, as nearly as may be, to a fair
return on the aggregate value of the railway
property of such carriers held for and used
in the service of transportation: Provided,
ihat the Commission shall have reasonable
latitude to modify or adjust any particular
mte which it may find 10 be unjust or
unreasonable and to prescribe different
rates Tor different sections of the country.

Initially, Congress set the rate of return at 5.5
pereent hut permitted the 1CC to increase this rate by
an additional 0.5 percent (which the ICC did, 2 years
lasery, Half of all return in excess of the [CCsen
percentage wis (o be “recaptured” and placed in o
fund to be loaned 41 6 percent o weak rutlroads, and
the other hall was to be placed in reserve for lean
years, The loan program was generally ineffective,
and the “recapture clause™ was repealed retroaclively
by the Transportation Act of 1933. While in effeet,
the recapture clause and loun program had been the
subject of considerable controversy, The railroads
and the [CC rarely agreed on the amounts of excess
earnings, and few paid any money into the fund,
choosing instead to litigate the matier in the coprts.
Those companies weak ¢nough to gualify for funds
were unable to put I.’JJ') sufficient collateral to pet
thent, Further, riilroads that were profitable in the
1920°s were somelimes unprofitable in the next
decade und either failed to put money into the fund,
or sought to recapture il themselves,

Prior to 1920, the ICC had heen concerned
primarily with unreasonably high rates and with
discrimination, preference, and prejudice. As one
manifestation of the concern about the railroads’
financial well being and about the Jong controversial
rate reduction practices of the railroads, the Act of
1920 gave the ICC for the first time the authority to
determine minimum s well as maximum rates.

The 1CC hnd no nutharity over entry of new
railroads until the Transportation Act of 1920, Thus,
prior to 1920, new lines continued o he constructed,
further contributing to the severe overcapncity
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problem that had existed since 1887, The Rock
Island Railroud, for example, consisted of 3,408
miles of railrond in 1891, but operated 14,270 miles
ol track in 1907 (acquired partly through merger,
pirtly through construction). The Milwaukee Rail-
rond built its western extension in 1909, running
almost within sight of the Northern Pacifie rowe for
many miles and competing directly with three other
roads,

In 1920, the Congress recognized the problems
associnted with continued expansion of the milroad
system in a climate of pervasive regulation and
granted the ICC authority over additional construc-
lion. A test of “public convenience and necessity™
hud 1o he met before new lines could be buill, The
ICC was also granted awthorily to compel new
construction when the public interest demanded it
Prior to 1920, the States had some control over
abandonments of lines, This control was generally
exercised (o protect local communities and business-
es dependent on rail services, The 1920 Ael gave the
1CC full control over abandonments and provided
anather public convenience and necessity test, Given
the concern of the 1920 Act for the financial health
of the railroads, this provision was intended 10 allow
the ICC 10 balance the local need for continued
service apainst the railroads’ need 1o cease operating
unprofitable lines, Control aver intercorporale reli-
tionships and the issuance of securities were also
vested in the 1CC in the 1920 Act 50 as to insure a
sound railroad Minancial structure,

THE MOTOR CARRIER ACT OF 1935 AND
THE TRANSPORTATION ACT OF 1940

The Motor Carrier Act of 1935 brought motor
carriers under ICC regulation, and the Trassporia-
tion Act of 1940 did the same Tor water carriers.
These acts did not impose on these indusiries a
regulatory system as rigorous as that imposed on the
ruflroads, By lar the most imporant of the many
differences is the large portion of highway and water
traffic completely exempied from regulation. Most
significant among the motor carrier exemptions are
the movements of unprocessed agrienltural produets
(largely the result of pressure from farm Stale
representatives) und all proprietary transportation.
The lutter exemption is primarily a result of shippers’
economic ability to establish their own mutor (but
not rail) transportation system to carry their own
products, For water transportation, commodities
carried in bulk “under the custom of the rade™ on
June 1, 1939, are exempt from regulation, and in fact,
some estimates indieate that as fittle as 10 percent of
all 1onnage shipped by water is subject to regula-
tion,[7] The primary reason for this exemption” wis
the mistaken notion that water and rail carriers did
not compele for the same traffie in 1940 and were
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uplikely to do so in the future, Another important
difference wus the designation of several classes of
carriers. As discussed more fully below, the Motor
Currier Act of [935 established 5 classes: common
carriers, contraet carriers, private carriers, brokers,
and exempt enrriers. In contrast, all ratlroads are
common carriers, with the obligation 1o serve
everyone equally.

The Transportation Act of 1940 intraduced the
coneept of a national transportation policy—the first
serious  attempt te deal wilth the problems of
intermodal competition. The ICC was 1o administer
the Act in a fuir and impartial manner so as to
“recognize and preserve the inherent advantages of
each (mode).™ This provision wis often used to
protect the other modes from railroad competition,
as discussed befow, Finally, in recognition that the
consolidation effurts of the Trasportation Act of
1920 had not worked, the 1940 Act eliminated the
requirement that consolidations conform to the plans
drawn up by the ICC. The ICC was, instead,
required lo take certein factors inte consideration
when judging a consolidation proposal, including:
(1) the eifect of the proposed transaction upon
adequate transportation service to the public; (2} the
effect upon the public interest of the inclusion, or
failure to include, other railroads in the proposed
transactions; (3) the total lixed charges resulting
from the proposed transaction; and (4) the interest of
the company employees alfected,

THE REED-BULWINKLE ACT

Another imporant statutory change was made
in 1948 with the passage of the Carrier Rate Bureau
Act, commonly called the Reed-Bulwinkle Act,
Passed over President Truman's veto, this Act
allewsd the 1CC, at ils discretion, to prant rate
hureavs (coflective rateselting orpganizations) anti-
trust immunity, That is, this Act nllows carriers to
agree among themselves on rates, charges, and
divisions,

Ever since passnge of the Sherman Antitrust Act
in 890, collective ratemaking by the railroads had
been subject to challenge. The Supreme Court
outlawed twe rale bureaw agreements in 1897 and
1898.|8] Collective ratesetting went on, nonetheless,
In the 1940%, after litigation that challenged the
lawfulness of rate bureaus was brought once again,
Congress moved fo legalize the function of the
bureaus, Recognizing the unique characteristies of
joint service, amang other considerations, the Con-
gress enacted section 5a of the 1C Act, which permits
the ICC at iis diseretion and under cerlain conditions
to cxempt rate hureau eperations (rom the antitrust
laws,
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THE TRANSPORTATION ACT
OF 1958

By 1958, the railronds’ financial condition had
declined significantly as a result of intense water and
motor carrier competition,  detesforated  physieal
plant, economie recession, increasing losses from
passenger operations, amd the resultant difficulty in
attracting capilal. The Transporttion Act of 1958
gave the 1CC greater authority over discontinuance
of passenger serviee since State zuthorities had been
refuctant to accede (o discontinuance of unprofitable
operations, In the 1958 Act, the 1CC was given the
sttharity to determine whether unprofitable passen-
ger operations constituted 4 burden on imerstate
commerce, even if the railroad’s overall operations
were profitable. The role of ratemaking wis again
amended, directing the 1CC not to keep the rates of
one mode high to protect the traffic of another mode,
Additionally, because of earlier Supreme Court
decisions, the 1CC had lost all practical authority
aver Bdrastale rates[9] In the 1958 Act, Congress
permitted the |CC to find that a particnlar intrastate
rate was so low as 10 impose a burden on interstate
commerce, without having to investigate whether
other intrastate rates were cross-subsidizing the fow
Title,

Despite the long history of regulation, many
problems remained unresolved in the early 1970%.
Indeed, the U.S, Railway Association remarked, in
its Preliminary and Final System Plans (under the
Regional Rail Reorganization (3R) Act), that further
regulatory change would be required for the industry
to be fully efficient, In 1976, Congress cansidered
and passed the 4R Act, which made extensive
revisions in economic regulation of the railroads, The
following discussion highlights the major provisions
of the 4R Act and notes those areas where problems
remain.

RATEMAKING STANDARDS AND
ADEQUATE REVENUE LEVELS

The Teansportation Act of 1920 first established
# rule of ritemaking to guide the [CC in determining
the reasonableness of proposed rates, The 1920
standard was amended by the Transporiation Act of
1933, which required the 1CC to: “give due consider-
ation ... to the effect of rates on the movement of
traffic ... and to the need of revenues sufficient 10
enable the cierriers |, to provide service.” The 1933
standard, however, also required the JCC to consider
the need for rail trunsportation "t the lowest
cost ... When motor carriers came under regula-
tion in 1935, another rule of ratemaking was enicted,



requiring the [CC, in determining just and reason-
able motor carrier rates, to: “give due consideration
... to the inherent advantages of trunsportation by
such carriers.” "The “inherent advantages™ language
provided one foundation lor an ICC practice known
as umbrella ratemaking, or setting the rate of one
transportation mode to protect the traflic of another.
If, for example, n commodity could move either by
barge or rail, and the railroad sought 1o lower its
rates to compete with the unregulated birge tate, the
ICC often held the il rate higher than” the lower
cost harge rate, because lower costs were thought 1o
be an inlierent advantage of water movements. Thus,
a ralemaking standard originally intended to assure
railronds a fuir rate of return became the basis for
protecting motor and, later. water carriers from rail
competition,

Since the enactment of the National Transporta-
tion Policy in 1940, it has been the task of the 1CC 10
try to reconcile these apparently inconsistent goals.
Congress, in the 1940 Act, attempted to outlaw
umbrella ratemaking, by requiring the ICC to limit
its consideration of the effect of a proposed rate to
the “carrier or carricrs for which the rates are
applied.”

In the Transportation Acl of 1938, the Congress,
once again, amended the rule of ralemaking to
address these issues, this time requiring that “rates of’
a carrier shall not be held up to a particulur level 10
protect the traffic of any other mode ... giving due
consideration 1o the oh‘jcctives of the national
transportation policy ...." The relationships among
minimum rate regulation, “inherent advantage,” and
rate of return, however, were never satisfuctorily
resolved,

With ench progressive iteration of the rule of
ratemaking, the role of revenue adequacy was further
diminished, The concept of fair reten on fir value,
embodied in the original rule, disappeared entirely.
No ¢lear direction was ever pruv:dled to the ICC
regarding the use of its ratemuking authority to
reconcile the needs of railroads to earn revenues
adequate to sustnin a fair rate of return with the
concepts of inherent advantage, intermodal competi-
tion, and low rates for shippers,

The 4R Act attempted o provide that direction,
The 4R Act established an entirely new rule of
ratemaking for railroads, refocusing the 1CC's
concerns on the question of adequale revenues,
Section 205 of the 4R Act reads:

.+ the Commission shall ... develop and
promulgate .., reasonable standards and
rocedures for the establishment of revenue
evels adequate under honest, economical,
and cfficient management to cover total
apereling expenses, including depreciation
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and obsolescence, plus a fair, reasonable,
and economie profit or return {or both) on
capital ..., Such revenue should (a) provide
a flow of net income plus depreciation
adequate to support prudent capital oul-
lays, assure the repayment of o reasonable
level aof debt, permit the raising ol needed
equity capital, and cover the effects of
inflation and (b} insure retention and
attraction of capital. ...

In implementing Wis provision, the [CC an-
nounced that it would conduct, on o yearly basis, a
proceeding designed to elicit the revenue needs of
specific roads and the industry in general. The first
proceeding is now pending al the 1CC, The [CC also
announced that “if" the level of railroad revenue is
inadequate, every means consistent with a just and
reasonable rate structure should be used to help
rectify this condition.”[10]

The 1CC then tock an important siep toward
assuring that rail revenue need will be considered in
specific as well as general rate increase proceedings.
It announced a new policy relating minimum and
maximum rate regulation, costing, and revenue
adequacy as follows:

v+ riles cannot be set simply to cover the
casts incurred in groviding the purticular
service, bul must be set at a higher level
where possible to make n contribution to
the coverage of fixed costs , .. (Flixed costs
cannot be recovered in equal proportions
from each service because demand and
competilive fuctors place varying limits on
the rates that can be muintained on
different types of traffic,[10)

Becuuse this decision is so recent, it is not yet
possible to tell whether it effectively meshes appro-
printe ratemaking standards and overall revenue
needs.

OTHER CHANGES IN RATE REGULATION
AND RAIL ACCOUNTING PRACTICES

Section 202 of the 4R Act modifies the ICC's
authority to declare a rate unreasonably low, The
statule reads, in relevant part, as follows:

Ne rate which contributes or which would
contribule 1o the going concern value of ..,
a carrier shall be found to be unjust or



unreasonable ... on the ground that such
rate is helow a just or reasonable minimum
for the service rendered. ... A rate which
equals or exceeds the variable costs (as
determined through formulas prescribed by
the Commission) of providing a service
shall be presumed, unless such presumption
is rehutted by clear and convincing evi-
dence, to contribute to the poing concern
value of the carrier ... proposing such rate.

The House of Representatives provided guidance 1o
the ICC in defining varinble cost as follows:

+.. it s the Committee’s intention that the
Commission apply modern cosi accounting
and financial analysis and that items such
as general and administrittive  expenses,
depreciation, interest payments, capital
expenses, and other fixed costs or costs
which do not vary immediately and directly
as o result of this service at issue shall not
be included. In other words, it is the
Committee’s inlention that varisble cost
shall be direet operaling expense or cost of
providing the service 1o which the rate, fure,
or charge applies.[ 1]

The Senate Report offers the only other insight into
this provision, stating that section 202 was intended
“to prevent the Commission lrom preseribing mini-
mum railroad rates designed to protect another
mode."[12] This refleets the concern of Congress
that, notwithstanding all previous legislative efforts,
the practice of umbrella ratemaking had not ceased.

This section of the 4R Act also reflects another
important goal related 1o the adequate revenue level
issue—integration of raemaking standards with o
revised costing system based on a new uniform
system of accounts (USOA) mandated clsewhere in
the 4R Act. This is the first time rail accounting and
costing standards are required 1o be designed with
ratemaking and revenue needs in mind.

The relationship between ralemaking standards
and costing and accounting methods, while  highly
technical issue, is not drivial. [n section 307 of the 4R
Act, Congress direeted the ICC 10 revise the USOA,
“in order to assure that the most accurate cost and
revenue dita can be obtained ., (for the purpose of}
establishing fair and reasonable raws, and other
regulatory arens of responsibility . ...

Prior 10 passage of the 4R Act, the USOA for
railroads, preseribed by the 1CC, was particularly il
suited to the type of dua collection needed to
estimate qailrond variable costs, That accounting
system provided only firm-wide account totals and
contuined mixed recounts whereby different types of

expenses were included in a single account. The
costing system had heen developed in the 1930° aned
had not been sigaificantly apdated since Waorld War
II.

In response to the mandate of the 4R Act, the
[CC developed an updated USOA, The system still
reguires firm-wide totals, but the data are broken
down into more diserete dita collection and report-
ing nccounts. Additienal madifications requiring
accounting dota to be gathered on u basis more
specific than firm-wide account totals will  be
considered in 1979,

Clearly, the procedures involved in the determi-
nation of variahle movement costs for the purpose of
computing going concern value are not the same as
those required for other areas of regulatory responsi-
bility, such as generl financial oversight. In tha
regard, the 1CC should give special consideration 1o
the continued developmemt and integration  of
specific variable costing procedures—both short run
and long run. At the same time, the development of
uniform  awcounts  for carrier-reporting  purposes
should enable timely measurement of aggregate firm
(and industry) performance and revenue needs,

MAXIMUM RATES AND MARKET
DOMINANCE

The best known of the ratemaking reforms
enacled by the 4R Act is the so-called market
dominance provision. Section 202(h) establishes a
framework for determining when the ICC can find a
proposed rate 1o be wo high, by providing that no
rate can be found unlawful an the basis that iv is too
high unless the 1CC has first found that the
propanent railrond has market dominance over the
service pssociated with the rte, The only guidance
Congress provided the ICC in defining markel
dominanee was to state thad it “refers o an absence
of effective competition from other carriers or modes
of ransportation, for the traffic or movement 1o
whicl o rate applies,”[13] The swutute requires the
ICC to establish, through a public rulemaking,
“stundards and procedures for delermining ...
whether and when a carrier possesses market
dominance .. ,.”

The statute makes it clear that the markel
dominance test is not 1 test of the reasonableness of a
proposed rate, Rather, if a proposed rate increase is
challenged and the proponent company is found to
have market dominanee over the aiiected service,
only then muy the ICC consider whether the
propesed rate is too high,)

Ihe Senate Repurt siates:

The market dominance leal iv ot designed 1 be an ulamalr regulatony
sundard. Instead, o1 b dewgacd av g thieshald et o diect the
Commissinn's regulalory actinties inte sreas where the public nerest
needy protectinn, w hile deteguliting and grvang lenility 1 te talraads
i arean where effeelive competiion fum other caliosady and aibee
stinden catt wapilant the need ur manmum price regulation. | 14]



The market dominance provision has been
implemented by the ICC through the establishment
of three criteria, the existence of any one of which
would give rise to a rebutlable presumption that a
railread proposing o higher rute had market domi-
nance over the affected teaflic, Under these rules,
market dominance would be found 10 exist if: (1) the

proponent railroad carried more than 70 percent of

the traitic in the relevant market; (2) the proponent
railroad would, under the proposed rate, earn mare
than 160 percent of its variable cost of providing the
service; or (3) affected shippers had made a substan-
tial investment in rail-related fcilitics. In connection
with the first, or market share test, the market share
ol any railroad that had discussed the proposed rate
in o rote bureau wis added to the share of the
proponent railrond.

‘The rarlroad industry and the Departments of

Justice and Transportation believe this rule is
excessively restrictive and will result in inappropriate
findings of market dominance. Specifically, the
market share test fails to accord necessitry consider-
ation to geographic and product competition, The
varinhle cost test fails to set forth a rational basis for
the 160-percent figure and is inconsistent with the
ICC conclusion, noted earlier, that rates should not
be expected to make similar contributions lo over-
head tf the railroads are to attain adequate revenues,
The third rule fails lo specify the number, amount, or
type of investment necessary to invoke the presump-
tion,

The market dominance regulations promulpated
by the ICC were challenged in the courts by the
railrond industry and the Departments ol Justice and
Transportation, who contended that the rules were
tao restrictive. A group of electric utilities contended
the apposite, The court upheld the ICC's rules but
required the [CC 10 explain further how its 160-
percent figure was developed. The [CC has not as yet
done so, :

The market dominance provision of the 4R Act
is clearly crucial to the effectiveness of the reform
provisions of the 4R Act, Fundamental changes in
the underlying rules may be necessary before market
dominance determinations ean accord the railroads
the degree of raiemaking flexibility that Congress
intended,

SEASONAL, REGIONAL, OR
PEAK-PERIOD RATES

Anather principal tool of the 4R Act for
nccomplishing ratemaking and regulnatory reform is
contained in section 202(d), which adds a new
paragraph (17) to the IC Act, This section requires
the ICC to establish by rule;

... standards and expeditious procedures
for the establishment of railroad rutes based

on seasonal, regional, or penk-period de-
mand for rail services. Such standards and
procedures shail be designed to (a) provide
sufficient incentive 1o shippers 1o reduoce
peak-period shipments ...; (b) generale
additional revenues for the railroads; and
{c) improve (i) the uitlization of the natienal
supply of freight cars, (i) the movement of
goads by rail, (ifi) levels of ¢mployment by
railroads, and (iv) the financial stahility of
markets served by railroads.

The ICC rules implememing this 4R Act
provision attempt to aecommodate the congressional
mtent to provide rail management with sufficient
flexibility to experiment with these new forms of
demandsensitive rates.J15] The definitions and
guidelines recognized (hat, by their very nature,
demand-sensitive rates must not be regulated rigidly.

In some important respects, however, the rules
governing demand-sensitive rates are still (oo restrie-
tive, Mast impartantly, the rules require 30 days’
notice of publication or cancellation of a rate. IF the
railroads are (o be encouraged to experiment with
demand-sensitive rates, lhef' must be permitted o

ublish them quickly enough to respond te a change
i demand and cance] them promptly in those
instances when the experiment proves unsuccessful
or becomes outdated. A 30-day delay is too long to
be responsive to seasonal or other charges in
demand, The 30-tay delay requirement is even more
troublesome because agricultural commexlities—the
most important seasonal movement—are transported
by motor and water enrriers entirely free of regulato-
ry restraxint.

The ICC recemtly has agreed to consider
allowing carriers to negofinte conlract rates (rates
and conditions of service negotiated in advance by
shippers and carriers and lelt in effeet for an agreed
period of time), Whenever a carrier can preplan
demand, equipment utilization and costs of opera-
tion can be optimized, shipper uncertainty over
future rate fevels can be reduced, and service can be
wilored more nearly to the needs of particular
shippers. Thus, virtually all the goals of section
202(dy would be met through implementation of
contract rates, The regulatory imbalance problem
relates ta this issue as well. Motor contraet carriers
have already realized the lower operating and capital
investment costs associated with negotated volume
and other contract terms, Similarly, the movement of
coal by upregulated barge is virtually always per-
formed under long-term contract. Nonetheless, the
1CC has, generally, not allowed comtract rail rates in
the past. Even now, the 1CC has anly gone so far as
o say it will no longer treat all contract proposals as
illegal, The 1CC has given no indication as to how
libern! or restrictive its approval of the use of
contract rates will be,[16)



As the earlier discussion makes clear, the old
rule of ratemaking, with its emphasis on “inherent
advantages,” has been repealed, In its place are new
statutory mandates requiring the 1CC to consider rail
revenue needs and to enlience the railronds’ ability to
compete with unregulated modes and (o establish
demand-sensitive rates that will smooth the {Tow of
traffic. Contract rates that will help 1o accomplish
these goals were never prohibited by statute and
should be permitted and even encouraged by the
ICC.

RATES FOR DISTINCT RAIL SERVICES

Another provision of section 202(d) of the 4R
Act encourages rafiromls o separnte some services
now incorporitted in mil tariffs and price these
services separately, The provision rends:

In order 1o encourage competition, (o
promote increased reinvestment by rail-
roads, and to encourage and facilitate
increased non-railroad investment in the
production ol rail services, a carrier by
railroad suhject to this parl may, upon its
own initintive or upon iie request of any
shipper or receiver of freight, lile separate
rates Tor distinet rail services, Within | year
after the date of enactment of this pura-
graph, the Commission shall establish, by
rule, expeditions procedures for permitting
publication of separite rates lor distinct rail
services in order to {0) encourage the
pricing of such services in accordance with
the enrriet’s cash-outlays for such services
and the demind therefor, and (b) cnable
shippers and receivers 1o evplunte all
transportation and related charges and
alternatives,

Currently, most rail tariffs contain a wide
variety of services—such as loading and unloading,
detention, reconsignment and diversion—all includ-
ed within the single tariff rate. Not every shipper
needs all these services, but every shipper pays the
same  amount, nonetheless. Disaggregating  these
separable services from the tarifl and pricing them
separately would he a significant step tloward
providing prckages of price and service options
suited 1o individual shippers® needs.

The rules adopted by the 1CC in implementing
this provision, however, do not allow varying
qualitics of line-haul service 1o qualily as distinet
services; these rules do not set wp expedited
procedures for considering  distinet service rate
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proposals; and they prescribe rigid formulas for the
nature and timing of data submitted in support of
rate proposals, Eich of these problems makes it less
advantageous for the railroad 1o separate particular
services from existing tariffs and price the services
separately,

A greater disincentive to distingt service pricing,
however, stems from the ICC decision 1o reaflirm an
earlier decision that requires railrond managment lo
publish a line-hanl rate decrease every time a distinet
service is disaggregated from an existing tarilf.2 The
relevant portion of the 1CC decision in that case held
that not only must the price for a distinct service be
reasonable, but the underlying line-haul rate must be
proven reasonable as well. The apparent concern of
the ICC was that failure to change the line-haul rate
when a distinet service is separated from it would
have the effect of increasing that rate. This result
would oceur in some cuses, but not all, depending on
how many shippers affected by the rate were taking
advantage of the distinct service embodied within the
original rate in the first place.

[n any event, lessening the rule for the line-haul
service to offset the disaggregation of, and separate
charge for, the distinct service would thwart one of
the fundamental objectives of the 4R Act, The 4R
Act is aimed, explicitly, at increasing railroad
ratemaking flexibility not anly as an end in itself but
as a means to increase railroad revenues and the
attractiveness of investing in the railroad industry,
Strict application of past ICC decisions to all distinct
service-pricing  proceedings simply results in the
substitution of one rigid regulatory policy for
another. The railroads are deprived of additional
revenues in markets in which demand could accom-
modate price increases and the ability to compete
intermoclally in markets served by regulated and
unregulated carriers of competing modes.

One final concern that arises in connection with
all the 4R Act ratemaking reforms—and section
202(d) in particular—is reconciling fexible-pricing
rudes with the antidiscrimination provisions of the [C
Act. Distinet service pricing may be thwarted by
routine protests that distinct services and prices
offered to a given shi{l\pcr must be available to all
shippers or that the shippers who are offered such
services must all be charged the same rates, The
decision to separate services and price them separate-
ly should be a reflection of the compelitive nnd other
transportation conditions surrounding a particular
movement, Thus, il the railroad is able to separate,
for example, reconsignment and diversion privileges
in connection with lumber movements in a particular

#Ie decison the ICC seallirmed in Inspection it Transtt, Grain and Gran
Produsts, 349 LC.C. 89 (1975). While the 4R Act Jies nol <aglisilly overcule the
decision, 1he thrust of the Act, paniicularly these portions simed a1 generating addivuns!
1evenues for 1he railtoads, fecessitaics hmniting application of the case 1o facl situations
eisentially similar 1o that of the case ilself, ‘FThe ICC has applied 1his decision in every
cass in which m service now provided undes & 1anilT is priced separately.



geographic area, this docs not mean that movements
other than lumber in that area, or that shippers of
lumber in other areas must have the same service
available, or that those to whom it is offered must all
be charged the same rate for similar service if costs
and competitive circumstances are different, The
ICC in promulgating final rules acknowledged the
validity of this concern but failed to take any action.

MODIFICATION OF ICC
SUSPENSION POWERS

Section 202 of the 4R Act modified the power of
the 1CC to suspend railroad rates by creating an
experimental 2-year, no-suspend zone thal allows a
railroad 1o increase or decrense a rate within
specified limils without fear of suspension on the
grounds that it is too high or too low, This provision
has lapsed, although legislation is now pending that
would extend and, possibly, amend it.

While the experiment was in effect, the [CC
could not suspend a rate filed pursuant to the
cxperimental 2-year, 7-percent, no-suspend zone
unless one ar more of the following situations arose:
(1 the proposed rate would violate the antidiscrimi-
nation, preference, or prejudice provisions of the IC
Act; (2} the proponent of a proposed rate increase
was found to have market dominance over the
affected service; (3) the rate proposal was for a
decrease that would constitule an unfair, destructive,
or predutory practice; or (4) the prngosal had general
applicability, such as an across-the-board general
rate incrense.

While the no-suspend zone was in effect, it was
tied to the market dominance provision and was thus
constrained in ils polential contribution ta more
flexible ratemaking, Indeed, other provisions of the
4R Acl provided greater Nexibility than the no-
suspend zone, which wns designed specifically for
that purpese. For example, a ralroad could reduce a
rile by more than 7 percent without fenr of
suspension so long as the rale was at, or above,
variable cost and would not eause substantial injury
to a complainant, A rate could be increased by more
than 7 percent if there were effective competition and
if sections 2, 3, ar 4 of the [C Act were not vielated.
Legislation has been proposed both (o renew the no-
suspend zone concept and to untie it from the market
dominance provision,

Section 202 also prohibited the suspension of a
rate on the grounds of unreasoniableness unless it is
shawn, by verified complaint, that without suspen-
sion the proposed rate causes substantial injury to
the complainant and that the complrinant is likely to
prevail in a subsequent investigation of the merils of
the complaint, This provision has not lapsed, and it
represents o significant shift of the burden of proof in
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suspension proceedings, [t should allow railronds
implement new rates more quickly and, therefore,
respond compelitively to changes in market situa-
tons.

RATE BUREAUS

The Reed-Bulwinkle Act of [948 accorded the
1CC the right, at Hs discretion, 10 exempt member
railroads from the application of the antitrust lnws 1o
their callective considerations ol proposed rate
actions within rate bureaus. By virtue of the
exemption, members may collectively consider pro-
posed rate actions. The 4R Act makes several
mmportant changes in the Reed-Bulwinkle Act,
Faremost among these are: (1) prohibiting carriers
from agrecing or voling on single line rales; (2)
limiting voting and agreeing on joint line rates to
those carriers who can “practicably participate™ in
the afTected movements; and (3) restraining the

bureaus from protesting or secking suspension ol

independently proposed rates, General rate increases
and tariff changes of brond applicability are exempt-
ed lrom these changes, Finally, the stutute provides
that partics alleging violation of these provisions
must carry the burden of proving the allegations, A
showing of parallel behavior is not, by itself,
sufficient to satisfy the burden,

The 4R Act requires rate bureaus to draft new
agreements incorporating these changes and submit
them to the ICC for approval. If the changes are
properly implemented and if the [CC finds tha
approving the agreement would further the national
rransportation policy, the 1CC may apprave the
apreement nnd thereby immunize the approved
operations from the effects of the untitrust lnws.

The Senate Report accompanying the 4R Aal
states that *... the primary purpose of the (the 4R
Act changes) is lo restrict rate bureau processing
of .., rate adjustments to fost(er) greater competition
among the railroads... Railroads would thus he
encouraged to put imo eficet rates which applied
solely to their own lines withoul first obtaining the
views of other railroads . . ."[17]

New rate burean agreements were submitted to
the 1CC, and extensive hearings have been held. In
announcing the Tidewater Coal Demurrage Agree-
ment, the ICC considered three issues: (1) whether
the agreement enhances the nationn) transportation
policy; (2) whether it harms interests protected by
the antitrust laws (such that immunity is required);
and (3) whether the benefits of the agreement
outweigh the harm done ta these interests, The ICC
Report and Order states: *, ., we cannot find that the
national transportation palicy would be enhanced by
this agreement, Even if we could, we would not be
able to find that the benefits of the agreement
outweigh its disndvantages.”[18]



The decision is particularly interesting for its
discussion of the relationship between the 1C Act
and the antitrust faws, The [CC concludes:

... the view (of) the courts (is) that in the
scheme of national policy, the position of
the antitrust laws is “fundamental™. .. Nor
does the general regulatory scheme of the
Interstate Commerce Act repeal by implica-
tion the antitrust statutes as they apply to
commeon carriers, [18]

More recently, the ICC rejected the major rite
bureau agreements covering the Enstern, Western,
and Southern Districts, The ICC found that the
bureaus had not shown that current lransporition
conditions still merited antitrust immunity and had
relied on the original approvals of the rate bureau
agreements, The ICC concluded that the agreements
were not in furtherance of the national transporta-
tion policy and gave the bureaus 90 ditys to submit
additional evidence. If the ngreements are ultimately
rejected, a significant change will have 1o be made in
rail rate-setting practices. While interline rates could
stil be negotiated, some rates now agreed 1o in rate
bureaus would have to be set competitively,

INTRASTATE RATE REGULATION

The Transportation Act of 1920 first gave the
ICC authority to raise inirastate rates thal were so
low as 1o constitwte a burden on interstate com-
merce, The Supreme Court ruled in 1958 that an
intrastate rate could not be raised by 1CC simply
because by itsell it was nol compensatory.[19]
Rather, the entire structure of intrastate rates had to
be shown to be inadequate before the ICC could
adjust uny one rate, The Transportation Act of 1958
reversed that decision, The Act directed the [CC not
to consider the totality of intrastate operstions in
evaluating individual intrastate rates, Further, it

ermitled the 1CC to institule an investigation of an
intrastate rate whether or not the rate was considered
by u State authority.

The 4R Act modifies the authority of the 1CC 1o
adjust intrastale rates in two respects, First, the 4R
Act requires o railroad compiny to ile a request for
a rale increase with the approprinte Stale agency,
and the agency is given 120 days to decide the
malter, before it could be considered by the ICC,
Second, the ICC is, after thal time, empowered to
raise an intrastate rate to the level charged on similar
traffic moving in interstate or foreign commerce,
This section assures that if a railroad company
cannol raise intrastate rates to interstate levels
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through the appropriate State agency, the 1CC will
be able to make the adjustment without undue delay,

EXEMPTION AUTHORITY

Scction 207 of the 4R Act requires the ICC,
under specified circumstances, 1o exempt persons,
classes of persons, services, or transactions from
regulation, Section 207 reads:

Whenever  the  Commission  delermines,
upon petition , .. or upon ils own initiative,
in matters relating 1o a common carrier by
railroad ... after notice and reasonnble
opportunity for o hearing, that the applica-
tion of the provision of this part (i) to any
person or class of persons, or (ii) 10 nny
services or trunsactions by reason of the
limited scope of such services or transne-
tions, i5 not necessary (o effectuate the
national transporiation policy declared in
this Act, would be an undue burden on
such person or class of persons or on
interstate and foreign commerce, and
would serve linle ar no useful public
purpose, it shall, by order, exempt such
persons, class of persons, services, or
transactions from such provisions to the
extent and for such peried of time as may
be specified in such order. The Commission
may, by order, revoke any such exemption
whenever it finds, alter notice andd reason-
able opportunity for a henring, that the
application of the provisions of this part 1o
the exempled person, class of persons,
services, or transactions, to the extent
specified in such arder, is necessary (o
effectuate the nationn) transportation poli-
cy declared in this Act and to achieve
elfective regulation by the Commission,
and would serve a useful public purpose,

The Conference Reporl indicates that  the
purpuse of this provision 1s to remove from regula-
tion any services thmt could be better performed
absent regulation. The report states that section 207;

... reguires the Commission to exempt from
regulation under the Interstate Commerce
Act any rail carrier-related person, service
or transportation if regulation would serve
little or no usefu! public purpose and it is
unnecessary to effectuate the goals of the
National Transportation Policy ...[20]



There are many commadities and areas of the
economy for which competition (rom other modes of
transport is pervasive. Frequently, railronds compete
against unregulated motor and waler carriers which
set prices and provide services at will, The DOT
believes that the 1CC is required by the 4R Act to
study  whether continued regulation of railroad
transporiation of those commodities is a2 useful
public service. The legislative history of section 207
makes clear, in fact, that this provision was intended
la be used for that very purpose:

The provision is ... addressed to the present
inequity of the Interstate Commerce Act
which regulates certain commodities for the
ruilroud, bui exempls them for other modes,
The Commiutee is particularly desirous that
the Commission, by its own action, thor-
oughly study and review this inequity and
take the necessary steps to place the rajl
industry on an equal footing in terms of
competition,[2]]

Pursuant to this legishtive history, the Southern
Pacific recently requested the 1CC 1o exempt from
regulation the transportation of those agricultural
cammodities for which molor carriers are exempt.
The ICC dismissed the Southern Pacifie petilion but
published an advance notice of proposed rulemaking
sceking comment on the scope of section 207
generally und on the issues raised by the Southern
Pacific specifically. The DOT has wken the position,
in that proceeding. that the exemption should he
applied in all cases where effective competition
exists, particularly in the movement of all perishable
produce.

Throughout the 4R Act, Congress makes clear
its beliel that, in situations where i exists (or might
¢xist), campetition s o more effective regulator of
rates than the ICC. Section 207 provides a clear
mandale to seek out those situations and consider
whether regulation should be continued. Carrying
out this mandale is essential to realizing the overall
regulazory purpose of the 4R Act.

CHANGES IN ICC-PROCESSING
REQUIREMENTS

Section 202(e) of the 4R Act places (ime
constraints on the ICC when the 1CC deems hearings
necessary in rate cases. Such hearinps must be
completed within 7 months of the date on which the
proposed rate is to become effective, unless the 1CC
requests and receives from Congress permission o
extend that period hy 3 months, Should the ICC fuil

to comply with 1his requirement, the proposal will
become effective amtomatically but can subsequently
b reversed by the 1CC, alter a hearing.

This provision, as well 15 the provision regard-
ing grounds for suspension, lessens significantly the
prahlem of regulatory lag, Rate and other proposals
no longer can remain suspended by the ICCuntil the
circumstances giving rise to them no longer exist, or
the propanent simply gives up in frustration, By
reducing regulatory lag, the [CC simulianeously
lessens the amount of time and money expended in
the regulitory process.

MERGER PROCEDURES

As noted in enrlier chapters, Congress has long
been concerned about rail mergers and consolida-
tions., Virtually every major piece of rail legisiation
since 1887 has addressed this guestion, The 4R Act is
0 exceplion,

The Confercnce Report summarizes the major
chunges in merger standards and procedures made
hy the 4R Act, as follows:

The most significant leaweres of (this
provision) are that the Secretary of Trans-
portation js given a siguificant role as a
catalyst in the studying, developing, and
negotiating of railroad mergers, Further,
the Secretary is authorized and, under the
new “expedited merger proceedings,” s
direcied to appear before the Commission
with the result of his studies,

Second, alternittive merger pracedures, with
different stamclards for review by the Com-
mission, are made available 1o railronds
aliempling o merge.

Third, strict time limits are placed upon the
Commission for the completion of merger
proceedings.[22]

The 4R Act establishes lime limits for Nling
comments, inconsistent applications and petitions for
inclusion, and for the completing of the evidentiary
hearing and rendering of a decision by the ICC, The
Secretary of Transportation is authorized 1o study
and negotinte mergers and consolidations and to
appear before the [CC in conneetion with all merger
and consolidation proceedings. Employee protective
arrangements provided by existing section 3(2) of the
1C Act are also modified and o new section 5(3) is



added that, in the words of the Conference Report:

... offers 1o railronds an allerpative proces
dure for seeking approval of a merger that
differs in significant functional aspeets from
section 5(2) of the Interstate Commerce Act
in that (1} the initial planning or review
process is underaken by the Seeretary
rather than in a hearing before the Commis-
sion {however, after the plans are Mnalized,
they are submitted to the Commission for
its approval), () it estblishes public
interest as the standard for the Commis-
sion's approval of a merger rather than the
standards established under section 5(2) of
the Interstate Commerce Act, and (3) the
Commission is directed 10 upprove, disap-
prove or moedily the applicstion before it,
based on the public interest test and
without concerning itself with inclusion
applications. This stems from the fct that
the only merger applications that are
permitted to be reviewed by the Commis-
sion ... are those that apply to the Secre-
tary, for study, 6 months prier to applying
1o the Comtission. Once such an applica.
tion is presented to the Commission, it must
be acted upon on its own merits, [23]

The standards to be applied under sections 5(2)
and 3(3) are different but not necessarily inconsis-
tent, Section 5(2)(b) of the 4R Act provides that a
consolidation proposal is 1o be approved when it is
“consistent with the public interest™ and the terms
and conditions of the proposal are “just and
reasonable.” In determining whether this standurd is
met, the [CC is required, under section 5(2)(b), 1o
consider the same four factors that were enacted in
the Transporiation Act of 1940, In addition to those
factors, the courts have required the [CC 1o consider
the effects of the merger on competitors and on the
general compelitive sitiation in the indusiry, in light
of the objectives of the Nitionnl Transportation
Palicy.[24]

The phrase "consistent with the public interest”
has been consirued to mean compatible with the
public interest, or, at least, not contradictory or
hostile to the public interest.[25] The Rail Services
Planning Oftice’s (RSPO) recent merger report
recommends that there not be a distinction between
the two statutory criterin of “consistent with™ the
public interest and *in™ the public interest; the DOT
supports this view, The statute also provides that in
assessing the public interest, the ICC is not restricted
to the specific proposal advanced hy the applicants
but muy also consider modifications suggested by
other parties, including requests Jor inclusion by
another railroad or railroads.

Section 5(3) offers railroads an  alternative
procedure for seeking approval of consolidalions.
Under this provision, the initial analysis of the
proposal is o be made by the Secretary of Transpor-
tation, who is directed to study each proposal wilh
respect to the following nine factors,

& The needs of rail transportation in the geographi-
cal area affected

o The effect of such a proposed transaction on the
retention and promotion el competition in the
provision of rail and other transporintion services in
the geographical area affected

® The environmental impact of such a proposed
transaction and of alternative chotces of action

& The effect of such a proposed transaction on
employment

# T cost of rehabilitation and modernization of
track, equipment, and other facjlities, with & compar-
ison of the potential savings or losses from other
possible choices of action

® The rationalization of the rail system

® The impact of such & proposed transaction on
shippers, consumers, and rail employees

® The effect of such a proposed trunseetion on the
communities in the geographical arens affected and
on the geographical areas contiguows to such areas
¢ Whether such a proposed transaction will improve
rail service

In the event the coensolidation proposal is
subsequently submitted to the 1CC for approval, the
Secretary is directed 10 submit a reporl to the 1CC
setting forth the results of his study of the proposal,
and the 1CC is directed to give “due weight and
consideration™ to the report in determining whether
the transaction is “in the public inlerest.”™ However,
the standards established under section 5(2) do not
govern the determination of “public inlerest™ under
section 5(3).[26] A key distinction between review of
consolidalion proposals under section 5{2) and (J) is
that unlike section 5(2) proceedings, the 1CC is to
review cach application submitted under section 5(3)
on its own merits, without cancern for inconsistent
applications or petitions for inclusions,

The reason for the distinction between section
5(2) and (3) s detailed in the House Report, as
follows:

The Commitiee’s Subcommittee on Trans-
portation and Commerce began this session
cansidering various problems surrounding
the bankrupt Rock [sland Railroad, One of
the major reasons for the plight of that
railrond  was that nearly twelve  years
elapsed before the Commission adjudicated
whether or not it should be allowed to
merge with o strong railroad.



The Commitiee recognizes thit 10 presut
extent the plight of the Rock Island is the
inadequacy of existing merger provisions.
Therefore, Title V of the bill provides an
expedited  merger  procedure  with  prior
eviluation, analysis and assistance by the
Secretary.

The changes made in existing lnw can best
be illustruted by comparing existing law
with the changes recommended hy the
Committee.

Under existing law, the Commission would
handle each merger through its adjudieative
pracess, and try to accommaodate all the
conllicting requests of the various groups—
the carriers, labor, and the affected commu-
nities, Further, all mailronds could petition
to be included in such merger at any time
during the merger proceedings.

This situation brought before tiie Commis-
sion a never-ending series of proposals for
inclusions, Further, the Commission dous
nat have a plaaning stafl to study the
proposed mergers, and therefore remains at
the merey of the railroads, who muny times
would submit an infinite number of peti-
tions for Commission consideration, The
Commission would have lo deal with
petitions as they were filed, and as the
parties appeared belore them, rather than
attempting to have a period of time in
which to sidy the proposed merger,

Lastly, there are no limits under existing
law in which the Commission is required
1o complete the merger proceedings,

Therefore, in developing a new policy
toward railromd mergers the Commiliee
creted an allermative merger procedure
rather than repealing the existing section
5(2) of the Interstate Commerce Act. The
reason for having alternative methods for
railroad mergers was to permit railroads the
option of petitioning under either proce-
dure.[27)

Thus far, two major proposals have been
accepted for filing by the 1CC: a control and
acquisition proposa| of the Burlington Nurthern and
the St. Louis-San Francisco; und a proposi) for the
joint control of the Detroil, Toledo and lronton by
the Norfolk and Western and the Bahltimore and
Ghio, The latter proposal was contested by the

Grand Trunk Western Railroad, which has fiied an
application for the purchase of Detroit, Toledo and
Iranton, Hearings are now underway in both
proceedings, and it is already clear that the proce-
dures set up by the 4R Act, as well as the time [imits
imposed, have resulted in more carefully congeived
and presenied proposals and in prompt action by the
ICC and interested parties.

ABANDONMENT PROCEDURES

Sections 802 nnd 809 of the 4R Act make
significant changes in the IC Act's procedures with
respect to abandonment of railroad lines and
discantinuanee of rail service, Briefly, these sections
require the ICC to promulgate procedures governing:
(1) the public notice required for a proposed
abundonment; (2) the opportunity for financially
responsible persons to provide financinl assistance 1o
maintain operations over a line proposed for aban-
donment; (3} the standards to be applied by the ICC
in determining whether to permil abandonment or
discontinuance; (4) railrond companies’ preparation
of diagrams ol their respective rail systems, identi-
fying lines potentially subject to abandonment und
lines that do not earn revenues sufficient to cover the
costs of their operation; (5) caleulation of avoidable
costs and attribuiable revenues for lines proposed for
ubandonment; and (6) definition of terms such as
“significant user” for purposes of determining whose
interests need 1o be protected when abandonments
ure proposed. Additionally, section 303 of the 4R Act
places lime limits on the 1CC in processing abandon-
ment applications,

The ICC conducted a rulemaking proceeding to
implement these changes, but the rules were chal-
{enged in the courts, on several grounds. First, the
regaiations set forth four actions that the [CC could
take il a decision were made to issue a certificate of
public convenience and neeessity for the abandon-
ment of a ling, but parties were unable to execule a
financial assistance ngreement to conlinue the line in
operation, One of the actions the ICC proposed to
take under these circumstances would he 1o “reopen
the underlying abandonment or discontinuance

roceeding to reevaluate the application on its merits
in light of the financial assistance offer.” This portion
of the reguiation was found invalid by the U.5. Count
of Appeals for the Seventh Circuit because the failure
of subsidy negotintions is unrelated to the issucs on
which the decision in the underlying abandonment
proceeding is based and cannot, therefore, proper!
constitule u ground for reopening that proceed-
ing.[28] In addition to the Court's rationale, DOT
believes the ICC's proposed action would allow the
abandonment proceeding 1o drag on endlessly, in



direet contravention of the 4R Act requirement that
abandonments be handled expeditiously.

The challenged regulations alsa set forth rules
for the compuiation of off-brinch costs as part of the
total computation of the avoidnble cost of providing
rail service over a line proposed for abandonment.
The 4R Act direets a reexamination of the account-
ing and costing methods upon which these {CC rules
are based, The court also required fundamental
changes in these accounting and costing procedures,

The il branchline abundonment problem has
its its fundamental cause the inability of the carriers
to caver the continuing costs of operation and
maintenance of certain light-density lines, doe to the
decline in their usefulness as pickup and delivery
mechanisms. Although some lines can continue
operation and service through implementation of
innovative carrier-shipper nreangements, other lines
mny have permanently lost their funciion in a
moclern transportation environment, Accordingly.
the primary test of the public convenience and
necessity in abandonment proceedings should reflect
the total bepefis and costs—both public and
private—af continued line operation in the context of’
other transportation alternatives, Clearly, the poten-
tinl epportunity for continued operation of some
lines through increased flexibility in pricing, costs,
and service atrangements con only be assessed by
that type of comparative analysis, it would also be
the foundation for shipper-carrier cooperation that
could resull in a renewed economie usefulness for
those lines that were shown to have clear potential as
a result of & more benefit/cost-oriented public
convenience and necessity standard, but without
placing the burden of continuing nonremunerntive
services solely on the private rilroad companies,

ADDITIONAL PROBLEMS IN
THE REGULATORY SYSTEM

The 4R Act, il properly implemented, would
resolve many problems in (he regulutory system.
Most fundamentally, it recognizes that the radronds
are no longer the monopoly power that they were in
the 19th century and that a regulatory system created
to deal with that situation is no longer appropriate,
The discussion in the preceding sections dealt with
the issues confronted by the 4R Act and pointed out
where problems still remain,

A number of importunt issues, however, nre not
addressed fully by the 4R Act, and they remain
significant impediments to the financial viability of
the railroads, These issues include: (1) regulatory and
policy imbalunces among  dilferent modes; (2)
subsidies 1o shippers or geographieal areas huilt into
the rate structure; and (3) the meaning and applica-
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tion of the antidiscrimination provisions of the 1C
Act, Those ssues are discussed in this section,

THE REGULATORY IMBALANCE

Every mujor product or commodity that travels
by rail is regulated. This means that the railroads
must publish and adhere to approved rites, apply to
initiate, change, or cancel rates at lenst 30 days in
advance of proposed movements, and maintain o
supply of cars adequate to move any traffic that
shippers wish to move by rail, All railroad companies
are conumon curriers, subject to the commeon carrier
obligation that requires & raifrond to serve at any
time any shinper who is willing to pay the published
tariff charge,

On the other hand, the interstate motor carrier
industry inclodes regulated carriers, private carriers,
exempt capriers, and individunl owner-operators,
Regulated carriers comprise only about 40 percent of
the motor cirrier industry in lon-miles. Only this
segment of the industry is regulated in o ways
essentially similar to the railroads, Unregulated
trucking operations include: (1) privite carriers
(trucks owned and used by businesses to carry their
own goods); (2) exempt carriers, largely owner-
operators, @ category that includes all unprocessed
agricultural commodities; and (3) contract carriers,
who are regulated anly as to safety and operating
authority but not with respect 1o rates, In addition,
the vitst majority of commodities that travel by wier
are unregulated,

Perbaps nowhere else does this difference in
regulatory trestment of the several modes of surface
transpert hecome as apparent as when a shortuge of
transportilion equipment appears. From time 1o
time, every mode of transportition runs short of
cquipment. While primary attention has focused
upon the supply of railroad freight cars, there also
have been occasions when the supplies of barges and
trucks were inadequate to meet the demands of
shippers. In the case of unregulisied harge and truck
tratfic, however, the ahility to price and offer services
provides a means of rationing equipment in response
to demand and alleviating shortages. In times of
great demand, the rates charged by motor and water
carriers hauling unregulated commodilies are quickly
raised to a level where a shortage no longer exists
hecause the market for transport by these carriers
clears at the new price level. Thus, the pricing
mechanism used by carriers of unregulated commod-
ities permits a workable solution to equipment
shortages regardless of the supply or demand for
service at any particular tme, By contrast, railroads
are hampered in their ability to react to changes in



market conditions because of the rigidity of regulated
rates,
Purticularly in the ruil movement of bulk
agricultural commaodities, the lack of a responsive
rieing capability means there is little economic
weentive for shippers to smooth the peaks in the
annual rad) movements of such large-volume com-
modities as grain. One result of rail-pricing rigidity is
that the railronds must attempt te maintum a supply
of cars throughout the year sutlicient to meet peak-
period demand, Those ears sit idle for the rest of the
year, and the rates charged for their peak-period use
are not permitted 1o reflect their year-round use. A
further result is that growers and distributors have
lile incentive (o store their products until the off-
peak peried, ship them at lower rates, and even out
the demand for railcars over the year, This problem,
although most apparent 1n the context of unreguinted
agricultural commodity movements by truck and
harge, also arises in many competitive situations
invalving manufactured, processed, and other com-
maedity transportation.
he record in Ex Tarte No, 324—the 1CC
proceeding that implemented the 4R Act provision
for seasonal and peak-period pricing—is replete with
references to the problems faced by shippers and
railronds in this context. Pittshurgh Plute Glass
(PPGY Industries, for example, contristed jts experi-
ence in the shipment of potnsh in the United States,
where seusonuF rates do nol exist, and in Canada,
where railroad companies have access to seasonal
pricing. PPG industries found that fluctuations in
potash  shipments in the United Stutes were far
grewter. PPG Industries concluded the following:

A progrum of seasonal rates would be of
advantage to hoth railroads and shippers by
making more efficient use of the supply of
cars and improving the availability of cars
as necded, Also, an improvement in service
would be realized by not only having the
equipment uvailable when needed, but
being uble to move the product to market
quickly and efficiently,

The advantage we see for the railroads
under a seasonal rate structure would be
better car utilization, It would mean fewer
cars in the system as well 05 & more even

Hhe wide-ranging and quich-maning powers of the 1CC mver tailcar servace
undsr sectian K31 and 108 of the EC Aet oifer an inleresling contrasl W ihe
roeeduses svsrmally emplaged In rale cases. As na exasnple, itt late Decenibes 1977, 1w
arge prain elevatars were desiroyed by wn explovion in Westwego, Lo, and Galvesm,
Ter. On Dee, 30, 1977, the ICC lysued twor Servive Ordervdireching Ihe railroads to move
e 1o} of some 1,200 Juaded grain cars susk Al 1hose elevatase ™, ., any alher gain
elevaior . ., bocated on the Gull of Meaize™ The 1CC voided all raifroad diversion sad
recontignment charges And ipecified that upon aerival 2l the acw destination, the rate
would be compuled 4 if ik aived [zom the initial origin. [n case of Milure of the railraad
COMPARIEH 12 Afee on rale divisions, the [CC would evtablish then, and in the absence
of & il route, any rouie could be wied. {29
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cash Now. The business which is lost as the
result of less than satisfactory fransit or
insufficient car supply during the seasons is
... generally not regained . .. [30]

The continuing growth and expansion of private
truck and barge operations and the inroads of
contracl carriage have further undermined the
foundation of rail traflic 1o the point where rail rate
flexibility has become a matter of competitive
necessity, Trucks with rates that vary over the year
experience a far less severe fluctuation in demand.
For example, the variation in demand for produce
movemenls between Culifornia and Chicago over the
year is approximately 200 percent, The varintion in
demand fer rail service for the same commodities
and between e sane poinls is over 600 pereent,[31]
Traditional concepts of rate stability and fairness, as
applied to rail ratemaking, have proven inadequate
to maintain the rail industry’s competitive presence
in mary markets. The ability of other carriers to
attract traffic from railroads is made a great deal
casier by imposing uvpon the railroads procedural
condilions not imposed on other carriers.

THE POLICY IMBALANCE

This report_ consistently notes the fundamental
imbalance in Federal policy on the guestion of
whether transportation companies should pay for
thetr own righis-of-way, Water carriers do not puy al
all for rights-of-way nor for locks, dams, and other
water facilities. No user charge legislation currenily
exists thal would require water carriers 10 pay a
significant portion of the full cost of building and
maintaining their rights-of-way. Although motor
curriers pay some costs of the highway sysiem,
through fuel and excise taxes as well as molor vehicle
registration fees, he taxpayer also makes a signifi-
cant contribution fo the building and maintenance of
the highway system. The relative portion borne by
the motor carrier industry has long been the subject
of controversy,

A railrond company, on the other hand, must
make the massive investments to build and maintain
all its rights-of-wuy and pay property taxes that
harge and motor currier firms do not, This imbalance
has importunt regulatory implications. In rtemaking
practice, the imbalance in right-of-way costs has
meant that low water carrier varinble costs—because
of the assumption of right-of-way costs by the
Federal Government—were often compared to “fully
distributed™ rail costs in cases involving intermodal
competition. Rail rates were held high by the ICC so
as lo cantribute 10 the rails’ high fixed charges. When



a milroad eompetes against an unregulated barge,
the rail rate inevitably forms the ceiling for that
market, bhecause the barge pays no right-of-way
charges. The water carrier’s “low cost™ is therchy
mainiained and enlaneed at the milrond’s—and the
taxpayer's—expense. To some degree, this problem is
resolved by the 4R Acts mandate that any rate
contribuling to the rajfiroad’s “going concern value”
is presumed lawful, However, the need to maintain
and upgrade existing rights-of-way from revenues
genernted by the rate structure continues lo place the
railronds at a competitive disadvaninge.

THE CROSS-SURBSIDY ISSUE

The ienn cross-subsidy is used w describe
different things in different contexts, For purposes of
the following discussion, four types of cross-subsidy
have been identified. A helow-cost cross-subsidy
occurs whenever a commodily moves at a rate tha
does not cover incremental cost. Since rablroads
would snve money by not moving such commaodities
at all, shippers of other commodities are foreed to
subsidize the movement of such commaodities 1o the
extent of the loss,

Twa less obvious forms ol cross-subsidy are
product and geographical cross-subsidy, Product
cross-subsidy occurs whenever rates are held down in
order to encourage production and sale of particular
products. Geographical cross-subsidy oceurs when-
ever rales to or from o geographical area are held
down to stimulate the growth of the area. Such
subsidies de, however, necessitate increasing the
costs (o some shippers in order to reduce costs to
others, TFinally, an owner-shipper  cross-subsidy
occurs whenever rail rates are held 1o levels below
those peeded to produce an adequite rate of return
to equity holders,

Historically, some rates were held down 1o levels
that did not cover incremental costs, although there
has been debate whether rates were held to those
levels by regulatory liat or because railroads failed to
change them. Section 202(b) of the 4R Act puts an
ened to the debate by staling that any rate increase
from a level below incremental cost to one that
equals incremental cost will be presumed to be just
and reasonable. Implementation of that provision
must be citrefully monitored to assure that below cost
cross-subsidies become a diminishing problem,

Geographical cross-subsidy has taken several
forms, For a long time, the ICC was thought to
exercise a policy of niintaining low rates to the West
to encourage western development, Another exnmple
of forced geopraphical cross-subsidy concerns port
equalization, The rates on export wheat traffic from
points within the hard winter wheat belt are
equalized (ie., set at the same level) 1o many Gulf
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ports, slthough the length of haul and the costs of
port terminal operations vary signiffeuntly.

Produet cross-subsidy has been enforced by the
ICC to help depressed industries, to permit producers
in one locality to compete more effectively with
producers from another locitlity, and to stimulate the
prowth of specific industries, Congress also has
enacted resofutions designed 1o further social gonls
by directing that rates on certain commaodities be
held down. During the 1930°s, the Hoch-Smith
Resolution stressed the desire of Congress for low
rates on agricitltural products, Many general increase
eases included holddowns on specific products. For
example, the 1CC has, in the past, accepted the
argument of Culifornia wine producers that the
praducers require low rates on movements (o the
East in order 1o compete effectively with foreign wine
makers.[32]

In Ex Parte No, 310, fncreased Frefeht Rates
aml Charges, 1975, Natiomvide, the 1CC direeled
that rates be held down on certain enumerated
commadities on the grounds that the industries
producing  them were depressed and in need of
assistunce, There were 33 commodities exempled
from the increase, including coal, asphalt, iron ore,
fertilizer, prain and relaed commodities, motor
vehicles, sugar, paper, {resh fruits and vegetables,
lumber, and all recyelable materials. The 4R Acet also
ordered the ICC to perform a special study of the rail
rles for recyclables as compared with virgin materi-
als, so as to promote the national policy in favor of
recycling. Similar policy considerations also have
been invoked in recent coal mite cases before the 1ICC
and in the courts,[33]

Owner-shipper cross-subsidy oceurs whenever
rales are held down for social reasons or as o result of
sovial policy. and the effect of such holddowns is to
generste substandard rates of return for railroads,
Muny have argued that the ICC has been preocen-
pied with setting equititble Tevels for specific rates
without considering the railroads” need for adequirte
revente levels overnll, As discussed above, section
205 of the 4R Act directs the ICC to assure that
rwilroads have the opportunity to earn adequate rales
of return, suggesting that to the extent that owner-
shipper cross-subsidy has been encournged by 1CC
action in the past, it is not to he so in the fwre,

Some rates make a larger contribution to fixed,
common, and overhead costs than da others. When
such differences are based on the different character-
isties of different commadities, ar on the ability of a
rsilroad to attract traffic from competing modes,
such differences are “cross-stbsidies”™ only in the
lnosest sense. Such differences in conlribution to
fixed, common, and overhead costs are virtually
inevitzhle for any multiproduct firm selling different
outputs under different demand conditions. 1t is,
however, important to distinguish between this type
of demand-based differential pricing and the exter-



nally imposed holding down or raising uwp of
particular rates on individual commodities or to
particular locations, which represents a public policy
of cruss-subsidy,

When railroads were in o monopoly paosition, it
was 4 fairly simple matier w rely on cross-subsidies
to achieve specific societal goals. As other modes
developed, however, it became clear to motor and
water carrier managements that shippers hy rail,
forced ta pay high rates to cross-subsidize other
shippers, coulyd be enticed to transport by anather
mode, A significant portion of the diversion of high-
rated traflic to motor carriers is a direct result of the
traditional patterns of cross-subsidy.

THE ANTIDISCRIMINATION PROVISIONS
OF THE INTERSTATE COMMERCE ACT

Sections 2, 3, and 4 of the IC Act are generally
referred to as the antidiscrimination provisions,
These seclions were not changed by the 4R Act but
are often misunderstood, The following brief discus-
sion attempts to clarify those sections of the law,

Section 2
Section 2 states:

v« if any common carrier subject to the
rovisions of this part shall, direcily or
indirectly, by any special rate, rebate,
drawback, or other device, charge, demand,
collect, or receive from any person of
persons a preater or less compensation for
any service rendered, or 1o be rendered in
the transportation of passengers or proper-
ty, subject lo the provisions of this part,
than it charges, demands, collects, or
receives from any other person or persons
for doing for him or them a like and
contemporaneous service in the transpori-
tion of u like kind of traffic under substan-
tally similar cireumstances and conditions,
such common carrier shall be deemed guilly
of unjust discrimination, which is herehy
prohibited and declared to be unlawful,

To prove a section-2 violation, it must be shown
that a particular railroad company is charging two
shippers different rates lor the same service over the
sime line and between the same origin and deslina-
tion. If any ingredient is missing, a "like and
contemporineous service™ is not provided.[3] In
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Staadard Milling, the 1CC snid the following:

Section 2 of the Act is directed only to
discrimination hetween shippers located at
the same points or in the same communi-
ties, and volves the movements of snid
shippers® [ike traffic 1o the same destina-
tions; if destinntions of the raffic are
difterent, then the service which the carrier
is rendering is not like and contemporane-
ous and there can be no violmion of Section
1.[35)

Sectlon 3(1)

Section 3(1) prohihits a carrier from charging
different rates to shippers, if the different rates result
in undue preference or prcﬂ'udicc among the shippers.
This provision reads as follows:

[t shall be unlawful for any common carrier
subject to the provision of this pari 1o muke,
give, or cause any undue or unreasonable
preference or advantuge o any particular
person, company, firm, corporation, issoci
ation, loculity, port, port district, galeway,
transit point, region, district, territory, or
any particulur description of trafTic, in any
respect whatsoever; or o subject uny
particular jperson, company, firm, corpora-
tion, association, locality, port, port district,
gateway, transit point, region, district,
territory, or any particular description of
traflic to any undue or unreasonuble
prejudice or disadvantage in any respect
whatsoever: Provided, however, that this
paragraph shall not be construed to apply
to discrimination, prejudice, or disadvin-
tage to the traflic of uny other carrier of
whatever description,

Section 3(1) is concerned wilth situations in
which, for example, two shippers in different cities,
shipping 1o a single destination via the same rilroad,
are charged different rates even though the distance
is approximaltely the same from both origins, A
section-3(1) vielation occurs only if one of the
shippers can prove competitive harm beeause of the
lower rate given to the other shipper[36] if (he
distances to the commaon deslination from  the
difierent origins are different, but the shippers
nonetheless compete, the difference in the rafes must
be commensurate with the difference in the distance,
Differing transportation conditions, including the



presence of competition over one route but rat the
other, justify a rate difference, Thus, a carrier
violates section 3{1) only if there is an unjustified
disparity between the tates that particular carrier
charges and those of a different carrier,

Difficulties nrise in interpreting section 3(1)
when o railroad company serves one shipper directly
and other shipper in a second city via joinl-line
service, and both are shipping 1o o common
destination. In that ease, a section-3(1) violation
arises only if one carrier has the ability unilaterally 1o
creale or ¢liminate the difference in rates, The [CC
and the Supreme Court have firmly estublished the
principle that a carrier in such a situation commits a
violation only if it has “control™ aver the joint-line
rate,[37] Even then, a carrier that is shown to be
responsible for a preference or prejudice can still
argue that the difference in rates is justified by a
difference in transportation conditions. This princi-
ple was estnblished in Interstate Commerce Comanis-
sion v. Baltimore and Ohio Railrond Company,
where the Supreme Court said that “any fact which
produces an inequality of conditions and change of
the circumstances justifies an  inequality of
charge.” [38) The ICC f!as held that competition from
waler or truck carriers justifies a rite difference.

Scctlon 3(4)

Section 3(4) of the IC Act prohibits a railroad
from discriminating amonyg connecting companies in
its rates, fares, or charges nnd from unduly prejudic.
ing any connecting line in the distribution of its
trafiic, as follows:

All carriers subject 1o the provisions of this
part shall, according to their respective
powers, afford all rensonable, proper, and
cqunl faeilities for the interchange of trafTic
between their respective lines and connect-
ing lines and shall not discriminate in their
mies, fares, and charges hetween connect-
ing lines, or unduly prejudice any connect-
ing line in the distribution of wraffic that is
nat specifically routed by the shipper. As
used in this paragraph the term “connecting
line” means the connecting line of any
carrier subject to the provisions of this part
or any common carrier by water, ..,

Thus, a railroad cannot favor one connecting
line over another by entering into a lower joint rate.
Section 3(4) does not, however, prevent a carrier
fram charging different rates for single-line and joint-
line service (if’ the joint-line earrier refuses to concur
in the lower rate).
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Section 4(1)

Scction 4(1) of the IC Act prehibits a carrier,
excepl in special circumstances, from charging or
receiving any greater compensation for the transpor-
tation of pissengers or properly for a shorter than for
a longer distance over the same line in the same
direction, Special circumstances are found 1o exist if
the lower rate for the longer distance is required to
meet competition. [39]

Reevalestion ol Sections 2, 3, and 4

The cconomic and legal hases underlying
sections 2, 3, and 4 of the IC Act were derived from
considerations of cquity that rellected the market
power railroads enjoyed in an eardier era. Railrond
companies and shippers alike have responded by
adapting movemenl palterns, competitive relation-
ships, and economic activities to conform to the
strictures ol these sections, Yet, pervasive changes in
transporiation competilive conditions  since  the
passage of the IC Act cail for a eareful examination
of the continted need for sections 2, 3, and 4 in their
present form, Such an examination should focus
upon  whether rail transportation s sofliciently
unique to warrani specific regulatory treniment or
whether existing laws governing other commercial
relationships are more applienble, with appropriate
madification. In any event, careful consideration
should be given to the increased need to recopnize
and respond 1o differences in the demand for rail
transpartation between and among users, With the
advent of distinet service pricing, and seasonal and
peak-period pricing, u clear statement of policy with
respect to these provisions is imperative,

CONCLUSIONS AND RECOMMENDATIONS

Railroads were the [irst of the modern transpor-
tation modes. [n the absence of competition, it was
possible to use railroad rates as instruments of social

olicy. But the emergence of motor carriers, pipe-
ines, and n modern water earrier industry has nltered
the sitation dramatically and permanently, The
raifroads, for the most part, no longer enjoy
monopoly power, The 4R Act is a reflection of that
change and would, i’ fully implemented, provide a
basis for modern repulation. Muny of its provisions,
however, have not been implemented or have heen
improperly interpreted, and there are some remain-
ing regulatory problems that the 4R Act does not
address,

Congress intended that the market dominance
provision of the 4R Act he used in a manner that



reflects the generally competitive nature of (he
transportition markets served by milronds,  As
interpreted by the [CC, however, the market domi-
nance provision is far narrower than Congress
intended. In wiew of the cour’s aflinmation of the
ICC's interpretation, additional congressional action
should be considered,

The implementation of other 4R Acl provisions
must be reexamined as well. In connection with the
seasonul, regional, and peak-period pricing provi-
sion, the nolice periads for initiating and canceling
such rates must be shortened to periods camparable
1o those of the compeling modes 50 as 1o encourage
demand-sensitive pricing by rmilroads. The 1CC's
pendingjuroposul to permit contract rates should be
expanded and promptly implemented. The rules
governing estahlishmeni of distinet service prices
must be amended to allow greater covernge of
services, more (lexible rules for submission of data,
and  expedited 1CC approval procedures, Most
importantly, the ICC must reverse current policy
requiring underlying line-haul rates to be lowered i a
distinct seevice is removed from an existing tarifT and
priced separately,

Yearly proceedings to establish individual and
general railroad revenue needs will be held by the
ICC., The first is now pending. Industrywide as well
us specific rate increase requests will be measured
against the findings of the annual need assessment,
The ICC's actions on these requests must receive
thorough scru tiny,

Section 207 of the 4R Act gives the ICC
authority to provide exemptions from regulation
when continuing such regulation would serve little or
no usceful public purpose. In view of the congressio-
nal intent o place the rail industry on an equal,
compelitive footing with other modes, the 1CC
should make extensive use of that authority, Careful
consideration should be given to the ICC's rulemuk-
ing proceeding on general exemption authority, since
the findings wiill set a precedent,

The JCC should give special emphasis to the
continued develapment of specific variable-costing
procedures lo be used by a carrier. Such procedures
must he designed 1o give the maximum weight to
specific conditions and circumstances associated
with the movement in question, as well as the
capacity utilization of the proponent carrier at the
time, These requirements must be carefully distin-
guished from the more general accounting approach
embodied in the USOA, useful only for financial
oversight purposes. In this manner, the continued
preoccupation with costing in ratemaking proceed-
ings can be refocused in line with congressional
intent—as a  measure of going concern  value,
variable, and incremental cost, rather than as a
substitute for demand-sensitive pricing by the rail-
ronds,

The ICC has recently issued a decision on the
major rate bureau agreements submitted for approv-
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al, pursuant to 4R Act standards, The ICC propose!
to reject those agreements unless the bureaus submit
evidence within 90 days of the need for antitrust
immunity in view of transpartation conditions. That
evidence will be vsed 1o decide whether a grant of
immunity would further the national transportation
policy. This issue requires further examination,

Pending legislitive enactment of inereased
regulatory (lexibility for all rates, DOT recommends
that the 1CC initiate a new proeeeding secking
recommendations to lead to improved carrier-ship-

er cooperation on branchline rate and service
1ssues, in the context of an overall examination of the
public convenience and necessity standard for rail
branchlines. Similarly, more ratemaking freedom
should be nlTorded railroad company management in
the area of climinating port ditTerentials or egualiza-
tion when no market dominance is found,

One imporlant provision of the 4R Acl—the
2-year, F-percent, no-suspend zone—has already
expired. As originally enacted, it offered the railronds
no more ratemaking flexibility than other provisions
of the 4R Act beecause it was tied to findings of
market dominance. Another no-suspend provision
should be enacted, for an experimental period and
with percentage restrictions, but the provision musl
allow a true experiment in flexible ratemaking by not
subjecting no-suspend proposals 10 market domi-
nance findings, Rates proposed under this provision
would still be subject 1o the current antidiserimina-
tion statutes and would sill be subject 1o investiga-
tion as 1o lawfulness and refund with interest il rates
are found unlawful. A new no-suspend provision will
allow the railronds to compete more effectively
against unregulated carriers,

Many problems continue to impede the achieve-
ment of & financially healthy railroad industry, Most
importamly, regulatory and policy imbalances in the
treatment of different transportation mocdes must be
recensidered. As indicated above, the 1CC should
use the powers pranted hy the 4R Act to exempt
certain commodities Itom regulation where it finds
thal such exemption will not harm the public interest.
Il use of the 4R Acl is inadeqguate 1o redress the
competitive disadvantage faced by the railroads,
additional specific legislalive exemptions should he
considered.

The DOT will study trends in the use of rail
rates as an instrument of social policy. This study
will examine, specifically, the extent o which rail
rates are, depressed to aid panticular industries or
regions and should examine current rail rates below
variable cost, Congressianal guidance will be sought
and appropriste riemaking standards enunciated
for those situations in which rail revenue needs
clearly conflict with other impaortant policy goals,

The DOT will undertake n thorough examini-
tion of the impact of sections 2, 3, and 4 of the IC
Act, with particular emphasis upon such moderniza-
tion of those sections as may be necessary to foster



greater carrier efficiency and intermodal comrcti-
tion, Concurrent consideration will be given to those
aspects of sections 2 and 3 thal may hinder the
widespread use of contract rates and service arrange-
ments between carriers and shippers,

Finally, while major progress has been made in
reducing delays in the adjustment of rates by setling
internal time deadlines, the I1CC should consider
allowing retroactive collection of suspended rate
increases, If a suspended rate is ultimately found 1o
be just and reasonable, it should be made retroactive
to the date it would have been effective if not

suspended. At present, when the [CC investigates a
rate without suspending it the carriers are ofien
required to set aside the disputed increased amounts
and provide refunds with interest i the rate is
ultimately found unjust and wnreasonable, On the
other hand, i the rate is suspended and later found
to he just and reasonable, the carrier loses the
increased revenues that it deserved. Allowing the
carrier to collect the increase retroactively would
substantially redoce the costs of so-called regulatory
lag and the number of suspension requests made by
shippers desiring only to postpone the eflective date
of an increase.

REFERENCES

f1] Report of the Committee of Conference on 5.
2718, Report No, 595, 9%4th Cong., 2d Sess., p.
148 (1976) {(Conference Report),

[2] Report of the Senate Committee on Commerce
on 8. 2718, Report No, 499, 54th Cong., Isi
Sess., pp. 10, 11 5975) (Senate Report).

[3] Senate Report, pp, 10, 11,

[4} Report of the Commitiee on Interstate and
Foreign Commerce, U.S, House of Representa-
tives, on H.R, 10979, Report No. 725, %th
Cong, Ist Sess, p. 76 (1975) (House Report).

[5) The Elkins Act, Hepburn Act and Mann-Elkins
Act, respectively,

[6] For an account of the railroad situation prior o
and during the First World War, see Aaron
Austin Godrey's Government Operation of the
Railroads, 1918-1920, Austin, Texas: The San
Felipe Press, 1974,

[7] The Inierstate Commerce Commission Anpnual
Report far 1946, p. 36,

[8] United States v, Trans-Missouri Freight Associ-
ation, 166 1.S. 290 (1897); and United States v,
Joint Traffic As;ocian'on. 171 U.8, 505 (1898},

[9] See Chicago, Milwaukee, St. Paul & Pacific RR
v. IHllinois, 335 US. 300 (1958) and Public
Service Commission of Utah v, United Sttes,
356 U8, 421 (1958). In the Hlinois case, for
example, the court held: *We da not think that
the deficit from {a) single operation can fairly be
adjudged to work an undue discrimination
against the Milwaukee Road's intrastate opera-
tions without findings which take the deficit into
nccount in the light of the carrier’s other

134

intrastate revenues,..” (at JUM-8). This hnding
requires the ICC 1o study a company’s total
inteastate operation before finding a given rate
unreasonyble,

[10] Interstate Commerce Commission in Ex Parte
No, 338, served Feb, 3, 1978, pp. 13, 17,

[11] House Report, p. 70,

[12] Senate Report, p. 14,

[13} Section 202(b) of the 4R Act.

[14] Senate Report, p, 47,

[18) The rules were promulgated in Ex Parte No,
324, Standard and Expeditious Procedures for
Establishing Ruilroad Rutes Based on Seasonal,
Regional or Peak Pericd Demand for Rajl
Services,

[16) Guaranteed Rates, Suult Ste, Marie, Ontario,
Canada, to Chicago, Hiinois, 315 1.C.C 311
(1961).

117] Senate Report, pp. 54-55.

[18] Report and Order of the 1CC in section Sh

application No, 10, Tidewater Coal Demurrage
Agreement, served Jan, 30, 1978, a0 78, 77,

[19] Chicago, Milwaukee, St Paul & Pucifie Raifroad
Co, v, Hiinois, 335 U.S, 300 (1958),

[20} Conference Report, p. 135,
[21] House Report, p. 75,

[22] Conference Report, p. 174,



[23] Conference Report, p. 175,

[24] United States v, [.C.C, 396 U.S. 491, 504, 519
(1970); McLean Trucking Co. v, United States,
321 U.S. 67, 83-87 (1944). Boih the courts and
the 1CC, however, have recognized that insis-
tence upon preservation of maximum competi-
tion amonp rail compunies is no longer essentiat
to the prolection of the public interest given the
competition that is present among the modes.

[25] Seaboard Air Line Railroad Company-Merger-
Atlantic Coast Line Railroad Company, 320
LC.C. 122 (1963), a1 130

{26] Conference Report, p, 175,
[27] House Report, p. 62.

(28} Chicago and North Western Transporiation Co.
v. United States, Tth Circuit, No, 76-2283, May
30, 1978,

{29] Interstate Commerce Commission, Service Ord-
ers Nos. 1292 and 1293,

[30] Initial Statement of PPG, Inc., Aug. 19, 1976, in
Ex Parte No. 324,

[31] Department of Agriculiure, Fresh Fruit and
Vegetable Unloads in Midwestern Cities, Wash-
ington, D.C., May 1977,

135

[32] See Ex Parte No. 281, Inereased Freight Rates
and Charges, 1972, served Oct. 4, 1972, al 448-
450,

[33] See City of San Antonio v. Burlington Northern
(et al), Docket No, 36180 now pending at the
ICC, and Incentive Rale on Cowl-Cordero,
Wyoming, to Smithers Lake, Texas, Docket No,
36608 and Incentive Rate on Coal, Gallup, New
Mexico, to Cochise, Arizona, Docket No. 36612,
both on appeal to the U.S, Court of Appeals for
the District of Columbia,

[34] See, for example, Wight v. United States, 167
US. 512,518 (1897)

[35] Standard Milling Co. v. Hiinois Central Railroad
Co., 321, LC.C. 252 (1963) ot 259,

[36] See, Boston Wool Trade Association v, Boston
and Albany Railroad Co., 78 LCC. 178, (83
(1923),

[37) See, Asiland Fire Brick Co. v, Southern Rail-
way Co., 22 LCC. 115 (1911). The result
reached in the Ashland case was affirmed in
Texus and Pacific Railway Co, v, United States,
289 L1.8, 627 (1932),

|38) Incersune Commerce Commission v. Baltimore
and Ohio Railroad Co,, 145 U.S, 263 (1892), at
284,

[39] See, fron & Stee! from Official to Western
Trunk Line Territories, 318 1,C.C, 449 (1962},



-~

[
ALTERNATIVES FOR FEDERAL
FINANCIAL ASSISTANCE

The finuncial collapse of much of the sortheasterm railroad spsten in the 1970 led
o mujor federafly sponsored reorgunization and established @ new pattern of
Guvernment invelvement in rail transportation matters, The Railroad Revitalization
and Regulatory Reform (IR) Act of 1976 underscored this fundumental change by
calling upon the Secreiary of Transportation to recosutend ways by whicl the Federal
Government shauld provide future aid 1o the industry and the ameiunts, if any, of such
assistance,

Earlier chupters stressed segment-by-segrient restraciuring, intermodal equity, and
regulatory flexibifity as waps of reducing the need of the industry for vutside capitul
assisfunce.  Even with these  changes, the Department of Transportation (DOT)
anticipates that substantial Federal assistance will be required if railroads are to
continue to fulfitl their role in the national transportation systen. This chapter outlites «
policy of Federal financial assistance bused on the different public purposes to be
achieved and the proper forms such assistance should tuke.

The chapter reviews the DOT experience with Federal assistace programs and, in
particuiar, the 4R Act programs of loan guaranes and preference shares, It
recontmendy that future assistance to private railroad companies be provided in the
Jorm of repayable securitivs—foasn giarantees and repayable credits, which may be
cither debt or equity. Grants woukd be used only to encourage improvements in the
industry's productivity, The DOT intends to administer programy of financial assistance
o encourage railroad imdustry restructiring,

The DOT will make recommendations on the emoant and types of funding after
considering public comment on this report, The degree of public acceptance of the DOT-
proposed changes in public policy toward the railrouds will have a important influence
on the senount and form of Federal assistance to be recommended, The succesy of
Federal aid will be dependent upon the willingness of the industry and the pablic to
matke the necessary changes,

SECTIONS 504 AND 901 context of the 4R Act, The report examines the

OF THE 4R ACT current condition of the railrond industry and

concludes that rilroads are in great financial

difficulty, With changing markets and incrensing

This report has endeavored to fulfill the man- competition from trucks, barges, and pipelines, the
te in sections 504 und 901 within the broader ratlroads' share of domestic intercity freight traffie
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(measured in gross ton-miles) has fallen (rom about
80 pereent in 1925 o abowt 35 percent in 1976, With
excessive track and a relative decline in traffic,
portiens of the industry are unable to replace
wornout assets, nnd the industry as & whole is unable
to meet its capital requirements aver the next decade,
The causes of the “rilroad problem™ are many and
varied, as discussed in other chapters, Similarly
complex are the potential remedies—no one of which
is eapable by itself of correcting the problem,

In chapter 3, the central question of section 504
is addressed: How much aid will the industry recuire
in addition to what it can generate internally and
ohtain from nongovernmental sources? This ques-
tion, of course, cunnot be answered in specifie dollar
amounts without assumpltions abaut futvre growth of
the econonyy, inflation rates, demand for rail
services, and assumptions that rail operating efficien-
ey (including the extent of the track network),
lechnological changes, labor compensation, and rail
rate levels will move in o certain direction,

The analysis indicates that if the Government
were 1o attlempt to provide the railronds’ total capital
requirements, the funding level and subsequent
Government invoelvement would he so large as to
require a reversal of the policy that railroads should
remain in the private sector. This would come ahout
because even massive aid could not overcome the
basic problems of the industry, In this industry of
high-fixed costs and limited regulatory flexibility, the
actual adjusiments of recent years, il continued at
the same rate, would be too little and too late to
“salve” the problem or to obviate the need for
further external assistance. The public should not
count on Federal assistunce to make up the differ-
ence, but should squarcly face the policy changes
thatl are necessury.

Chapter 4 exnmines how the rail network could
be tailored to anticipated traffic levels through
coordination, consolidation, or abandonment, with
the prospect that safe and profitable operntions can
increase, The chapter concluded that restructuring
through the processes established in title 1V of the 4R
Act will be very important to changing the cost
performance of the industry and should be used to
reduce the industry's potential need for capital,

Chapter 5 discusses the fuet that analyses of
cross-modal market tests of efMiciency require that nll
transportation mades start from the same base, [T
ather modes eperale over fights-of-way provided hy
the Government while railroads pay their own way,
full cost recovery through user charges is necessary
for equitable efftciency comparisons, Compensulory
user charges an other modes would raise rates on
those modes and either result in a diversion of traffic
to railroads or permit increases in rail rates, which,
while raising costs to shippers, i traffic levels remain
unchanged, would result in a lower external capital
requirement, The apparent inflationary impact of
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such a change is modernted by the fact that if
shippers pay relatively more, taxpayers would pay
relatively less (in railroad aid and highway mainte-
niance, for example). Indeed, there may he nn
oftsetting shilt of some freight from higher cost truck
te lower cost rail transport, or combined mil-truck
movement, even if rail rates rise to higher levels,
because these would still be below the competitive
ceiling established by certain high-cost, long-distance
truck operations, Shifts 1o rail would depend,
however, on rail service improvement that might
occur i the downward cycle of lost traffic, low
profits, low productivity, and poor service quality
could be broken.

Chapter 6 discusses the need for regulatory
flexibility. Railroads are regulated more comprehen-
sively than any other wansportation mude and,
consequently, have been less able 1o respond to
ecanomic change than other modes. Although the
estimate in chapter 3 of outside capital requirements
assumed continuation of the historical trend of
public regulation, the DOT believes major changes in
regulation can be made that will foster improvements
in railroad profitability and, thus, reduce the capital
gup. Repulatory reform of this lype started in the 4R
Act by providing new flexibility to railroads. This
beginning requires full and vigorous implementation
of the 4R Act by railroad companies and the
Interstate Commerce Commission (1CC). Legislative
change will also be required, and the extent of these
changes will depend on the degree to which the
railroads and the ICC produce the needed flexibility.

Other fundamental changes are necessary. This
report does not emphasize technological change, but
that is an area where improvements should also
oceur, The terms of contracls between management
and labor unions for wages and work conditions are
crucially important to the rail industry's. financial
condition and need for outside capital assistance. '
Despite the seeming impasse in the current contract
negotiations, relating to the leng-standing problem of
work rules, there are indications that labor and
management have finally seen the need for tying
compensation increases to improvements in produc-
tivity. If this cannot he done for the entire industry, il
should be done railroad-by-railroad. Repardless of
how it is achieved, improved productivity would
have a great impact on the financial strength of the
industry and its ability to pay higher wages, [F this
does not happen, coal slurry pipelines and inland
waterways, which represent 4 substitution of capital
for labor, will take over more and more trafiic, with
the prospect of losses of large numbers of jobs. The
effect of this type of trade-off must be considered in
setting public policy loward the rail industry and ils
competitors,

Future cnergy availability also affects the
external capital requirement for railroads. If short-
ages or high cost of petroleum fuels continue to force



national policy in the direction of fuel-saving rail
service, capital needs will be greater,

In section 504, Congress explicitly requested the
Sccretary of Transportation to provide preliminary
recommendlations as to the amounts of equity and
other financing needed through 1985 and the means
by which it should be provided, The remainder of
this final chapter addresses the extent to which, and
by what manner, additional Federal financial assis-
tance should be provided.

EARLIER FEDERAL
ASSISTANCE PROGRAMS

Since World War 1, Congress has enacted at
least nine major laws containing 22 different pro-
grams of Federal financial assistance to milroads,
These programs have covered o broad range of
financing devices, including guarantees of eprnings
to railroad companies during and for a short period
after World War [; direct loans, loan guarantees,
grants and Joans to the National Railroad Passenger
Corporation (Amtrak); grants to States for branch-
line subsidies; direct grants to northeastern bankrupt
railroad companies; purchase of preferred stock in
the Consolidated Rail Corporation (Cenrail); and
purchase of redeemuble preference shares,

The Rail Services Planning Office has prepared
a reporl, The Role of Government in Raiiroad
Restructuring, that noles the following characteris-
tics of Federal railroad assistance programs through
1970.

e All the programs involved either direct loan or
loan guarantees rather than grants or equity finane-
ing. (During the New Deal, cerlain agencies pur-
chnsed equity in firms of other industries, notably
banks, but not in railroads.)

@ All required security ta protect the Government's
investment.

® Mast required that the railrond have an earnings
potential sufficient o provide a “reasonable™ (but
nol necessarily certain) assurance of repayment.

® All required thal the railroad company demon-
strate its inability to sccure funding from other
sources al “'reasonable” interest rates.

e All reguired full repayment of principal and
interest within, at most, 15 years,

e None provided interest rates significantly below
the Government's own cost of borrowing. In some
instances, especially under the loans authorized by
the 1920 Act, railroad companies quickly found
lower rates in private money markets,

& Most restricted shareholder dividends, either b

bunning them or prohibiling any increase in divi-
dends until the lonn was paid,
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& Most alfowed wide latitude in the use of the funds,
effectively supplementing working capital, For exam-
ple, the Transportation Act of 1958 restricted aid 1o
capital improvements or (o reimbursement of the

railrond's “treasury for capital expenditures the

railroad had afready made, Over B5 percent of the
loans went to reimburse the corporite treasury ar Lo
refinance expenditures already made. In a similar
vein, 65 percent of the funds loaned by the
Reconstruction Finance Corporation went 0 pay
interest or principal on existing debt,

® No ¢ffort was made to use the funds as & means off
changing industry operting praclices or encouraging
restructuring.

On the whole, these assistance prograns includ-
ed major eflorts to protect the Government invest-
ment. Less effort was made to control actual use of
the funds, The programs were directed toward an
industry believed to be capable of performing
satisfactorily in periods of national economic pros-
perity.

Beginning in 1970, financial aid programs had to
be developed to address the problem of preserving
freight service in the Northeast and elsewhere
because service was collapsing even in a period of
relative prosperity, These programs adopted a
different philosophy and recognized the need for
reduced interest rates, some operating deticit cover-
age, and the possibility of foregoing repayment for
loans. These programs have the following character-
istics.

& Most funds have been directed at railroad compa-
nies in bankruptcy and subject lo reorganization,
mainly the Penn Central and the other bankrupt
northeastern railroads, and Conrail, the purchaser of
the bankrupts’ property,

e Some money was directed, specifically, to cover
operating expenses in order 1o maintain & roilroad
system in the Northeast,

e For the first time, some assistance programs
provide for o charge to the railroad below the
Government's own cost of borrowing. For example,
the Emergency Rail Facilities Restoration Aet of
1972 specitied ot low ceiling on interest rates,

& Allowable repayment periods were made Jonger,
generally 25 or 30 years, rather than the 15 years
under previous programs,

® One program (section 213 of the Regional Rail
Reorganization (3R) Act of 1973) established out-
right granls of approximately 3300 million to private
ratlroad cotpanies lo miaintain necessary service,

& Oune program (title IV, 3R Act and title VIII, 4R
Act) provides for grants through States and regional
transportation  authorities to  continue  certain
branchline operations. Representing a change in



policy, these programs made funds available 10
financially weak railroads.

PRESENT FINANCIAL
ASSISTANCE POLICY

Federal funding under the 4R Act (scctions 505
and 511 is substantinlly different from  earlier
assistance programs in that it provides for the
purchase of redeemable preference shares by the
Government ({section 303). Preference shares are
equity-type securities, but, although quite different
from the traditional debt instruments (loans or loan
guarantees), they do contain certain femures of debu,
With preference shares, the Government becomes a
preferred (nonvoting) stockhulder in the company.
Loan pguarantees (section 511) are more liberal in
scope than previous loan progrims in that the
Government may seck ils investment security in the
carning power of the project to be financed as well as
in the more traditional earning power of the
horrower and tangible collateral,

Section 505 awthorized 3600 million for the
urchase of preference shares; $320 million have

cen appropriated through fiseal year 1978 (ending
September 30, 1978). In fiscal year 1977, the DOT
approved 358 million in preference share purchuses,
Applications received total $350 million of which the
DOT approved $235 million through the end of fiscal
year 1978, for a (otal obligation during fiscal years
1977 and 1978 0f $319.3 million.

Section 511 authorizes $1 billion in loan guaran-
tees, $600 million of which have been apprapriated
through fiscal year 1978, As of September 30, 1978,
applications totaling $690 million have been received
from five railroads; $97 million have been approved,
Luan guaranices can be used for the acquisition,
rehabilitation, improvement, development, and es-
tablishment of railrond equipment and facilities, The
program is open to all railrond companies and
cligible persons, The 4R Act requires that the
Secretury determine that there is adequate security to
protect the Federal investment, and that the appli-
cant provides rensonable assurances that the im-
proved facility or equipment will be used effectively
and economically in rmlroad trunsportation.

Approved and pending applieations for both
preference shares and loan guaranices are shown in
table 7-1. The FRA section 505 and 511 program
policies provide for evaluation of applications to
ensure that only justified projects are undertaken,
and the riilrond’s performance in implementing

rn'jects is monitored. Application requirements
include detailed project descriptions, financial fore-
casts, financin! statements, environmental impact
assessmients, return on investment analyses and,
under section 505, a business plan including system-

140

wide performance and capital expenditure projec-
tions. The section 511 program has certain statutory
restrietions against increasing sharcholder dividend
payments while the loans remain guaranteed, and,
consequently, the stronger railroads have heen
reluctant 1o use section 511 finuncing, The DOT
helieves, however, that the statute provides ndequate
flexihility with respect to dividend restrictions and
should not he & major deterrent 10 section 511
finaneing.

Congress directed the preference share program
toward marginal railroads that, penerally, could not
prudently service additional conventional debi, even
with Federal guarantees. The 4R Act permits an
interest rate Jower than the murket cost of money for
projects directed toward correcting deferred irack
maintenance. The 4R Act sets # minimum rate for
sich projects at approximately 2 percent and a
ceiling on the applicant’s rate of rewurn on total
capital. Redemption terms, by statute, provided [or n
6- to Il-yenr grace period and a maximum repay-
ment period of 30 years, All track programs funded
thus far (salvage maoterials excepted) have been
accorded the maximum grice period. For bankrupt
railroud companies, the 4R Act requires that the
Government's purchase of trustee certificates under
seetion 505 be secured by Ihe net liguidation value of
the railroad company's assets,

The FRA regulations accord funding priority to
projects involving rehabililation of high-density lines
and those invalving restructuring (i.e., consolidation
ar coordinution of major riil lines, yards, and other
facilities), Eligible projects at lower priority are those
that facilitwe feeder service to priorty lines, enhance
rail competition, correct speeific safety problems,
and enable repair of equipment,

While the preference share (and Joan guarantee)
progriams  differ markedly from earlier assistance
programs, ahility to repay remains a prime concern.
Virtually all title V recipients are “high risk™ in the
sense that they could not obain financing elsewhere
or cannot provide the usual security required by
private lenders, Since the Government depends upon
the earning capability of the title ¥ applicant for
repayment {exeept when earnings provide inadequate
security and assets must he used for security), FRA
has had te examine the historic and prospective
operating and [nancial performance of the recipient,
The FRA must also determine that the Federal
assistance will gencrate rail transportation benefits,

Two other staiutory limitations on the prefer-
ence share program have been controversial: (1) the
required finding that alternative sources of funding
are not availeble; and (2) the requirement that, in
event of liguidation, repayment of trustee cerlificates
under the preference share program is secured by the
net figuidation value of a bankrupt railroad’s estate,

These limitutions have stowed the implementa-
tion of the preference share program by creating o



TABLE 7-1. TITLE V APPLICATIONS RECEIVED AND AGREEMENTS EXECUTED,
SEPTEMBER 30, 1978

Soction 505
Catogory prefaronce shajos®

Application  Agreement

Section 511
oblipation guarantoes
Applicatian  Agraamuent

{million S}

Appligant:
Chicaga, Milwaukee, St,

Paul and Pacific b 33,8 GCSJ.B d 21.4 7.4
Chicago & North Western 147,65 1475 656,7 17.6
Columbus and Groenwilla PR 4.1
Chicapo, Rock lsland and

Pacific %166.0 bgg.2 235
linis Cantrat Gulf 164.7 %079
Bostan and Maine 258 26.0
Pearia and Pekin Union 3.8
Missouri-Kansas-Texas 16.6 6.5
Dolavwaro and Hudson 8.0 8.0
Utah Railway 5.0

Tosl 5506 16,3 6B9.B 97.0

Type of projact:
Facilities 5486,6 3183 564.0 19.8
Equipment 4.0 0 125.8 77.2
Total 550,56 3183 689.8 87.0

SFar Lankrupts, trustoe cert(dicatas canvartible vo prefaranca sharus,
Prwa applicatlons,

STwo aproomants,

AThree aplications.

SOURCE: Faderal Railrand Adminlittation, Oiice ot Fedwral Asslstancn,

conflict with other legislative objectives. Congress
did not intend that the section 505 program be used
in place of ather availnble funds (creating a needless
subsidy) but that funds be made available for
railroad rehabilitation purposes. Applicants must
show that a project to be funded under section 505
could not be financed from olher sources such as
new equity, working capital, or borrowing (including
borrowing under the section 511 loan guarantee
program), The *no alternative funds” finding ex-
cludes the stronger roads, even though a project ma
lave major public benefits, such as acquisition of all
or part of the services of a marginal railroad, or
development of new capacity to transport coal and
ihus facilitate national eaergy policy,

With regard to bankrupt railroad companies, the
Government must find security for the Federn)
investment in the liquidation value of n railroad
company’s tssels, Such a finding may not be difficult
for small amounts of assistance and il the bankrupt
railroad company has uchieved some degree of
carnings stability, It is a major problem, however,
when large rehabilitation projects are involved or
when the bankrupt company is experiencing heavy
and continuing losses. Unless the finding can be
made that & bunkrupt's assets (after any prospective
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erosion from operating losses) are adequuke (o
protect the public investment, section 505 assistance
cannot be made available. Thus o bankrupt company
showing heavy, continuing losses and almost no
chance of changing its pattern of operations cennot
use preference share financing,

Title V has provided n minimal leve! of
assistance to marginal railroads to reduce deferred
track nuaintenance and increase repair of locomo-
tives and freight cars. The program his heen
restricted in practice by the limited number of
railroads that can participate because of the statutory
limitations and the inability of applicants (especially
hankrupts) 1o establish adequate security, The DOT
believes that a new program of Federal financial
assistance should nat include all the charncteristics of
the present title V. program. Principal changes
recommended are as lollows,

@ The requirement that railroad compuanies certify
they cannot find other sourees of financing should be
eliminated, to make more railroads eligible for low-
cost preference shares. Such a change should be
coupled with a requirement that the funds be used on
public-benefit projecis, such as coerdination projects



and rehabilitation of rail lines, or only in conjunction
with planning under title IV of the 4R Act.

® The prierity for Government-held trustee certifi-
cates sgould be established by legislation; at
minimum these should be senior 1o all unsecured
debt. This would reduce the delays and uncertainties
that have occurred in negotinting security posilions.
The Emergency Rail Services Act of 1970 specilics a
level of priority, a feature that has proven helpful in
negotinting ngreements,

@ The differentiation between deferred maintenunce
and nandeferred maintenance projects as a basis for
determination of interest rates should be eliminated.
Present regulations allow a lower interest rate only
for deferred maintenance projects and require rates
at the Government’s cost of money for other
projects. Deferred maintenance is a difficult concept
to define and quamtily. The umount of low-interest
financing for a project should be determined instead
on the basis of the public benefit component of the
project, the extent 1o which it fosters restructuring,
and the financial health of the borrower. To
eliminate the present limtitation on the extent of low.
interest financing would permit track in such projects
to be upgraded to a higher class, where the
delerioration rate would be reduced.

¢ in finencing a public interest project i, one in
which the public Eeneﬁts exceed the railroad bene-
fits) the affected facility might be isolated from the
general liens and indentures that encumber i,
through establishment of a separate corporation or
public acquisition. In this manner, the property and
rehabilitation project could provide its own securily.

ALTERNATIVE FORMS OF
FINANCIAL ASSISTANCE

The DOT believes future programs of Federal
assistance to the railroad industry should include a
combination of varicus forms of assistance. The
following presentation of alternatives is arranged in
an order that leads from those forms of assistance
with the lenst Government exposure to those with the
most,

LOAN GUARANTEES

The loan guarantee is # common means of
providing public assistance and enables borrowers to
obtajn loan funds through a pledge of Federa!l credit,
without necessuri‘lf« requiring the Government to
advance the funds. Loan guarantees permit the
involvement of the commercial-lending markel,
although the Federal Finzncing Bank of the Depart-
ment of the Treasury may frequently be the lending
agent, With a loan guaraniee, the borrower should be
able to obtain more liberal terms and conditions
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from lending institulions, since those institutions are
fully protected. Government agencies may require
additional terms and conditions consistent with the
level of risk borne by the Government,

Federal budgeting practice for loan guarantees,
unlike direct loans, traditionally does not count
guarantees as budpet “obligations.” Recent changes
tn Government-hudgeting practices, however, bring
guarantees under preater control, Even with thesc
changes, Government guarantees could still properly
remain as part of a packoge of financing mechan-
isms, in order lo continue to involve private lenders
in cooperation with Government in risk taking, If
used, loan guarantees should apply ta the same
purposes and be subject to l{:e same  security
standards as direct lonns, Thelr major usefulness
would be for equipment purchases for railroad
companies unable to enter the private equipment
market and track work projects in the stronger parts
of the industry,

DIRECT, FULL-COST LOANS

Direct Government loans are alse a flexible
form of financial assistance and are more appropri-
ate than grants 1o private enterprise, The Govern-
menl, as lender, charges interest rates based on its
own cost of borrowing, may require collateral, and
expeets 4 worthy purpose to be accomplished. The
repayment feature of such loans means that the
competitive advantage that this !yEe of Federal
assistance provides o recipient over other railroads or
competing modes is significantly less than with
grants. i

The value of a direct loan program is that the
Government may lend funds wilﬁoul charging o risk
premium for high-risk projects that are in the public
interest and can lend farger amounts to an individun!
raitrond than could a cemmercial bank or institution-
al lender. As long as the Government charges rates
based on its own cost of borrowing, the borrower
could bepefit from interest charges sliphtly below
commercial rates, even though no form of direct
interest subsidy is involved.

Direct louns could be a good form of assistance
to the stronger parts of the railread industry and
could employ conventional, but liberal, banking
practice with regard to security, There should be no
provision for forgiveness of principal; rather, the
Governmen! should be treated the sume as secured
private creditors, including a secured position in the
event of later bankruptey.

LOW-INTEREST LOANS AND
INTEREST SUBSIDIES

For the firm lacking sufficient earning power to
support full-cost interest on debt, low-interest loans



and interest subsidies are useful. The difference
between market interest rates and the interest
aciually charged represents a public subsidy to the
horrower.

Low-interest louns have the advantage of per-
milting aid to marginal companies while preserving
the traditional refationship between Government and
private firms, This device also permits the Govern-
ment to make & creditor's claim, based on the
negotiated security position, in the event of liquida-
lion. Another use would be to provide capital as an
incentive to healthier railronds to participate in
restructuring activities when the return on invest-
ment is too speculative (for example, with respect to
an acquisition). The low-interest rate provides a
benefit 1o the acquiring road, and the debt charxcter
allows the Government to obtain & security interest
in the acquired property.

Interest subsidies have the advantage that the
private financial community remains involved and
that the Government does not have to raise the
apital for the leans, Although this allows the
Government 1o leverage its investment lor the
maximum impact, the Government could lose its
ability to make a creditor’s ¢laim,

REDEEMABLE PREFERENCE SHARES

An earlier section of this chapter described the
section 505 preference share program and experience
to date, The preference share is an equily-type
instrument with certain debt characleristies. It is o
program of particular importance for those railroads
that cannot achieve traditional equity financing and
are at, or near, their debt service fimit, The
preference share may have a variety of terms and
conditions and may be purchased at rates that will

rovide a subsidy for the company in the form of
ower payments for cquity, Present DOT policy
places a priority on the use of preference shares for
rail consolidation and coordination projects in order
te produce a more efficient railroad structure,

GRANTS

Direct Federnl grants are not normally used to

aid private firms, Usually, grants are given when the
ublic interest is large, and repayment is either

irrelevant or impossible. Most assistance to States
takes the form of grants. In rail-related areas, grants
are used to construct anl operate publicly owned
mass transit and rail commuter systems; purchase
equipment for, and subsidize deficits of, Amtrak;
continue local service on branchlines approved for
abandonment by the ICC; and, in the period just
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prior o the cstablishment of Conrail, continue
aperation of bankrupt rail service in the Northeast,
The DOT view is that grants should only be used
where the public interest is great in improving the
productivity of the industry and where such fransi-
tionul assistance is necessary to achieve restructuring
goals, Such circumstances should be decided princi-
pally as a discretionary aspect of the Secretary’s
authority under section 401 of the 4R Act,

PUBLIC OWNERSHIP OF RIGHT-OF-WAY

Public ownership may provide a financing
vehicle for preservation of service, A public body
could purchase a rail line or an entire railroad system
and permit operations aver that line or lines by one
or more contract carriers. 1 only part of the cost
were assessed for use of the facilities, there would be,
of course, o governmental operaling subsidy, If
public ownership were 10 be used for restructuring
purposes, as ouflined in chapter 4, operations aver
that system should he conditioned on payment of
appropriate user charges and limited to continuation
of rail services of overriding public interest when
private railroids cannot bear the necessary costs of
rehabilitation,

A PROPOSED POLICY OF
FEDERAL FINANCIAL ASSISTANCE

The analysis of railroad capitnl needs, as set
forth in chapter 3, shows n substantial shortfall
between the amount of capital the ruilroad industry

will require in the coming decade and amount of

investment [unds it will be able to generate internally
or raise in the nongovernmental cupital markets,
Prudent managenient, better productivity, regulatory
change, and greater equity among the modes must be
forthcoming. The long history of circumstances
adverse to railroads cannot be surmounted unless
actions in these ureas are undertiken Tlick[y.
Federal assistance will contribute by facilitating
these changes.

The DOT does not helieve that Federal financial
assistance will eliminate the need for abrndonment
and restructuring, nor shosild it be used to “bail out”
inefficient firms in fOnagcinl distress; instead, it
should be used to encourage restrucluring activities
int the railroad incustry.

The DOT recommends o program of Federal
finaneial assistance tht falls” well between the
extremes of doing nothing and attempting to pre-
serve all existing rail service, To uid restructuring of
the industry, the program would provide capital for
such projects as major rehabilitation and renewal of
track, bridges, wnnels, yards, shops, signaling and



telecommunications facilities, management informa-
tian systems, and projects for repair and acquisition
of locomotives, cars, and muintenance equipment,
Electrification amd other new construction projects,
as well as inter- and intracorporile restructuring and
reorganizalion, would also Ee appropriate uses for
assistance,

The DOT recommends the following purposes
for use of Federal assistance,

& Supporting consolidation of facilities and trafTic
coordinations that reduce or eliminate uneconomic
plant, including labor protection aid to assist specific
portions of the restructuring process

& Trapsferring services of railroad companies that
cannol be reorganized promptly on an income-
producing basis to solvent companies; the remaining
lines either 10 be abandoned or continued in service
by State or local authority

& Stabilizing, while restructuring takes place, the
operations of marginal and bankrupt railroads that
2an meet income-based reorganization standards

The analysis of the industry’s capital needs
indicates an industrywide requirement that varies, in
depree, by railrond and by region of the couniry,
Thus, the Federal financial assistance program must
be structured to deal with each aspect of the
problem, and no railread should be eliminated from
eligibility, automatically. The financial assistinee
must bave varinble terns and conditions that can
reflect both the needs of the public and the
difTerences in railroads’ abilities to repay.

The program should place direct responsibility
on DOT to prowet the tnxpayers in the administra-
tion of the program. The DOT expects that all
projects proposed for financing meet technical,
economic, and financial eriteria, The DOT should be
permitted to negotiate terms and conditions for the
financing agreements that are appropriate for the
specific projeet and railroad, while insuring that the
funds are wsed only for the purpose for which the
assistanee is given, Any convenants, though, should
he realistic, reasonable, and simple, Care must be
taken to avoid convenants that impose excessive
burdens on management.

The DOT believes that Federal linancial ussis-
tance should be repaid. Repayment maintains a
parity with, and avoids the most serious objections
from, competing carriers ot industries, [f grants are
provided 1o improve the industry’s productivity, the
Secretary should have discretionary powers to decide
the uses of such funds within well-defined limits,

Between discretionary grant funding for purely
publie purposes, on the one hand, and loan guaran-
tees at near commercial rates for projects fully within
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the discretion of the borrower, on the other, there is i1
middle ground. Creative new forms of Federal
tinancial assistunce must be developed to address
this area of hoth public and rail benefits. Such
assistance could properly include an clement of
subsidy throwgh low-interest charges and long grace
periods. The subsidy element might be varinble to
reflect the relative financial condition of the railrond
and the public’s direct interest in the project for
which assistance is provided, Lenient securily terms,
might also he negotinted. In view of the subsidy
element, however, the Secretary should be enabled 1o
negotinte  copvenants 1o facilitate change in the
industry as a condition of providing subsidized
assistance, As in example, the Seeretary must be able
to condition the delivery of subsidized assistance
u]'mn the consummation ol o specilic restruciuring
plan developed pursuant to section 401, s described
mchapter 4,

To meet these varied goals, the DOT proposes o
program that uses three different (inanciul instru-
ments: loan  guarintees, repayable credits, and
grants,

o Loan guarantees would be the normal mechanism
through which most financial assistance would be
provided 1o railroads, This would be accomplished
through & continuation of the present section 311
program. Inlerest rates would reflect the most
favorable commercinl rate or the rate availahle
through the Federal Financing Bank, as situations
warrint, Given the difficulties in gaining full protec-
tion for the public investment, because of the
railrond industry’s mortgages and carnings level,
some risk taking with respect 1o security (a5 in the
current seetion 5! program) will be necessary lo
make the assistance fully accessible to the milroads.
The Congress and the public should recognize that
this risk taking is beyond that of the conventional
lender, IF it were not, no Federal program would be
necessary,

8 Repayable credits would be the mechanism for
providing finaneial assislance to bankrupt railronds
and 1o marginal railroads facing major difficulties in
raising capitil, Depending upen the financial struc-
ture of an applicant railroad, the repayable credit
could be structured as either a debt or an equit

instrument, The repayable eredits could have vari-
able interest entes and grace periods and could also
be structured lo include interest subsidies. The
credits could also be used to finance substantial
public interest projects of stranger railroads,

& Grants may be used to encourage improvements in
the industry’s produetivity; they may be made, at the
Secretury's discretion, to railroads, public authoritics,
or 1o new entities established to carry out a specific
project,
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AMOUNT OF FEDERAL ASSISTANCE

The DOT cannot at this time make a precise
estimate of the amount of Federal funding required
over the next decade, but we believe the amount wil}
be substantial, The DOT will conduct extensive
public meetings on this report, in the course of
formulating a final report for submission to Congress
in February 1979. The final report will contain a
more definitive recommendation as to the specifie
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amount of Federal assistance. The DOT final
recommendations on forms as well ‘as amounts of
assistance will consider the extent of rail service
genuinely needed, the willingness and ability of the
rail industry and public agencies to make needed
changes, and the proper relationship between Gaov-
ernment and the private railraad industry, The DOT
will carefully consider the public’s response to this
report in preparing recommendations for legislative
or administrative actions,

A M b s g



APPENDIX A.
ANALYTICAL METHODS

Under section 504(z) of the Railroad Revitaliza-
tion and Regulatory Reform (4R) Act, the Depari-
ment of Transportation (DOT) requested two sets of
forecasts from each Class 1 railroad (excluding the
Consolidated Rail Corporation (Conrail)).

504(n) SUBMISSIONS;
SCENARIOS A AND B

The lirst set ol forecasts (scenario A) was to be
based on the current and projected financinl capabil-
ities of the railronds, including the raising of funds
threugh normal commercial channels but excluding
any Federal funding. See table A-1. The second sel
(scenario BY was to be hased on the assumption that
any capital shortfull encountered by the railroads
could be funded by some interest-free source. The
initial expectation was that the dilference in the
sources and uses of funds statements between
scenarios A and B would define the size of the capital
shortfall.

The submissions from individual railroads were
reviewed, and a computerized datn base was pre-
pared, It represented virtually all rail industry freight
revenues, less Conrail, This information was aggre-
gated and totaled into the three districts.

Unfortunately, the scenario B results were
highly misleading! Several railroads failed to submit
uny scenario B data, thus creating an anomalous
situation in which scenario I's unconstrained appli-
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calions of funds were 33 billion below seenario A. In
addition, in some individual submissions, the logic
underlying dramatic increases in capital spending
wis neither evident nor justified.! Some railroad
managements, for example, included electrification
of some lines withoul indieating the benefits of such
large investments. On the basis of current perfor-
munce, other railroads would seem lo be logical
candidates for interest-free external funding, bwt
their managements stated that they were not fucing o
capital shortfall,

Aggregation of the scemario A submissions
showed thal projections of the railread industry's
sources and uses of funds (excluding Conrail and
Amirak} would essentinlly bulance, Total sources of
funds for the 1976-85 period were estimated to be
341.8 billion, and tolal uses were projected 1o be
$41.2 billion. After reviewing and comparing the
results of scenario A to other analyses, the Federal
Railroad Administration (FRA)Y concluded that the

rojected sources and wses of funds derived from the

industry submissions (table A-1) were unrealistic,
Flaws ‘in the initial instructions as well as the
following ressons were responsible for the lack of
verity,

® The economic scenario (hat the railroad compa-
rtics were told to follow was highly optimistic and out

'The seetarin # soutces and wies (oided $13.5 bilion and $38.2 hillion,
respectively, leaving a shonfall of $4.7 nfiiap.



TABLE A-1, PROJECTED SOURCES AND USE OF FUNDS, SCENARIO A
{Millian current %)

East Sauth West United States
Categary s % 5 % § % 3 %
Sources:
Funds fram apera-
sians 4,832 50.9 4,824 50.9 13,303 50.2 22,968 654.9
Equipmant financing 3819 40.3 3,693 369 7.603 328 15,M5 359
Sale of dobt ar squity 403 4.3 488 5.1 763 3.4 1,668 3.9
Salo of praperty 316 33 431 51 661 2.9 1.454 3.6
Other 117 ¢ 1.2 {3} .0 624 2.7 738 1.8
Total 0,487 100.0 5,483 100.0 22,854 1000 41,823 00,0
Applications:
Investrment in
focilities 1,660 1.6 2,249 246 6,668 306 10,826 8.2
Investment in
equipment 5,032 53.0 4,279 46.5 10,615 411 19,926 483
Repsymant ol tunded
ar other dabe 586 6.2 329 A6 732 3.2 1,647 4,0
Ropoymant of equip-
maont ohligations 1475 20,8 2,253 24.4 3,824 17.2 8,102 19.7
Other 227 2.4 63 1.0 425 2.0 743 1.8
Total 9,489 100.0 9,193 100.0 22,661 100.0 41,244 100.0
Change in warking
capita) [sourcos |ess
opplications) 2 290 793 579

NOTE: Paranthews denots nagailve numbe,
SOURGE: Aaiiresd campanivs 504 Submissions,

of line with the current consensus on future econom-
ic expectations.

e The projected additions 10 the equipment feet,
when aggregated, were significantly less than would
be expected given the high-growth rates used in the
survey,

# No program to rectify the deferred maintenunce
problem was incorporated in the scenario A forecast.
¢ Expectutions of annual cash flows from operations
were significantly higher than have been realized in
the past.

SCENARIO A RESERVATIONS

This section will discuss the economic scenario
provided to the railroads for their section 504(a)
submissions, investment in equipment, deferred
maintenance, and cash Nlow from operalions.

Economic Scenario

The railroads were provided with an economic
forecast that called for the gross national product
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(GNP) to grow stendily at an average annual rate of
4.9 percent and for annual inMation to remain
constant at 5 percent.2 The GNP growth projected
for the first=haif of the forecast period (1976-80) was
even higher, since it avernged 5.5 percent per yenr.

The economic scenario provided to the railroads
was oul of line with other lang-term forecasts of the
U.S. economy because it failed to incorporate
cyciical considerations of the U.S, economy's real
growth, inflation trends, and unemployment levels,
Twao forecasts that do consider cyclical fluctuations
arc; the Interstate Commerce Commission (ICC) Ex
Parte No. 271 forecast based, generally, on an
econamic forecust prepared by Data Resources,
Inci[l] und the FRA financial planning model
{discussed in a later section) which uses the Chase
Ecunomelrics Associates' January 28, 1978, stan-
dard, general economic scenario. The real annual
growth rates in the GNP incorporated in each
forecast are shown in table A-2, In contrast to the
high, steady growth and (he relatively low, constant
inflation levels contained in the general economic
scenario given to the railroads, the ICC (Ex Parte

Figuten for Arn § yewss of this forecast wers providsd by the Council of
Ecanumic Advisars.



TABLE A-2. ANNUAL FORECASTS OF
GNP GROWTH RATES
{Percent of 1972 §)

Yaoar 1cc? Chase FRA Actunl
Economotries survay
1976 8.82 6.1 6.2 6.0
1077 4.4% 4,08 5.7 4.9
1978 -4 3.9 8.9
1979 3.49 4.1 6.5
1080 4.3 A4 6.6
1981 4,89 3.8 . 4.9
1982 3.8 34 3.6
1983 3.66 3.3 3.6
1984 -3.17 3.5 a6
1985 3.45 3.5 3.6
1976-850 2.6 KR'L) 4.8

“E« Parie Mo, 27T,

USeamanril Macrosconamic Forecest, dan. 28, V76

SOURCES: Inleratain Commarce Ci i Eu Parte
No. 371; Chasa Ecapamuirice, Jan, 28, 1978 ant) Ferers
Rallrnasd Adminivieation ditsctiva,

No. 271) projects recessions from 1977 1o 1978 and
1983 1o 1984; Chase lorecasts a slight downturn in
1978 and steady, bul moderate, growth throughom
the decade,

Any forecast applied to the railroad industry
that does nol incorpornte cyclical considerations is
deficient in projecting the financial performance of
railroad companies, beeause the industry's regulatory
and competitive environments make it difficult for
companies 1o quickly or fully recoup cost increases
due to inflation, and because the railroads are
extremely susceptible to short-term volume Ructua-
tions. Railrond munagements cannot ensily adjust
operating and capital fevels 10 ups and downs in the
economy, and they do not benefit a4s much from the
dramatic upward surges as they are penalized by the
drops, A financial forecast for the rail industry based
on 10 years of steady growth, therefore, would be
more [avorable than one based on year-to-year or
cyclical Huctuations,

Investmment i Equipment

Perhaps the most difficult data 1o interpret in
the submissions were the projections of equipment
additions, The rmilroads were asked to report
constant- and inflated-dollar equipment costs, but
not the number of absolute units, The FRA esti-
mates, however, that scenario A projections imply
acquisiton of approximately 374,000 freight cars and
10,837 locomatives during the 1976-85 period. These
totals are extremely low compared to estimates
shown in table A-3, particularly considering that the
totals are hased on a general economic scenario that
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TABLE A-3. FREIGHT CAR REQUIREMENTS,

1976-1986
Annuat GNP Annual traffie  Fraight cors
Analysis prowth rote growth rate required?
1%} ) 1000)
5041a) submission 4.9 4.6 anm
Ex Parie No. 271 2.4 4.1 G81
AAR, Astra I nalb 35 762
Amarican Railway
Car Instivute 3.7 39 511

PExcluding Canrall and Amrrak,

Nat availahle.,

SOURCES: Fadaral Rairond Admdnisitaten ditmciive, 1nlace
Aate Commerca Camimlsuan, Ex Parie No, 2711, Anccialion
at Aromfican Aaiteoads; amit Amerloan Balbway Gae | nwitute,

called for greater annual freight demand than did the
other freight car projections.

This phenomenon might have heen expected,
since the railroad companies generally perceived the
survey as nsking whit they coukl do during the next
10 years, rather than what they should do in view of
the given economic scenario, Railroad companies
may have projected only what they could afford w
spend. Or, they may have understated equipment
purchases because they were counting on supple-
menting their fleets with privately owned cars or cars
owned by other riilroads. Or, they may have
overestimated the utilization of their fleets. Tn any
evenl, aggregating the projections prepared by
individual railroads is not the most reliable method
for estimating the industry’s wial equipment needs
under a given cconomic seenario,

Deferred Malntenanee

The scenario A submissions do not include any
estimates ol the amount of money that should he
spent over the next 10 years o correct for deferred
maintenance, According to a stwly done for FRA,
an additional $1.8 billion (censtant 1975 dollars)
ahove normalized levels would be required during
the 1976-85 period 10 gradually make up mainte-
nance deferred in the past.[2] The FRA estimates
this would be equivalent to 32,3 hillion before taxes
and $1.5 billion after taxes, The unprofitahle ratiroad
companics would experience a4 cash drain equal 1o
these maintenance costs since they are not paying
taxes in the scenario A submissions,

Cush Flow From QOperations

_ The cash flow from operations forecast by the
railroads appears to be higher than  historical
experience would indicate, From 1965 1o 1975, funds




from operations, net of dividends, ranged from
between $748 million to $E1 hillion, Yet, the
riilronds projected that from 1976 to |98 funds
from operations, net of dividends, would average
$2.3 billion per year. Since such [unds are net of
inflated expenses and the adjusted revenues 1o
compensate for such inflatien, the cash flow from
operations would not change dramatically except
when rate increases that improve rates of refurn, or
real growth, oceur, Despite this fuct, the aggregated
railroad projections include a sudden, significant
change in cash flow, withoul explanatory logic.

I the level of cash flow, net of dividends, 1o
gross ton-miles of traflic is held throughout the
forecast period to the level prevailing in 1976, funds
from operations would be about $5.7 billion less than
forecast by the railronds over the 1976-85 period.
Fven altowing for the relatively favorable economic
scenario on which the railroad projections are based,
this review suggests a significant overstatement of
funds fTow,

Adjusting Scenurfo A Results

When seenario A results are adjusted to reflect
the reservations just described, the projections would
show that the rail industry faces a capital shortfall
ranging from between S04 and 3i2.5 hillion, This
projected shortfall consists of the following,

® 52,0 to 32.8 billion in additional funds are needed
to insure that future maintenance-ol-way expendi-
tures are adequate lo rectily the effect of deferred
maintenance in the past,

& $3.7 to $4 billion in additional funds are needed 1o

insure that future equipment expenditures are ade-
quate to handle projected demand,

& $5.7 billion in additional funds are needed to offset
the railroad companies® overly optimistic projections
of funds from aperations.

THE FRA FINANCIAL-PLANNING
MODEL: SCENARIOS 1 AND 2

The decision to develop & model to derive an
independent set of projections of the industry's
capital needs over the next decade stemmed, primari-
Iy, from concern over the inadequacy of the survey
results, The FRA recognized that this could readily
be accomplished because of the extensive computer-
ized forccasting methods and programs afready
developed by the United Siates Railway Association
{USRA) and by the ICC in the Ex Parte No. 271
unalysis,
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MODFEL OoUTPUT

The FRA model Toreeists income statements,
balance sheets, and sources and uses of funds
statements by applying a series ol equations to 4 set
of traffic forecasts for a specific economic scenario.
The econametric cquations itre developed from least
squares regression annlysis of historical 1962-76
data, linear trend and (actor analyses, indusiry
averages or normative values, and actual data for the
future (such as debt requirements), The design of the
medel is such that it can generate pro forma financial
projections for o designated rilroad or group of
railroads when it is provided with the required initial
inputs and functional activily algorithms.

The primary output of the FRA financial-
planning model is the funds Now (sources and uses of
funmds) swtement, The advantage of the funds tlow
statement over other financial statements is that
projecied funds itom both operations and the capital
markets are brought inlo a single focus, that is, the
array of sources and uses of funds are clearly
indieated,

TREATMENT OF SHORTFALL

Since the objective of the 504 analysis is to
determine the approsimate total magnitude of any
shorifall of funds over a §0-year period, the model is
programed to treal any shortfall as a balancing itcm
in the funds flow (orecast, As a resull, the shortfull
identifies the total amount of funds that the rail
industry must obiain 10 achieve the spending levels
needed to arrest deterioration of essential portions of
the rail plant and maintain service levels, Given a
continwttion of current freight revenue rate policies,
operational efficiencies, and financing strategies and
capahilities, the capital shortfall represents an
amount greater than the rail industry can be
reasonably expected lo generate, The 1CC stated the
following in describing the Ex Parle No. 271 model,

[The madel] sceks fo project something
closer to a “whit should bhe™ waorld, ...
[rather than a] “what will be” A “what will
be™ scenario is undesirable because i
would project spending levels constrained
within the limits of the railroads' futwre
earning power, and as a consequence,
would most_ likely undersiate the capital
needs of the indusiry to arrest the deteriora-
tion of the plant.[1]

MODEL STRUCTURE

The model’s funds flow methodological frame-
work is depicted in figure A-1. The mode] follows a
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FIGURE A-1, FUNDS FLOW METHQDOLOGY.

path of separate but interrelated forecast modules
with each module having a speeial functional
relationship to the other modules, The modular
development of the model closely follows the
conceptunl design of the ICC Ex Parte No, 271
forecast tool and the analytical organization and
methods of the USRA Final Systern Plan, The niodel
produces totally simulaled computerized pro forma
financinl statemenlts on a regionnl and industrywide
basis for a 10-year period.

As figure A-1 indicates, the projections are tied
to & general economic scenario, Freight revenues, for
example, reflect estimates of commadity volume
growth that are, in turn, tied to forecasts of GNP,
industrial production growth, and estimates of
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eneral rate increases likely to be granted to offset
increases in expenses due ta inflation,

The expense projections are derived, primarily,
by applying algorithms developed from regression
analyses of historical operating aclivity date, from
trend and factor analysis, or from industry averages
to the rojeclcd traffic levels, Separate Inbor and
materials® costs ussocinted with both the equipment
maintenance (MOE) and transporiation operating
(TGA) expenses are developed from a regression
analysis of historical operating labor costs with
freight, switch, and passenger train-miles, One major
exceplion is the maintenance-of-way (MOW) ac-
count. Projections of this expense are taken from the
analysis of the industry's [0-year normalized mainte-
nance requirements, 2] '



DATA FILE

The hasic historical data file, including catego-
ries ol revenue, expense, flect size and type, operating
statistical factors, and badance sheer data, is devel-
oped from each individual railroad’s annual R-1
reports and supplementul schedules submitted to the
ICC over the 1962-75 period, The traffic and
commadity data ire oblained from the il carriers’
1967-76 Quarterly Commodily Statistics as reported
to the ICC, and FRA's One-Percent Wayhill sumples
from 1972-76. The data are collected and separated
into funetional trailie and operating elements.

The historical traffic data are aggregated into 10
basic commodity groups (farm, coal, ore, food,
forestry, chemicals, metals, nonmetallic ores, truns-
portation  equipment, and ait others), covering
ariginated and received tonnage for each grouping,
Equations of originnted and received tonnage are
made for each commodity grouping by district, using
an econometric analysis that includes variables
expressing expeclitions regarding that commaodity's
growth for the entire United Siastes (Federal Reserve
Board Index), o relative Truck-Rail Price Index, and
i time varinble 1o represent nonquantifiable factors,
Most equations for all groups in the Easiern District
{East, Marginal Easy, and Conrail) include a variable
lied to projections of the East's disposable income 1o
hetter refleet the cconomie realities of slower prowth
for that area,

The historieal operating data are converted into
constant 1975 dollars, using syeeiﬁc labor and
materinl price componenls of the Associntion of
American Railroads’ (AAR) Annual Wage and Price
Index, These constant values were then transformed
into operating activity cost equations by using,
primartly, regression analysis.

The resultant commaodity and operating cost
equations were then tested and culibrated to actual
1976 daty, Using the mode! 1o predict results for 1976
and comparing these resuls to actual 1976 data
assures relinbility of the projections. Adjustments
were made in the equations, where appropriate, 1o
enable the model 10 predict 1976 resubts nccurately.
Adjustments affecting  predictions of subsequent
years were restricted to those needed to make the
individual ane regional foreensts sum to a nationai
forecast, in view of historical trends and general
econamic pallerns,

Prlucip:ti Assumptions

Commadity and traffic projections arce derived
from the following, -

e Chase Econometrics Associates' Standard Macro-
economie Foreeast, January 1978, is used for the
basic projections.

o Annual passenger revenues (constant dollars) and
aperating statistics are maintained a1 1976 levels,

o Annual average length of haul for each specilic
commodity is held at 1976 levels,

¢ Ton per car, by commodily, (s based on fhe
historical average wnnual growth rate from [967-76.
(These range from between 0.5 and 195 percent on
the 1976 hase level))

® Revenues per ton-mile are decrensed from 1976
base levels, consistent with the commaodity elasticity
relationships comained in Ex Parte No, 271,

8 Absorbed switeh and other [reight revenues are
maintined al the prevailing 1973-76 average per-
centage of commaodity revenues

& Diversions 1o trucking are held to historical
experience for those commodities signiticantly sus-
ceptible to truck price competition

Ropdway and equipment capital projections are
derived from the following,

& Annual roadway additions and equipment better-
menls are maintained at the 1973-76 average level of
gross constant dollar expenditures.

& Annual ropdway retirements are maintained at the
1975 activity level for hoth income and balance sheet
aeeounts,

¢ Bad-order ratios by equipment type are main-
tained at the 1975 level,

s Annual industry retirement rates by equipment
type are based on the lowa Survivor Curve.

® [ndustry equipment wtilization. by type, is based
on average 1973-76 levels with annual l-percent
improvements.

L] Frivulc equipment owaership is held at 1975 fevels,
8 Lease versus buy financing levels are based on
1973-76 actual acquisitions.

& Lquipment purchase financing is based on the
1973-76 actual proportional level of conditionad sales
agreements (CSA) and equipment trust financing by
type of equipment purchase. (The model assumes
that equipment trust financing involves o 20-percent
carrier clownpayment and that CSA  financing
involves a 10-percent carrier downpayment and an
0.5-percent interest rate premivm over the eguipment
trust fevel.)

& Lease equipment is not capitalized,

& Depreciable assets and economie life by equip-
ment type are set al maximum historical [CC-
reported fevels,

@ Sulvape value for equipment is computed at 10
percent of the originad purchase value. Roadway
salvirge is based on 3 percent of the original recorded
vialue.

® The proportion of cars and locomotives that are
acquired versus those built are set a1 the 1967-75
average ratio,

& Prices for rebuilding and acquisition, by equip-



ment type, are based on the AAR 1975 unit price
schedule (for constant dollar forecasy).

& Cffective inlerest rates for leases and purchases
(equipment trust and CSA) are set at the 1975
computed levels for the constant dollar forecast;
interest rates for the current dollar forecast are tied
to the general economie Morecust,

» Roadway capilalization and deprecintion  are
caleulnted according te the ICC's retirement, re-
placement, betterment (RRB) method of accounting,

Projections of operaling and other net expenses
are derived from the following.

e Equipment time and mileage rates are set ot the
average 1975-76 levels in terms of 1975 dollars.

e Maintennnce-of-way expenses are calculated ac-
cording to the ICC RRB method of accounting and
include normalized and deferred maintenance, as
determined in a separate study2] This study
concluded that the degree (o which maintenance-ofl-
way cxpenses should be increased 1o overcome
deferred maintenance depended upon the extent to
which the industry should strive to eliminate deferred
maintenance as quickly as possible rather than to
stabilize the annual Jevel of maintenance-of-way
expenses. As a resull, iwo series of deferred mainte-
nance levels were incorporated into the model. The
first series represents annual expense levels ahove
and beyond normalized muaintenance equal to 23
percent of existing deferred muintenanee (scepario
1). The second series represents annual expense
levels ubove and beyond nermalized maintenince
equal 1o 50 percent ol existing deferred maintenance
(scenaria 2),

e Equipment amd locomotive net operaling lenses
are reduced 1715 each year from the 1976 levels,

# State property tax accruals are held a 1976 levels
in terms of 1975 doliars,

o Apnunl deferred and current Federal income tax
accrual levels nre hased on the average 1965-75
ratios of pretax income,

& Sale of mortgage and other debt are based on the
railroad companies’ section 504 submissions under
seenario A,

& Equity-affiliated earnings from companies (other
income) are maintained at 1975 levels,

Assumplions of working capital and other
sources and uses are derived from the following,

o Cash and temporary cash coverage levels are set to
equal at least 15 days of operating expenses, the
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suggested minimum aceording to the [CC, As of the
starl al the foreeast period, any amount shove this
fevel is maintained throughout the projections.

» The model is set to maintain minimum working
capital tevels throughomt the forecnst period, For the
Eastern, Southern, and Western regions, the mini-
mum is equal 1o each region’s 1975 and 1976 average
current ratios, For the Marginal West, the minimum
is & ratie of L3 for the Marginal East, the
minimun is 1.3,

o Annuad dividend payments are assumed to equal
cash dividends paid by the railroad companies in
1976,

& Annual levels of accounts receivable, materials
and supplies, and ather current assets und liabilities
are developed from rigressions of operaling expense
cnlegories,

Freight revenue rate reliel and inflation prajec-
tions are derived from the following.

e Modilication of requested ex parte general rate
increpses are based on the historical  level of
holddowns imposed by the [CC and are equal 1o
88.32 percent.

o Madification of granted general rate increases are
based on regional cconomic and competilive consid-
erations on the part of each group and are equal to
the 1970-76 average yield levels experienced in each
district,

® The clapsed monthly timetable for rate actions
following cost occurrence is as forecast by USRA in
its Final System Plan,

o Unrecovered increnses in freight costs are continu-
ally carried over and included in succeeding yeurs’
general ex parte applications,

e Passenpger annual cost increases and subsequent
balaneing reimbursemients are deducted from the
1otal annual gross cost increises,

& Total annual cost inereases are developed under
the 1CC's RRB rceounting method,

® Specific inflation equittions Tor labor, malerial,
fuel, and similar expense categories are developed
and npplied to the variables of 1he economic
forcensts 1o generate annual inereases in functional
cost eategories,

¢ The projected general freight rate increase requests
are computed o maintain annual pre-inflation
tinancial pertormance in ench district,

Figures A-2 w A-11 are the sources and uses of
funds statements for the East, West, South, Marginal
East and Marginal West regions, und figures A-12 1o
A-21 are the income statemenis for these regions,




EAST

SOURCES AKE USES OF FUNDS

INFLATEL DCLEARS {000)
e . JAN 1978 STANDARD CHASE FACRD ECCNCPIC TCLNARID, CUNRENT RATIO NCRWALIZER,
E %5 + % RATE RELIEF ¥1TH 7A-BS CARNVOYER, 15 t DEFERRED MAINTEMANCE CATCHUP.

. YEARD 1976 1977 1978 1919 1940 1961 1982 1983 1984 19u% Totat,
NET_JNCOME_ . 110673 72142 40536 . 42662  S1MA 77982  BI513 89409 103520 _ 132851 804775
ADRL nrpRzersTIvY 152409  Lasdus 1927w 1B3MJS 19613 214572 230434 245278 260108 275858 2097440
TADOT CUMNGE TN DEFFRRED TAXRS 76979 5TROQ 42782 41941 4447 54752 555827 56420 §0HE9 71854 562914
APD: CHANCE LN _RESEHVES .. 52242 31312 2179 30082 30674 . 34 33779 34338, __ 348536 __ J0AGA 357605
TAODT OTH NS ~30878 ~42103 -44671 ~4T7262 -49956 ~50103 56306 =59723 ~ =63067 -66%93  ~522750
_PUNDS _ERDH_DPERATIONS . . _ . . 352583 206560 242721 351256 _¥M036 326682 348B52  J65600 _ I9T066_, 4353224 3300463 |
gquip MLIG .. 331578 235176  FLIA40_ . 299297 262500 _ 409049 374614 3ISEASI__ATTIT0._ 420224 2300933
EaU1P €A LEASES [ 6 [ 0 0 [ 0 '

ALE 1] HUEBT 36554 102081 11000, _ 3169 _ 50552 . d1el BUBA TR0 2TA6 95611 | 378388
UTil GHLTGATIONS [] o 0 [ o ¢ 0 [ .
_mw._nm_nmr ER& . emee ... 368132 330057 224840 .3J0451 _ 413052 __ 414050 302498 363673404718 515043 . 3730322
_SALYAGE PROGEEDS . .. _ . . laeae u:-m 10719 L0021 _ 9866 . 9882 9692 _ 9631 _ 9673 _ . _9730... 103524, J
I TCHANGE I8 OTH Lun 6314 #5156 AT24 6940 7162 1391 7627 101 812 B30 73051
+ INEAL. SDURCES . 140087 644402 4PE023 . S9B6R0., T04916.. TSEQ04  TAPE63.  T46DEA___S19471 _ 907AT4.. . 7233257 §
LM ESTHENT $ROAD L. AN 44089 . 49720 , . S3112... 5MeY___ 61917 66501 | TRALL __ 76%39 _H19008 . . GO443Y.
THNESTMENT EQULE 420650 J08591 288495 ' 8dBYY w-.m "T523954 423708 4n3950 490490 543048 4374619
_INMESTRENTAOTH . . 0 0 [ N .. @ 0 ., SN DU Y B
TOTAL INVESTMENT 462121 3524B0 134NS T Ad1982 sz:m 515091 550286 5:53&1 TRET0IT T Gi0se 4979078
'ﬁiﬁun—sut“_ur FUADED PEBT oTH  S3i00 78300 45660 61100 72100 60300 64400 K000 35200 29800 5755300
JREFAYMENT OF EQ ORLIG e 140201 147443 157135 165023 _ 170121, 193791, 207162 _ ::4131__114261..__26299:.....u:nlll_ ¥
W’nnmr 0F EUP CAP LEASES 0 0 ] n .0 [ 0 .
_TUTAL REPAYMENT OF [IEOT. e d93I0T 229743 202735 _ 226122250028 294091, . 271403, ._,ZWJJ?__ZHHI_HRMI __nmu
OMER_USER 346 3939, A493. 4544 _AT24_ . 5470 . 4739 5790 % ol
TeatalTuses 6580707 503182 SA19447 672649 770792 GA5452 827507 621890 054323 021701 1506307;
CIANGE I WORKING CAPITAL 95779 47541 T ad3sg Japsa 40did JPE36 371147 J6087 37044 40670 451323 |
|_fUNDING SURPLUS (SUORTFALLY __  =14592 13693 | ~98178. ~107Q6A_=1i4iB¢_=127004 ~117033 =111%03_ _~70600__ ._22002 _ _ =1234340,
: Nl&ugmw_m_mu_pm__..___ us-n . C b 98113, 107068114206 1270684 . §17013. _ulaa_..Jnon,_.a.._‘...knoul

SUUHC. ml Mailioad Administiation mnalysls,
FIGURE A-2. COMPUTER PRINTOUT OF SOURCES AND USES OF FUNDS, EAST,
SCENARIO 1.
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e e e .. —.SDURCES. AND usns_nr FUNDS e [
INCLATED OOLLARS (000) :

VAN L9T8 STANDARD CHASE MACRD_ECONGMIC. scznmw. GURRENT RATIO NORMALIZEDS |

E ¢ 5+ ¥ RATE RELIEF WITH 78-85 CARRYCYER, 25 1 DEFERAED NAIMTENANCE CATCHUP, i

YEARY 1976 177 1eve T E99% T 190 T i9s1 T iee2’ T 1d83 1564 1005 WL

a1y A Rt A ‘ ;
NEL IWgOME . J0IB9T 03934 T090__ 12434 51A09_ 167099 228913 _ J14350__ 420001 _6Q7909__ 2014204,

AREY PERRECIATION . 394563 43005 466579 503117‘..-546226 JB91914 . 6AETLS 019192ﬁ:muu_...wusn_:'msu_ ]

kDD CHANGE IN uzrcnurn TTAXES 56512 49110 23222 2422 360067 71556 92226 113195 14704067 194 '

ADDE_ClIANG 147952 107504 Jusas_ﬂ:u__iaﬁnu_ £1940 . mn __.__mns___'l:mn_ n_ fu- :
ADOL OTH KCT -20050 =220)7 =23360 24715 -26124 =21170 29491 231 4027 -z'mas

u PERATLONS o . 6800714 64A5A2 544066, 574056666598 _ HELTAQ 1004879 1146121,.1:1“95._1&1114: 9103941 _ |
EQUIP PIN QBLIC . _7RO@72. 012365 720703 . _ 7I39¥9_911786.. . 954162, . 907773, _€13726.__BNLD63 1012721 . 0339971

EQUIP CAP LEASES 0 [ [ o 0 0 [ -

SALE OF FQUITY & OTH OERY 110500 __ 77920 . 151130 ___ _GA259. 49829 __ 63699 . . 91009 ._ G420___ 36772 9900 __ . 605310
‘mﬁu QUL TGATIONS 0 0 0 [ 0 .
:6T PROCEEDS ... . ... 071372 899285 871833, 662250 9416151017661 995862, A0146__ BR0635. _1022621 _. 9225409,
SALVAGE PROCEFDS . 26751 21640 20985 ___19536 w:ua_,,,,m:s C 18637 _ 17890 uom__nn:z . 195356,
— CHANGE TH OTil LA 9475 10389 10929 1497 12124 13386 14082 14814 128378
o TOTAL SOURCES oo . 1608073 1570004 1447810 uﬁma _105‘3646__1911259 2025559 1998238. ._Zlislil_Jﬁﬂﬂ‘Iﬂ_..1"651112
IHVESTHENTIROAD .. 164759 _ 206579 244728 339973 166891 105415 AZ4549 455099 _ 400634, 522015 . 3050843
INVESTMENTZEQUIP 573801 1017376 933538 9A1792 1150237 1205454 1155133 1048196 109R464 13794077 19839252
IRVESTMENTSOT . o . . 0, ] 6. .. .0 [] ¢ Q.. . . 0. 0. )

TIOTAL THVESTHERT 1238559 1203955 1278165 1320865 1517128 1600869 1579682 1504055 1507090 1817788 14698194 J

REFLYAERT OF FUNDED DERT OTH ~  ARODG  &3000 8000 25106 TIAIG0T 95200 #1406 00000 73900 41d00” T 619100 P
_REPAYMERT LF_EG_OBLIG 332469 326166 323537 | OS1060 190285 448394 472091 508981 555052 . 613333 4319949,

REFAYHERT OF EQPF CAI’ LEASES ] ] q Qq /] 1] ] o Q

_TOTAL KEDAYMENT. (IE. DERT | 120469 3R9166 358537  3TE161. . AJRSES 543594 554291  SA69B1 626952  &54313 493904%
UTHER usES__ . 7696 ane 16080 10186 . . 14594 12293 12057 13015 13109 13031, 112482
THOTAL WSES 1666724 1701040 1596772 1707215 1954307 2156756 2146030 2104091 2229150 2485932 19749725
TCHANGE 1A WURELNG CARTTAL™ I3666 302285 110567 173149 181157 198171 196960 210635 2ITTEL 264431 1939781
_PUNDING _SURPLUS. {SRORTFALLY -92318 -434320 =767527 =41301& =-475018 -440666 -310321 =-315408 ~201T66 =B34 =-103523
AT LDDITIUKAL FUKDS REO 92318 414320 267527 413016 A75A1A 440668 310211 3164 Q01766 __B31E4 1035138

EOUHCE Fodotal Railrond Administration Amlfu.
‘ FIGURE A-3, COMPUTER PRINTOUT OF SOURCES AND USES OF FUNDS, WEST,
SCENARIO 1,
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scutl
e — e L SDURCES AND USES OF FUNDS
FAFLATEYN DCLLAMS (000)
——— e JAN 1978 STADARD CILASE MACRU ECONOMIC SCENARIO, CURRENT RATIO NORMALIZED,
E ¢ 5 ¢ W RATE RELIEF WITI 70-85 CARRYOVER, 25 T DEFERRED MAINTENANCE CATClIUP.

T Yeam 1976 1977 1978 1975 1980 1981 1962 1903 1964 1985 T0TAL
. YEAR ’
NETINCOPE . ... _ . . .2tTs 47852 6664  =6541 ~1B666  -14737 25300 =17086 —A1881  =30422 -39402
ADOL DEPRECIATION . . . . 141999 157103 172790 189113 200777 229656 249096 269257 288355 009312 2216317
ADDE CHANCE LN DEFERPED TAXES 16755 23189 1185% A02E 4596 5492 2549 =527 -1810 1200 71365
ADDL_CHANGE IN RESERVES.. . _. . _S§7806 26421 3783 15201 . 15881 16893  18Ge6  uwide . 2ubse 22995 230754
ADDY 0Tk NCT -20748  -21910 -2324F =24594 ~25995 ~27614 -2934T ~31079 -39 -J4657  «272029
FUNDS_ERDH.UPERATIONS. . .. 216528 232939  185€25 181284 184593 209670 215066 219661 232411 260429 2147005
BQUIP FIN-OBLIC .. .. _ . . 342626 343879 208981 357012 420640 444732 426259 290154 . 397930  46127L 2044092 §
BQUIF TAP LEASES 0 0 0 0 0 0 0 .o o 0 [
BQUATY L 0TH REDT. .. _17953 95633 30415 3703 92070 42046 42603 39502 . 24416 25272 447048
UTH OBLTGATIONS a 3 H ] 0 0 0 ¢
JUTAL DEDY BROCEERS . . 330479 439512 318996  394BS0 . SI3TL0  ABETTE 469062 429656 _.422354 486541 4291940
N .
SALNAGE PROCEEDS . . . 9781 8539 gd1l 7975 . . 19R5 1999 7976 7630 .. 400 . 7430 01136
_ CHANGE I8 UTH LIAR 6653 1318 1016 B347 7915 9511 10168 10860 311598 12387 93180 |
o 2041 SOURCE e 563640 6BE30F 520648 592456 7M5200 113948 793072 667807  _673771 77408 6613861,
JNYESTMEMTIROAD . 9683 104219 134273 123309 _ 13425 . 143799 154333 165994 _1T76Y9% . 190166 . _ 14033Gi.
INVESTRENT IEQUIT WIS 34T 387917 A5200F  S28944  G59330 539327 490375 509598 508906 4855142
LHIESTH: W 0 0 0 0. . 1 ¢ ] 0 .0 _ .. & . -
TOTAL IKVESTHENT 400083 535693 482190 §75407  £62169 703126 693716 664170 GATIY T 997077 T eqee103
WEEAVMENT OF FUNDED DEBT DTH 13535 G500 17500  1@S00 64800 26300 27400 27400 29400 20508 200400
BECAYMEHT OF EQ OBLIC _ .. ... 146276  154A38 166513 287002 _ 204443 . 219758 234360 25686) . . 276607 . 297655 . 2145424,
REFAYMENT UF €GP CAP LEAGES 0 0 0 0 0 0 0 0 ] a [
‘TATAL_REPAYMERT. 07 _DENT 176176 175338 186011 205537 269241 245050 261760 204461 306087 326155 2435024
OTHER USES . . 2202 2522 2882 2912 021 3511 3671 INs M 2945 EPIYEd
TOTM, USES 666440 113552 671081 783851 934639 951696 950147 952348 997125 11071172 0737054
CHANGE TH WORKING CAPITAL 61602 52825 =220 17133 34655 36538 39314 43140 46337 51254 2551 |
UKD IHG_SURBLYS. .(SHORTPALLY ~164647  -7776% -150014 -20B52F -754092 -274256 =295308 ~-327600 -369690 -383639  «250574%

MEL AGGITIONAL_EUHDS FEQ . 164602 77769 150014  2QAS2E 254092 274266  2953PE  32TEHO  IH9690 383639 2505749

SOUHCE: Fadetsl Railrcad Admininiration anyhysis.

FIGURE A4. COMPUTER PRINTOUT OF SOURCES AND USES OF FUNDS, SOUTH,
SCENARIO 1,
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MEAST
e . SOURCES AND USES OF FUNDS R
INFLATED DCLLARS (000)
. JAN 1978 STANDARD CIIASE WACRG ECONORIC SCENARID, CURRENT WATIO WOWWALEZED, . . . . . .. .
E ¢85 ¢ & RATE RELIEP WITH 78-85 CARRYOVER, 25 t DEPERREC NAINTENANCE CATCHUP. E
T T T yeame 1976 1977 1978 1979 580 1981 1962 1983 1984 1985  TOTAL 'I
WETLANCOME_ .. . =20508 ~-42309 -46727 -53209 ~-S65L7 . -61606 ~-65053 ~-69937 .~T3nAG. . -70003 . -500596
-ADU:_ DEPRECIATION 6098 6091 6180 €243 . 6128 ___ 6433 8544 G667 _ _6036. . ._TOSG . 64413
ADDT CIAKGE TH DEFERRED TAKES 1137 ] 2 o o o 0 0 ? [} -1137
ADD CIMNGE. IN.RESERVES . . .. 1801 . 201l 1840 . 1417 . AB6L.__ 1840 1726 ,..1115.._159:*421:1__,. 18951
ADpi 0TI NET -0 =101 <167 -113 -120 =127 ~135 =143 =151 ~1253 [
EUNDS FROM DPERATIONS...... . =2182L =)3308  -40H15 -45662 -50748 =53660 ~5T708 61639 . -65269 .. .-snn:n .. 409560
BQUIP FEH OELIG . ... e . nn 1402 . 1591.. . 2353 . _ 2514 2360 . 2313, .. .323z_._ 3BA%.._ 26293 [}
EQULF CAP LEASES ] o 0 0 0 [ o 2 0
SALE_CF_TQNITY & OTH BEAT. .. ..... .29700 1000 1000 .. 1000 —...0... 0 & O .. 0 ... .34700.
OTH CHLICATIONS [ ) [ 0 0 ] [ 0 [ 0 ..
JINTAL DERT BROCEEDS____ .._._._ 33074 4131 4482 _..2591 . 2383 ..__2514 2361 . _2373. ...3232____3nAl... . . 60993
SALYAGE PROCEEDS. .. .. _. 1047 . 470 473 . . .885 _._..52T...__ S26 .. . 557 .__SiS____ &30 . =26 __ #4271
- CHANGE IN OTH LIAR M5 2182 2352 2324 2399 2476 2558 2637 2721 2800 24460
o 10741 SOUPCES 14415 -26524  =33€07 . .~402B2 . ~45469 __ ~48844 =52235 56114 ..-5RI9N_ -ALTIN_ ... -400471)
JNYESTHENTTAOAD e ... B9 528) 5791 . 6249 ... 6761 _ 7287 7824 .. 0402 90QK.... 9637 73115 |
INVESTHERT1EQUIR 5104 5038 3 33156 4306 4539 4390 1448 5515 6332 162148
ANVESTMENRIOPH ... 0 0 I R Y B T el 0.0}
TOTAL INVESTMENT 10063 10317 8961 We04 11068 L1626 12214 12a4u 14530 1396¢ 117390
WEPATAENT UF FUNDED DEAT OTH T 1m0 1900 2500 700 180 ased  3sed 6400 3000 2000 26300
REPAYMENT QF.EQ AOLIC.... ... 4512 2929 2783 ..-2086 20112470 ...1943 .. 1700. _unﬁ_._.___mn__....zsﬁu_
REFAYMENT OF EQP CAP LEASES [ ] o 0 [ 0 )
JOTAL HECAYMENT OF_peBT. _ ... 5M2 4829 £283  ._3586 . 357 .. _ 5979 sz umoﬂ __AGRG. ..__.462: .. W80
OtupR wzes . 283 328 w3 __376 391 455 AT .. AB2__ . ADS.__ __%AZ. 1150 K
TOTAL USES 16059 15412 14617 ussa TaIrs T 1@ze0 18332 21429 19691 Zi104 173305 '
CHANGE IN WORKING CAPITAL 18492 753 gas B0 3132 T amds 41m 5005 5661 6914 51954
FUNDING SURPLNS.CSHORTFALLY . .. =20135 =42748  =49110_ =54529._ =64177._=T149 _=75150 -02540__=04)40__ =09732__ . ~5231331 |}
\ET_ADBLTIONAL PUNDS REQ 20135 ATAD 49110 84529 SALYI 91249 98184 0254p (4140 09713 [ETLERY

BWHCEWWAMUI\MWM
FIGURE A5, COMPUTER PRINTOUT OF SOURCES AND USES OF FUNDS,
MARGINAL EAST, SCENARIO 1,
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NBT AODITINHAL FURDS REG
h . v LR v

. SOURCES HJO I.ISRS_ OF. FUNRS |
INFLATED DCLLANS (0G0)

_JAK_1978 STANDARD CITASE WACRD ECONORIC SCEMARID, CURREHT RATIO MORWALIZED, . . _ ... _ .
E + 5 + ¥ HATE RELIEP WITH 7085 CARRYOVER, 25 1 UEFERRED MATNTEAANCE CATCHOP.

! . . —— e e - o — -
YEART ~ 1976 1971 1976 1979 7 1980 1901 1902 1903 1904 1905 T0TAL
HET INXCOME . mTiB35Y  =257792 =363026 -429204. =490910. 537616 ~GGU5IY . ~66G893. _~T7A2494_ _=THLI5IS. _ =5003049.
ABDY DEPPECIATION oo 15521 tEaut 03014 BGE6BA. 9087 95356 99696 103096 __ 10816%.. Jmm ... 335909
ADOt CHANGE IK DEFERRED TARES ~ ~130003 0 0 0 [ 0 [ 0 =130002
ADDY CHAN 54649 53554 _ . 32713, . 24077 21925“__1:1!:1__ . 21992 _j:ﬂn_uu?_._. A7 ud — LT
ADDT 0t %cT 39 5110 4422777 5736 G445 6045 249 8083 43447
pUR .=214347 -120320 -242318 -112794_ -a'mas 414333 -472300 -s:snoq_ -591‘.1‘91_:633333_,.. =3909673
EQUIP_FIN_QRLIC _92015 1341m 95301 . 91722__ 101241 . 98927 92336 79060, _ _D1742_.. 99599, _ 962029
snuw CAP LEASES D [ [ : [
oF _gal | DEQT .,10529 0 L0 ME74 .. 5T¥T_. Mpee ¢ 10000 __ _19240_ . 0. . 130000
u II CIF\I.!GATILIHE 1] 0 ] 0
TOTAL DE . 102547 1343171 95341 93606 . 15A678 126927 532316 09860 _ 91990, . 95899 1083917
SALYAGE PROCEEDS e ... 9B60 0058 1461 6802 . 4554 6246 . &162 5767_ . 5430 5491 . 6d0iz N
‘c‘ul‘*cs {0 u%ﬁhmn 1074 11308 11856 12514 ~11i65 11850 14570 15327 18124 ~ 16963 136465
TOTAL SOURCES e ... =90991 33217 ~127659 ~199872, -19483T7 ~265J11 ~-358427 424051 479173 -515200 =2621219
Tnyps ... 60475 65459 71775 71450 __ 63604 90319 96974 104135 _ 111612 .. 119442 aoLdd4
'iulgsrm.urmaun 12516¢ 177354 133756 masg umg uu:m 1345:; m'mg uaae: unuo 1355:13
HVESTH e ] [} 0 ) . :
TFDTAL  THVESTHERT 185625 242014 204530 07100 275832 zam: 231598 223922 ' 234677 unou 226771
REFRYNERT GF rur.'urn GERT DT T d3ag 3404 9300 227006 19600 23100 9400 9100 7721200 T ‘10300 152600 B
‘nsuva; OF_ER_ORLIG HG397 A3l 71955 74601 67762  &£100% 57645 5209 _. 56472 62309 . 402349 |
REPAYNENT aF sun n.u- LEASES [] 0 0 ¢ 2 o ] o 0 [ v B
TOTAL N P QEBT .. 92691 040 87255 97301 107562  BAYAS 67045 SIS . 77692 14609 | 034909
o1 . 394y 4592 5311 5323 . 5536 6452 6750 6828 G090, 7244 58066
TOTAL USES 287311 332116 297056 109724 JIEN29 324099 305394 291904 19219 319874 3140030 °
{CHANGE [l WORKING CAFLTAL L64166 11801 10513 0634 9154 6689 12308 31912 37319 41255 ETPIEPI -
LFUNDTHE SURPLUS (SHDRTFALLY ~537768 =316700 =435229 =510229 _~543720 =594099 =~676124 ~-T4PD6T -AIDT1 -U96400  -61440i5 .|
1

5377468

SOUNCE: Fedovsl Ratosd Administration analys.

FIGURE A6, COMPUTER PRINTQUT OF SOURCES AND USES OF
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FIGURE A-7,

_ADILt_DERRECIATION —..152409
ADD: CHANGE IN UEPERRED TANES  4SEM
ADY CHANGE I8 RESERWES . __ 53043
ADDT OTH NCE -39870
[,r_unnh_mu RERLYIONS ______. _.119431
i.}:nlue EIN 416 211578
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O DERT . 36554
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15176
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a
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0
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Fii43

EASY
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1978 1979 198@ 19m1
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172795 103835. _198313. 214577
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] B S - N . .
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Q 0 o a
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Tqdise’ 33098 40510 9636
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]

BOB4

]
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0
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i 0
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ST19 .
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37114
=169024%
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JAN. 1976 STAKDARD CLiASE MACRO ECONOHIC. SCENARID, CURRENT RATIO RORMALIZED, . . e
4 5 ¢ W RATE RELIEF WItH 78-B5 CARRYOVER, 50 % DEFERAED WATNTERANCE CATCHUP.

1982

19097 1984 1985 ~  rovAL
48623 . _ 59791 ___06830 . . .459002.
245228 250100 . . 216856 . 2097040
172 W4 K408 420149
14658 ]5!113 JApp2s 381038
=59723 Tle3ns? =66549 «422750
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363673 ~A04TIe. _ S1S0AS .. 3150323.
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COMPUTER PRINTOUT OF SOURCES AND USES OF FUNDS, EAST,

SCENARIO 2.



031

YEam: 1976 1971 1970 1979 1096 1981 1962 1983 1964 1985 TOTAL
NEL_1NCOME . 27908 3938 -B0E91  ~22235  -50672  S6SS6 120193  1BETA3 . 294190 . 481610. .. 937631
ADDI DEPHECIATAON ——. . J9456) 430052 466579 503737 546226 S91914  AI6TLS 679392 721846 769538 5740563
ADD? CHANGE TN OEFERRED TAXES 31005 24399 ~31A9  -361¢ 6521 40393 Sedp0 78759 110518 160413 500649
3 .- .1491as 107935 70770 58604 56906 62184 66562  TO576 . _77AES. 09954 . 812089
Taooa ote mer =20850  =29017 =P33A0  =74715 26134  ~2T97¢  ~20491  -3iYI1 -J2500 .34G2F  ~273365 g
LPUNNS_FROM UPERATICUS . . ..  SB3312  S44307 430217 451774 5)45R 723278 @533T0 964228 1174917 1446687  7123W17,
_kQuip Fin nhLig 7BOET2.  B1236S 720701 771995  0M1T0s 954162 907773  EL3T26 . 51063 1017721 . 053997
TEQUIP CAP LEASES a I 0 ¢ 0 0 o o 0
LIALE QP EAUTTY. S QTN BEAT ... ... 110600 77920 15113c  BB2%9 49820 61609 91089 €420 ... 16772 _. 9900 505510
“UTH GULIGATIUNS 6 0 0 6 0 0 ) o 0 [ ]
~TOTALDEUT PROCEEDS.. . .. . W9R)I2 000265 871033 N2258  GE1615 101761 990861  e20146  BQUEIS 1022621 9223409 §
_HALYAGE. PROGEEDS oo ... 26751 21648 20985 19536 1933@ 18539 16632 17890 . 17810, 17832 199356,
CHANGE TN OTH LIAD 9895 10309 10520 11497 12095 12723 13386 (4082 14014 15504 125396
TOTAL SOUBSES 151181F 1466629 1333464 1345066 1527906 1772797 1964258 1836346 2092236 2502724 17271730
_LHVESTMENTARQAD .. ... 264759 206579 314326 339075  J46A9F 395415 424543 455699 _ 4BBA34 . 522915 . . 305093
TIAVESTHENTIEQUIP 973801 1017376 913928 901792 1150237 1205454 1155113 1048196 109R464 1294872 10439292 J
MESTMENTY 0 9 a o ] ) 0 0 . .. 4. o . A
TIOTAL INVESTHERT 1236559 1363085 B22E155 1370865 1517520 1600869 1579682 1504095 1587090 1017708 14698104 J
| REFAYMENT OF FURDER NERT RYH BA00G 63000 35000 25100 36300 95200 81400 oeog0 73900 41300 619100 N
YMER® OF Fo ONLIG___ . 332469 326166 123537 351061 390205 448394  47IB9L  S0600L . 5SARS2 .. 613113 . 4312449
TNEPAYNENT OF EQP CAP LEASES 0 1 0 ] 0 0 0 (] 0 ] ]
YNENT_OF DERT . 420469 369166 358537 376161 426545 = 541594 554291 506981 _ 620952 654313 __ 4939049,
_QINER USES — . 7696 goy0 10080  101BE 10594 . 12293 126857  1304%._..13109... _13031. . 112402 B
TI0TAL usES 1666724 1701940 1596772 1907215 1954307 2156756 2046830 2104091 2224154 24085932 19749725
"CHAMGE TW WORKING CAPITAL "7 ja3ges 309202 119135 173666 101735 190767 159565 201286 215440 285142 1950603
LPVHUING SURBLUS CSUORTFALLY . =188579 ~S544513 -301943 =535814. -60BL36. =502726 ~-462137 -4T79031 _=115362_=2860349... .-MIB.HL’
44511 Jei543 502926 467111 U

AL TI0N

iministrasion onalysns

SOUACE: Federal Rallraad Ad

A8479

KEST
SOURCES ANL UZES UF FURDS

IWFLATED LELIAPS
- JAN 1970 STAKDARD CUAZE MACRO ECONDMIC SCENARIO, CURRENT RATIO NORMALIZED, ...
E + 5 % RATE RELIEF B1TH T7A~85 CARRYUVED, 50 % DEFERRED MATKTENANCE CATCHUP.

{000}

FIGURE A-8. COMPUTER PRINTQUT OF SQURCES AND USES OF FUNDS, WEST,
SCENARIC 2,



SOUTHI
SOURCES, AKE USES OF FUNDS e e
INFLATED DCLLAPS €000)
: _JAK_ 1978 STANDARD CILASE WACRD ECUNDMIC SCENARIM, CURRENT RATIO NDRMALIZED, . .
£ # S ¢ % RATE HELIEF with 78-B5 CARRYCVEP, 59 U DEFERRED WAINTEWANCE CATCHDP,
" YEAR? 1976 1917 1978 1979 1980 1981 1982 1983 1904 1985 10T4L
HET 1 pEonE 3417 2143 =13642 28676 -42626  ~40579 =53050 =66609  -TIG24. 04609 351537
ADDE NEPRECIATIAN.. 141999 157183 172770 189133 2QATTT 279656 24995 269357 . 288355 09312 2216317
lﬂlpl'i-{:lllucl. 1% DEFERAED TAXES 12205 10605 6742 2638 =1110 «538  =DBO2 ~1128 ~0933  ~6241 12217
ADUY gm;gs IN_PESEPYES . _ 57966 26445 17602 15301 15904 16918 LB092 19223 Jusss_ _A3027 . 231134,
ADE3 OTIf -20748  «21000  -23246  =24594  =25996  =27634 =29347 =31079 819 34657 =312029
__,,u_ua_ruq__ﬁumaunus_-n - 194839 209467 160025 153781 154943 197823 18179 183103 wuaz 226031 | 1035120,
BQUIB PINDRLIG .. ... 312626 141879  2085FL 357017 420840 444732 46359 390154 . 197938 461271 . 2044092
EQUIF CAP LEASES 0 [ 0 o n 9 0 0 0 B
_SALE OF FqU .. . 11883 95533 30415 . 27030 97870 12046 42803 39502 24416, 25272 . 44rodg
DTH DALIGATIONS 0 0 [} [ 0 0 (] o 0
TOTAL DERT. PROGEEDS_ 130479 439513 318996 394950  GI3TI0  AG6TTE 469062 429656 4722354 406543 4291940
SALVACE PROCHEQS . . 9781 4539 84)1 7975 7985 7999 7976 7630 7400, 1430 NISEI
E GHANGE IR DTH LIAW aRS2 THA 7616 0347 H915 9521 10168 10860 11598 12307 93700" §
10741 sIURCES - 541951  S64MD6 495248 564052  €BSS5A  GRRL2Z 668096 631329 . &34T92  TII92 6302976,
ERVESTRENTSROAD 96283 104219 1314273 1233065 133425 143799 154393  165TH4 177699 190166 . 1403361
THVESTRENY1EQUTE 391719 4314794 267917 452098 28044 §59328  £393122 498375 509598 SBEI04 | 4B65TA2
INVESTMENTIOTH ... o 0 0 0 [ 0 0 0 6 0 Q.
TaTil IKVESTHENT 4BADAI  H3NED] 462190 575407 662359  T0I126 6936 664170 687297 71072 6269103
REPAYHERT OF FONNED DEGT aTd 29900 20800 17500 1050¢ £4800 25300 27400 27600 29400 28500 209400
_REFAYMENT OF T4 OB JG_ 146276 154038 1ABS11 107032 204443 219758 224360 256863 276687 297685 2146424
REPAYRLNT OF EGF CAP LEASES ] 9 ] ¢ 0 0 0 [ 0 0 ]
'mn| REPAYMENT_QF_DRBT 176176 175005 1HECIEL 265532 269241 245058 261760 204463 106087  J26155 24245024
USFs 2202 2522 7602 2917 1027 3511 3671 INs 3740 3945 12117 §
utn. USES 666440 713552 ATIOB3  7RIRS] 731639 951696 959147 952340 997135 10172 A737054
"ERARGE T WOFR NG ERFITAL 51082 53848 -92 18672 14655 36518 19314 43140 46337 §1254 1p24%7 |
PUNDING SUPPLUS_(SHARTFALL) ~106371  =102574  -175T43 «234570 ~IE3736 =306112 ~129465 ~J64159 ~406669 =425234 -2016634 |
HET. ADUTTIUNAL FUNDS REQ 186371 102574 175743 234670 283716 306112 _ 220465 _ 364159 404669 425234 2816634

SOUNGE: Fecnl flaroad Admiviaiabion analys,

FIGURE A-D. COMPUTER PRINTOUT OF SCURCES ANDUSES OF FUNDS, SOUTH,
SCENARIO 2.
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R O

R TIPS

MEAST
- SOURCES AND USES OF FUNOE
IYFLATED DCLLARS €000
AN 10TR STANDEED GHASE MACRO ECONGHIC SCENARED, CURRERT RATIO NORWALIZED, . .. . -
£ ¢ 5 ¢ W RATE HELICF RITH 7d-B5 CARRYOVEF, 50 1 DEFERRED MAINTENANCE CATCHUP.

7 -7 1 3 1976 1971 1970 1919 1980 1981 1902 1982 1984 1985 totaL
MELINCORE .. S3ASTL  =aWTEE  <SER21  -5GBGE  =65B06  -TO544  -TEAS1  ~B0245 | 04094 _ -8942S  =-64THOS
Anm_me.al-.cnrmu ..... 6098 6091 6100 6243 f128 6412 6544 6667 826 -mss RS
D CHANGC 14 LETEHRED T—\:.-a =-1137 v ] < 1] Q [} /] a =-1137
gnu; CHANGE 1p RESERVES 1923 3030 1657 1433 1576 1855 1754 17190 . 1548 . 2193... _191s
A0D1 0TH NCT =06 -101 =147 =113 -120 -127 -135 -141 ~151 -160 -1253
FUND3 FEON OQPERATIONS. . .. -21783  ~39761  ~47€92  -53304  «5M021  -625A1  -67202  ~T1831 | =763Q) -ROTI6  =-GAG6O3
FRUIFETR OBLIG. . .. 3374 3131 1407 1591 2353 2514 2361 2313 . 3. aeel . 230
uqulp CAP LEASES 0 0 0 0 ] 0 [ ] ] ] ]
SAL TY A UTSL DEGT . . . 29700 1000 3000 1000 0 ] g ¢ .0 . .4 314790,
0TH unucnmus 0 0 ] 0 0 9 8 o [ [ 9
20Ta1_DERT PEOCEENS —_ LETA T 413 44n32 2691 2353 2514 1361 2313 . dna. 308] 60993,
SALVAGE DROCEEDS . 1047 170 413 46 527 526 557 515 _ 520 .. 526 5627
CIANCE IN OTH LEAD 2115 2152 2252 2324 2399 2476 2554 26377 T 2808 24468
T ¥ E C U454 «32971  <406B4  =4T923  =53742  =57060 61819 =66497 =682 =73521  ~49551%
_INVESTMENTZROAD . ... . . {079 . 5281 5741 §249 761 4287 824 8402 . 9005.. . 9637. . TiM4.
INVESTHMENTEEQUIP 5114 5036 170 13s¢€ 4306 4519 4330 4448 5515 6332 46274
INVESTMENTSOTH. — ¢ 2 o 0 0 0 0 0 ] 0 . 0.
TATAL IKVESTMENT 10063 rpa17 1541 2604 11068 11826 12714 12848 14520 15969 117380
REPAYNENT OF FURDED DEOT OTH 1200 1900 7500 700 T00 3500 1500 5400 TA0e0 T Tam00’ © F6200°
_REPAYHERT OF [Q ODLIG____ . . 4512 2979 2743 2886 017, 2479 1942 1700 . ASG6... . 1923..., 29430,
HEFAYMENT OF £qi CAP LEASES 0 0 0 o 0 ] 0 o 0 0 [
Y0TAL RERAYNERT OF DEBY ... ... . 5712 4829 5203 ases | 2517, 5979 5442 8100 __ . _ A6B6___ 4623 _ 51740

OYERUSES .. . 28 325 a7 376 391 | 458 476 402 . _ 4B5_ . _.S12 _ .. . 4158
TOtAL USES 16089 15472 14617 13566 14976 18260 10133 21429 19691 21104 173208
“CHANGE IN WORKLHG CAPITAL 11492 751 g5 680 1150 4078 4820 sea0 s gesa sgasz,
HDING_SURPLUS (SIRETFALL). _ . -26497 =-49201 ~56186 -62L7¢ -7206R -B0205 =-84771  =-926T6.  -95217 =-101570  =721171!
_HEY ADDITIONAL FUNDS REQ 76097 49201 SH1046 62170 80245 04771 T2076 95217 101578 21171,

SOUACE; Faderal Aallasd Adminisiralion analysis.

FIGURE A-10, COMPUTER PRINTQUT OF SOURCES AND LISES OF FUNDS, MAR-
GINAL EAST, SCENARIO 2.




YEan: 1976

WEL_INCOME ~209520
ADDL_DEDRECIATION . ... .. 75521
‘ADD3 CHANGE [N OEFERRED TAXES -130003
A ER¥ES_ . . 55076
ADD2 OTH BCI 4819
PUNDS_FROM OREHATIONS.. ... . -275008
BOUEP FIN ONLIG.._ e _... 892018
EQUIP CAP LEASES 9
A SQUITY. &_UTH_DEBT . £0529
Offl OALTCATIONS o
INTAL DERL.PROCEERS .. 102547
- SALYAGE MPBOCEEDS. . .. 9uho
a CHANGE IN OTH LIAR 10749
I0TAL. SQURGES o . -151932
INYESTHENTIROAD . _ 60475
THVESTHENTIEQUIP 138150
ANVESTRENTIOTH . .o e 0
TOTAL INVESTMERT 105625
REPAYNENT O FUNDED DEBT UTH 4300
HEPAYMENT OF KU OALIG ARIST
REPAYMENT OF FQP CAP LEACES "]
_XOTAL.REPAYMENT. OF . DEHT. 92697
OMER USES. oo ... 3989
TOTAL USES 282311
TCHANCE TN WORKING CAPITAL 154456
| BUKDIHG_SURPLUS. (SHORTFALL) -508769
_KET_ADOTTIONAL FILDS REQ 594709

SOUNCE: Foderal Aailroad Administation analysis,

FIGURE A-11, COMPUTER PRINTOUT OF SOURCES AND USES

A BTG 2 et i tinnd Pttt i ot s Sirer et e s P meee il g

1977

=J23914
hi:1:10
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52657
5110
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242014
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FUEST
SUBRCES AND USES OF FUNDE
FHFLATED DCLLA®S €000

382719

1978 1979 1900 1781
435498 -507520 -574%04 -628915
83014 6660€ que0y 35254

a a @ o

32334 4127 21914 21516
5422 573¢ 6063 6445
~314724  <300971 -157659 -50%598
95301 91732 101241 98927

0 ] ] Q4

9 1074 §7437 0000

Q L 0 o

95301 93860€  15R67TH 128927
T461 6002 (554 6246
11696 12514 13165 13859
=~200070 -27804E <270262 =356576
T4775 17450 816804 20319
133756  12965C 149070 140343
a 4 4 o
204530 20100 225032 230662
9300 22700 5800 23109
179556 T4601 67162 630805

0 o 2 0

L EH 97301 107562 B690S
53N 5123 £536 €152
297056 309724 31929 J240%9
10513 Bl 4 154 6609
=-507640 =596465 -627345 ~-689]164
£.27245 689364

507640

S96405

MARGINAL WEST, SCENARIO 2,

1982

-598980
99696
¢

=570395
91216

0

Q

4

93238
6162
1457¢
=456427
96974
134624
[
231598

5400
S764%5

4

67045
5750
305394
17270
779091
779094

_...JAN 1978 STANRARD CHASE MACRO ECOKCFMIC SCENARID, CURRENT RATIO RORMALIZED,

B 5 + W RATE RELIEF SITH 7805 CARRYAYER, 50 3 DEFERRED MATNTEWARCE CATCHUP.
1983

1904

1985

=114408
100896
0

~640260
T3060

1

10040

0

09849
57467
15327
-52930%

1041135
119708

0
21917

9100
52053

]
61153

6620
291904

32279
053447

853487

-845361
.108165
0

~T04604
. BIM2.
o

10248

¢

91990
5610
16124
=52100¢

1114612
121066

0
248M

21200
S6472

2
11612

6370
19219

2

-902317
.113043
27149
a0a3
154045

. $559%

~635991

119442
140569

0
260011

19309
62309

a
72609

7254
319874

ki ki) 41655
~948061 -1017521

94B061

OF FUNDS,

1017521

TOTAL

_=5374020.

7000342

925049, |
-130003
305638
63447
-4799007
983829,
120000
1083917, §
60012
136484
~3511494

801444
13565327

. 0.
224671

152640
60230:

834909

30068
L4086 |

348222 ¢
=7006342




Ed51
- [ . REGIOKAL [NCOWE STATEMENT
THFLATED DCLLARS €000)
N JAE 1970 STANDAND CHASE PACKO FCUNOMEC SCENARIN, CURKENT RATIO NORMWALJZED,
B+ 5 4+ d FATE RELTEF w170 Tu=0S CARRYOVER, 25 % DEFERRED MAINTENANCE CATCHUP.
YEAR 1976 1977 1970 1979 1900 1981 1982 1983 K904 1985 TATAL
BEV<FNLIGHT . 2048122 3252980 3452732 1770931 4095787 4458484 4TR01I7 5107090 5464010 5062325 43252597
REV=OTIER FREIGNT 160671  LTa364  1B6L63 200951 218305 23763T 54161 212108 291232 313528 2308901
HEV-PASSENGER 18263 19112 21395 21001 24489 26760 20708 3qR05 33000 315300 261921
TUTAL REVENUE 3127058 3446076 270096 1995004  4II0902 4727609 S063622 6410106 STH0I41l 6231153 45823420
MOw: LADDR 199685 217883 739952  ?ACIA6  2M2B06  J064T6 132374 361523 J92ME6 42S43E 018177
MONS ERINGE BENEFITS. _ .. . 11722 121397 131€1 14064 15037 16051 17001 171911 18771 19644 155774
MONY WATERTALSEOTH 227438 255239 Z6017S 299742 323130 344191  36A522 291416 414799 419252 3355908
Mokg DECRECIATION .. _ ... . 11023 31688 32431 131256 14164 A5160 16246 37427 36709 40095 250199
MOW1 DEFERRED MAINT. 32624 35294 38707 417¢9 15167 48646 £7229 56087 60124 64355 474997
T4 snw . 517467  SRI504 601447 A4920F  TOAAR TSINIE ROAITI  AA4IEd 975409 90732 155082
WOET LAAOR PHT01S  JOAUZN  QINUT6 367794 400402 434615 471265 511834 555117 601654 4274009
ﬂDELEI*UL"L_HLM.r‘ITS____L, 20080 20809 7162 21672 25160 271123 25724 3021¢ 31630 33102 162018
MOLs HATERTALSEN T 710237 A2109 9£313 967¢2 104563 112230 319472 126727 134164 142099 1038342
MOES THJURIF, ——e T2 10119 11699 12288 13659 19200 16976 18934 21068 .. 23450 151915,
MOEY DEPRECTATICN 121387 121720 140364 150579 164149 17941 194147 207801 221400 214%61 1747641
JIDMALMOE. 516526 551495 b01115 651074 708103  J1685R0 30624 895512 963658 1035H45 7522904
TCA: LAhuR TTATAD A9T412 996251 10A3132 1166626 1293550 1402040 1516725 1640535 17774610 12566812
_TGA3 FRINGE_UENEFIT 54483 60840 E5069 69711 75156 80726 65455 BO536.. . 93442, 97001 2240,
TCAT MATERTALSLOTI 190006  268A934  7BE6ST  AG6SAS 212727 DHA148  JBILS2 403231 424021 451249 3401677
1GAL FUEL e 147427 177090 195845 221764 247302 270944 294156 317356 . 342517 DT1025 25062120,
TCAT THJERIES 24153 29546 11596 6187 40401 45240 50504 56107 62240 69203 446976
- Tght LOgs AND TAMAGE . 41419 40431 45406 409001 52574 56747 61021 64740 _6B0TH____ 71526 550059,
= TCAt PENSTONS 31074 36469 40518 44913 50200 55002 60890 65956 71625 76300 535740
- JIDTAL YOA 1275901 1501569 1645345 1811150 1945071 2161158 2335225 2513653 _ 2704457 .2916793. 20060349,
TOTAL OPERATING EXAPENSES 23031889 260576 2850927 N1I440 2103503  JHAT6D 2972222 4273539 4593204 4942441 15738105
_KET WEVEWUEL DRRWATIWNS . _ 823169 A4Q0107 B40363  B3I564 945479 1040626 1091400 1136577, 1195017_ 1208712 1008523%.
PAYROLL TAK —... 200302 228569 249727 271899 208679 128679 353189 3TTIN2... _402446... 428647 143050
PHOPERTY TAR 73637 71127 B1R32 Bo578 91513 97279 103310 109408 118532 1idog2 957614 B
MET FREICIT RFNTS . ____..—_... 118806 162065 L[A7337 199930 211025 222212 130978 217290 . 2!3590 _252860 2060913,
vn:r WON=AE¥ EQPT RENTS 11104 14294 15692 16729 17696 1A6€S 10416 19899 20122 20896 176714 |
T JOINT. FAGILATY_RENTS . TA46 6279 5341 5410 5494 5566 5600 5610 . 5620 . 5663 37040 §
mm. RENTS 139356 162438 208380 222060 236214 246462 156994 262799 269540 2719419 1302872
PERATING INCOME . _. . 407474 352171 300425 303018 At9072 3169206  ITAYOT  JBGAG0 . 407519  45BGA4 661854 . §
OMER INCOMPE . _ . . ... . 49522 54071 60464 46696 73699 61290 BAT69 96847 105757 115592 791510 §
THPESEST TNCONE 208R15 29976 31165 32202 33259 34401 35536 64879 37072 39159 329014
INCONE PROR_ EQUITY. __ _ . . LORSS 53701 56978 60282 61719 67734 71933 16177 D0443 84948 6T
TOTAL ODTHER INCOME 129192 130550 148611 15916} 3T06B7 183426 196138 209703 224072 239699 1799350
| HET_MI3C_DPEORCYIONS, .. ... _ . 19242 201119 21559 22809 24109 25626 2117 200827 30437 azia 252284
THC AVAIL, FOR FIXED CHARGES 517424 470404 427477 439390 465651 526005 547928 569339 601154 6856201 512097
FIXED CHARGES 124199 143075 153991 162281 173763  10B7IT 101220 210595 220371 235450 1013682 §
|___MEY URDIWARY INCOME ... 393225 227328 273486  27TiL7 291408 337277 346700 356744 . 380783 430751 3415209
LHCONE TAAES 61736 51391 43937 43506 45026 52953 54432 56009 . 59743 . . 61620 .. 536300
DMFERRED INC TAXES 160666 83796 70012 70939 74723 056341 28755 591117 97400 11472 ST4I14
|___MET tweOWME 230823 192)42 180535 162662  1T1338 197502 203513 20940% 223510 231M9L 2000778
DINIDKNDA . ... 120600 120000 120000 120000 120000 120000 120008 120000 320000 130000 12
HETALXED NE L THES 0513 g 99 1343 “pas0y  39¥a%c n 184778

SOURCE: Fedaral mih Adminisiration analysls.
FIGURE A-12. COMPUTER PRINTQOUT OF REGIONAL INCOME STATEMENT,
EAST, SCENARIO,
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[ T LAY RN

L L I T

TOTAL 1207317

TOAS L.\unu 1637464
1 NGE_RENE 108530
TCAT MATERIALSEOTH 743999
1G4 FUFL 5435540
YAD lu.mu: 75453
xc HO_DAMAGE 137560
TGRS PE.HSIONS 50838
TOTAL_TGA . . 3267401
“TOTAL GFFRATING EXPENSES 5004403
——NET REVENVE: OPERATIONS______ 1561543
ROLL _TAX 460115
PROFERTY TiX 214061
_NET. e ¥92707
"HETNON-MEV EQHT REWTH 29461
_HELJQLNLNELLLTJ RENTS____ 13160
T0TAL RENYS 336320
0 R .. . 543028
OTIER INCOP e . 1456%%
“INTENEST CNCOWE 32532
JJHCONE FRON FQUASY.... .. ... 16663
“IDTAL TOTHER LHCONE 25;539
... 37599

nc AVAIL, FOR FIKED CHARGES 770299
FIXED CHARGES 271019
HARY INCCOKE . _ 493260

LLHCOME TARES . e = 49326
DEPEREED NG TAKES 107017
e DEZ_LHCONE 336097
OIYLOENDS . 235000
RETAINED NEY L giao

SOURCE: Fadet) Railtnad Adminivration analysls

g YELR 1976
|-REY=PREIGIUT T260974
REV=0TIIER FRELGIT 159015%
AEY-PASSENGER 26017
| T0TAL REVEMUE 7446008
WOM 1 unnn 563354
Wi FRIMGE. 1 & 3: M- V|
WO HATERIALSLH?H 861700
MOut _DERRECIATION. 74028
LI TH nursunan HALAT. 48122
10 1409684
nm’.t LABua 5316240
ROEs __ 95547
HOE$ lu:nm.s&uﬂl 290341
MO IMJURIES 24710
MOES DPPnLcIlnuu 320545

1977
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FIGURE A-13, COMPUTER PRINTOUT OF REGIONAL

WEST, SCENARIO 1,

JAN. 1978 STAKDARD CHASE PACAD ECOKGFIC_SCENAHIO, GURRENT RATIO IERHALIZEDJ_“________,,Aﬂk.___--_m_
E+ 54 W RATE RELIEF WITH 7U~85 CARRYOVER, 25 % DEFERRZD MATNTENANCE CATCHDP.
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SOUTH
.- AEGIONAL INCOME STATEHEWT
THFLATED CCLLARS (000)
JAR 1978 STANDARD CHASE WACRO ECONOFIC SCENARIO, CURRENT RATIO NORMALIZED,
E ¢ 3 + % HATE RELLEF WiTH 78-85 CARRYOVEK, 25 % DEFERRED NAINTENANCE CATCHUP.
YEAR 1976 191 1978 1974 1900 1981 1982 1903 1984 1905 TOTAL
REVFREIGHT . _ . ... 2424200 26HT3IRS  EIMST 076780 3323600 3601877 IAGSL43 4136059 4426919 4772391 51486813
RE¥= ﬂ‘l‘lIER l’ﬁElGIIT 55013 67722 72159 11535 3730 50747 97402 104329 111568 1205264 8a0379
BEV=PASIENGER —_ 6195 6572 7114 1659 6342 aa4d 9464 10133 10811 115363 L6525
TOTAL REVENUE 2495318 2761678 29427130 1161973 JAI4STS 2T01487 1972009 4350420 4549248 49043210 2615317
MUW: LAHOR 1777199 194032 212795 2D16ET 251848 272927 195940  J21940 14976 70065 2607704
MOMt FRINGE BENEFI®TS . _. 10439 11039 11738 12535 13388 14294 16140 15950 16714 17493 138722
KW ¢ mﬂ-.mu.ssut 21290t 28753 250959  26R3IF4 2R92121 309749 329635 350023 370R47 392613 3003046
MOW3 _DEPRECIATION . _ . _ . 2913 26056 28760 JoBg4 31140 15631 agaly 1252 44405 47002 352163
MiW: DEFERRED MAINT. 19064 10622 25611 7439 26387 JR470 ansia 137187 15175 1IRG7 217804
YUTAL WUw e ... 448331 461302 526865 S60042 613971 661021 709609 761940  AL6793 074300 6459256
NOED LABOP 191769 207143 227206 2489344 27115 295237 321304 350099 300909 414700 2901815
HDEI_FHINGE NENERITS. . _ .. . . 13946 13551 14410 15417 1656% 17778 18896 19943 20915 22016 172404 §
MOEYT HMATERIALS&DTH 118016 125608 137950  14A012 160487 1728815 184640 196409 208849 222021 1674806
MOEY IhJURIES .. 13192 8306 9075 16063 . 11222 12539 14043 15714 171538 . 19612 . 123478
MOEt DEPRECIATION 116866 130327 144010 158259 175637 194035 211565  22H0QS 213919 261510 1064154
|_T0TAL_MOE ... 446990 484916  §I2A52 579994 . 63IS03¢ . 6923A4 150448 810249 . 329861 6744384
Tkt LABOR 601220 631994 693297 759150 B3353T7  9li7is 995339 1006154 11540“ 1?91214 991769
TGAt FRINGE REWEPYY 4064 4143 43972 47158 50940 54900 58538 61076._. 65097 . GO710 . 533147
TGA: MATERTALSAQTI 139653 169576 107734 203217 222750 242489 261400 200478 100450 322706 2110746
TGAt FURL__ _164255 192342 211826 240351 268377 296011 313701 52020 J43647 410199 | 051324 §
= ToAL THJURTES 23202 25282 27691 30783 34503 JB6RG 43504 ARTS6 54508 61208 348328
o Eﬁ‘_LLESi_AﬂLEmH__._ ——— 33087 37340 39783 2472 AL6T2 48966 52314 55535 .. 50890, .62472 _ 4769503
GAl PENSIONS 15351 16576 18270 20234 22521 25007 27430 Joco8 12452 36139 2443089 ¢
I0TAL fck 101A303 1115452 1232574 1343660 1478909 1617778 17632233 1914952 2070515 2263704 150168040
TOTAL OPERATING EAPENSES 1910623 2001670 2282691 2491586 2721912 2971183 1222291 3407142 37673497 4070032 29014900
| ___NET REVENUEY OPERATIONS ___ .. S84695 680009 660639 . 6T03F0  6A666] 730305 749718  T6321%.. 701910 _. DA6:06 7131817
PAYROLL TAX 157335 167470 182742 198631, | 218553 241123 260441 280285 300213, I . 2320169
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NBLE_E_UHLRENT B o, 129219 1A7TT0 165790 167932 170000 170545 172146 173332 173692 174698 1555132 i
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ﬂlili! INCONE 101687 109764 118403 1278689  137ADE 149053 160383 472331 185099 §98992 144l00n B
EDUCTIONG 17M6 18117 19434 | | 20562 21734 23162 24535 25903 7430 20994 227425 §
IIIC AYAIL. FOR FIXED CHARGES Q06336 365597 26171 320704 218837 341790 44656 241132 244636 17204 31832670
FIXED CIIARGES 136554 157648 176151 189258 204238 222671 239592 252645 262894 214164 2116014
|____HET DROINADY IWCOME 169702 207949 150019 121447 114394 119919 105064 :ELEN 81742 97659 12366654 [
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FIGURE A-14, COMPUTER PRINTOUT OF REGIONAL INCOME STATEMENT,
SQUTH, SCENARIO 1,
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NFLATED DLLLIRS (0003

"
I

} JAN. 1978 STANDARD CHASE nncnu ECONONIC. SCEHARTD, CURNEKT RATIO MCRWALIZED, . e e
i E+ 5+ W RATE RELIEF WITH 70-85 CARRVOVER, 25 § DEFERRED NAINTENANCE CATCHUF. |
i YEMR 1976 1977 1918 7 1877 T ism4 1984 19a2 ‘1983 T 1904 T T 19nsT "mﬁ:."”

o ___*156960 184461 194991 2067" 224068 343781 261514 “33:6' JDNZQ_._J?GWI . 2300001.

REY=PREIGHT ______ .. .
HEV-OTHER FAELCHT oa: 8276 5517 5913 6408 6958 7479
LY =P GER 1113 19332 . 20074 22454, . 24251 26069 27949 29981 ___ anw - :mn . zssano
TOTAL REVERUE : mazs 200969 221442 T 2051487 T 254728 276309 296942 310140 341746 310507 T 2701014
NOWT LADOR 15031 17276 16947 WEAT  T22424 24301 26358 20066 33T 33T 239310
HAONE 930 [1H] 1045 1115 . _ 1192 1273 1340 1420 . 14m0.. 1S58 1234
NOW: MATER IALSAQTH 18797 20209 22186 11 25592 27420 29191 11006 32861 347199 265189
Mowe | .- 2208 26 _ 054 1440 2537 2644 2161 T - 3039, __ 3103, . . 26324
NOMt GEFERRED NAINT. 4918 5371 £835 6295 6809 7334 7074 8455 4064 9102 21846
OFAL MO 43694 A0RR SRR £4235 SAS54  £3972 67529 72438 77500, .. D297S. . 614404
LABOR 16464 20678 30325 24089 26440 28775 31266 13920 36033 T 40272 200961
MOET_PUINGE DENEFITS . loss 1278 . 1144 1420 .. 1534 1645 1745 834 a1, ... 203% . 15004
KOET MATERIALSAOTI 10132 12478 13558 14363 15651 16843 17957 19037 20192 7 20860 161750
N .. 346 550 . 592 . 645 __127.. 81 911 d004 __ 1129 _ 1218 __ . 00Q2
HAET DEPRECIATEON 3890 3815 1826 3843 3793 3998 1762 971 3008 N 8151
310606 JA699 . ALEA2 | 44319 __ 48141 . 51866 45673 59501 . 63060 ... 69000 . 504676
TAt LAHDR 50250 69240 749 [T EET] AOSTT 96570 105025  113H09 1235 1315638 9317795
. -A220 4299 4501 4735 ... 5138 . . 5520 5062 61%5)., 6446_ . . 6834 . 52704
TGt MATERIALSADTH 20666 21116 23014 24459 26568 20554 30442 32100 34207 36400 277768
AGAt rFU 11367 13848 15109 16995 10006 20621 22415 24270, 26204 . 20%63 . _ 190244,
TGAT IHJURIES 935 1444 1601 114 1966 2199 2464 2141 g2 M4S 21634
= ZGAL LOSS ANE NANAGE 1065 §315 588 5865 . 6296 6703 7113 NS o TEOT_ . H3%3.. . 44674,
=S oAt Nmsmus 751 986 1673 1n 1109 1451 15487 1721 1005 20861 4023
- e, F1263 116292 128655 135300 146739 161826 174900  10B466. 203332 221373 1566906,
TUTAL nn.nmun EXPENSES 165834 201056 217663 2331851 245436 176464 98110 3204p6 344772 1386 2607032
LYERUED OPERATIONS . 11991 7913 179 1244 _. =708 =186  =1168 =2141 -3026 . =210 . 14802
PAYROLL _TAX .. 13678 17683 19013 20430 . 22565 24EA6 26765 20864... 30604 ._..32920 .. 237167
PRUPERTY TAX 1253 4492 1766 5042 5329 5665 6016 8371 &720 1105 55300
NRT FREIGHT RENTS 17902 220R1 2428 706 26758 8ME 307 12565 34543 37079 2106410,
NET WON=REV EQRT RENTS 2003 2459 610 2541 2561 2670 2781 2918 3216 3699 27450
_"L__J.&LI_,._LAcuuLazn‘rs__. . 1066 1062 2051 2040 2070 2084 2100 101 2112 2138 . 20629
TOTAL RENT 21671 26602 216890 292F5 31309 33476 35612 3Ts66 39870 42917 328498
HET npgumug INGOME. ... =27611 =dDB64  =4EQ90  =53460 ~5499L  «64143 ~-59561  =TAD68 =B0229 05712  =604631
n}gﬁumnz e _. . 87127 T454 1314 T0L0 10011 11043 12059 13156 14366 15702 107792
INYEREST :ucun: 337 456 523 561 609 663 116 kil 426 893 6380
IMCOME FROM FQUYYY .. . 106 112 119 12 133 141 150 159 168 177 1392,
’Fm. umap 1NCOKE 170 8022 RE56 974 10754 11647 12925 14605 15362 16713 115542
oG — ...  B32 B79 933 947 1042 1109 1177 1247 1317 1390 16914.
mc um.. YOR FIXED CHARGES. ~21273 =31721  ~40167  ~A4659 =S0200  «~53405 =ST814  «62130 ~66184 «70330  -5000032
FIXED CHARGES 7314 RS04 8561 a510 R237 820t 0039 7847 7562 1674 00594
o MET DROINARY IHCOME .. =78580  =42309  -A4727  ~5)209 =%58517 ~61606 ~65853  =69937 73046 ~70003  -500%595
JNCOME TAXES _ . . 0 0 G | I 0 e~ [ Q. ] o LR
DEFENKED 1MC TAKES o 0 9 0 0 [l 0 [ 0 )
BER IRCC s 28588  ~42309  =48127  ~53208 =58517 51606 =£5853 09937 =73046 ~70003  =5E0395
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FIGURE A-15. COMPUTER PRINTOUT OF REGIONAL INCOME STATEMENT,
MARGINAL EAST, SCENARIO 1.
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MWEST
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IKFLATED DULLA®S (000)
JA¥ 1978 STARUARD CHASE FACRQ ECONDFIC SCENARID, CURRENT RATID NOHMALIZED,
E + 85 ¢ W BATE RELTEF BITH 78~85 CARHYOYEH, 35 % DEFERRED MAINTEMAKCE CATCHUP,

SOURCE: Fodaral flainat Admsianicn Anaiysis

FIGURE A-16, COMPUTER PRINTOUT OF REGIONAL INCOME STATEMENT,

MARGINAL WEST, SCENARIO 1,

YEAR 1976 1977 1974 191 1280 1981 1902 1983 1984 1985 TOYAL
REVEFREIGHT. ... . _ 1976226 2145204 2156822 250637) 26R0737 2675006 3051821 23236839 3447338 3667709 20062905
REV=UTHER FRELGHT 74851 9a793 101906 108275  1SUOW 124235 P3IAI9 139831 14075 159309 1205799
REV=PASSENGER .. _______ . .. B4925 91626 99310 106919 115051 23423 132057 141368 151100 161280 1207062
. TOTAL REVENUE 2140001 433834 1560131 2721568 7911596 3123464 3315716 3SLAOI0 IT4319) 4000299  3D4T5047
NOW§ LABDR 204007 721633  24416f 266063  ZBB9TL  31MIST 339619 69404 401246 434710 3osismn
MOWI_FRINGELENEFITS . _ 11718 12667 13469 14371 15360 le401 17372 18301 19180 20072 159190
MOWS MATERIALSAOTH 244171 262360 IBTBAD 307033 IIITIE 155295  ITOL1A 401806 425399 450385 3444533
MOM3_DEPRECIATION . _.___ 16074 17906 19061 2017 21702 23217 24863 26647 208517 10661 229816
NOW: DEFERRET WAINT. 50169  542B1 59524 64216 69457 74807 280317 66250 52456 98965 730444
N 527199 S69R46 624045  6T2400 727221 782078 Q40284 902100 _ 966860 . 1034793 ToAR024
HOET uunn PEI591 209312 228410 24A967 271481 294682 319251 345915 377680 411530 2897366
MOE: _ERIN REFITS... ... 13403 13269 14041 14985 16074 17196 18195 19150 20115 21172 165605
uur.: uarmul.s&u'ru 70969 77201 84165 90269 97750 104919 111592 118430 125831 134012 101534
_MOE BS____ e 0178 9624 10487 _ 11661 12916 14372 16028 17097 19982 22368 143469
HOE: DEPRECIATION T SE64T 60901 63962 66370 69185 72119 74034 711249 79508 62379 705254
TTAL MDE ——— 339786 70308 401293 432241 467410 503310 539509 579642 62I176 . 671461 1920535
1GA3 LADDR 582045 671971 73113 793409 ES9770 20629 1001102 1081600 1169371 1263961 90834270
T FRINGE_BENERXT . ' 30078 43599 44914 4775¢ 50919 54191 5705 59707 62116 65027 522576
TGAI MATERIALSKOTH 212941 251281 273253 290260 311817 332507 3SOR03  J6BOOA 301916 409040 3100641
TGAs_FUEL -2145864 104407 201063 227009 252240 275411 290860 323613 351255 102491 2642213
TGAL INJURTES 25059 10894 33590 36947 40903 45252 50290 55798 6186 870 449400
IGAt LOSS_AHD DAMAGE 43244 63412 GE620 T0340. _TAT4Z . 19042 B3303 8405 92002.__ 26066 . 757075
TGA: PENSTOHS B93) 10254 11241 123€3 13683 15034 16356 17771 19360 21156 14612
_IONTAL IOA - .. 1056200 12G4A1A 1162463 1478099, 1604052 1730106 1857712 1994777 2143964 2307244 167894900
TUTAL OPERATING EXPENSES 1923188 2194973 2387600 2583140 279B6A3 3016293 3237965 476527 ITI4001 4013490 29366066 8
o HET _REYENUED DRERATTONS __ ____ 216814, 238061 172337 138478 | 112913 107172 27152 41512, . 9192, .. 5399 | _11Q97c0.
PAYROLL, TAX 165090 107672 . 203139 . 219970, . 240050 262666 281317 300086 320509 . 341392, .. 2523841
FROPER?Y TAX 44384 4bAEY 49728 52612 59115 62780 65484 70207 14139 501930
N R e 493937 327140 242908 257901 nwn 190391 205961 120906 336611 355010 . 2006460
BET HON-REV EGU'T RENTS 26052 4423 47400 46667 50874 54547 57699 L0262 62470 54764 005677
.!ﬁLJUIJ!LFAuLHLHﬁNTs___ —-——_ %010 7063 1018 7820 7054 1871 7861 1852 T4 7927 197141
TOTAL REN 7229299 269426 290126 JLI5B8 333223 352000 374521 389042 406955 420501 3306409
"-'l'_._?-_EAlLE_,lm’ NCOME____ =222759 265106 =-373656 -446741 -S15981 -567419 -637066 -~714900. 708559 =-849192 -5107179 B
ONER INCOM e . 60556 R7096 73940 01556 901320 99402 108547 110425 129320 141346 470300 |
THTEREST :m:uue 5710 1412 9146 10193 11033 11921 12814 13735 14719 15783 113723
ANCONE FROM EQUITY. . .. 13608 13937 14575 15420 16299 171326 10400 19486 20577 21729 176535 [
m'm. urueu INCOM. 79275 B9IS2 97911 107170 L1TA52 128649 139761 151645 164615 170058 1254547
L _..8704 9276 9042 10413 .. 11006, 11700 12425 13158 13095 14673 . 115113
NG AVAIL. FOR FIXED CHaRG ~152260 -195130 =-2055A7 =3499B6 -409535 -450470 =510531 =576413 =537039 =6B5007  -4242740
FIXED CIARGES 6T0B4 72662 TH19 79206 B2376 67149 90392 91686 94655 6532 840203
— WET ORDYN, NCOME =219352 ~257792 =363026 ~-429294 =-491910 =~517619 =-600921 ~669099 =732494 -‘nusas =5003049
\SMCOME TAXES @ 0 ] 0 [ . [ 0 0 ] o o_§
EPRANED LAC TARKS 0 0 0 o ¢ 0 ] 0 ] Q ]
l_m_n_:om_.-_-, R =T ~157792  «263026 -429294 =491910  =537619 -600923 -64%499 =T32434 ~TIA32Y  ~EH0DMY |
arvioenos .. _ 0 0 4 ) 0 o 0 ° ' . .. 8
BETAINED AT _TACOE =219352 <57792 363020 429294 <-491910 517419 600921 66439 «7324%4 =T781539  ~A00304%
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YEAR 1976

RE¥-FREIGHT. ... ... .. . . 2948121
REV=OTINER FREICHT 160673
BEV=EASSENGER . ... 1e28)
TUTAL REVENUE 31270%8
HOWZ LABOR 199655
MOW: FRINGE BEREFITS ... . . 111N
MOWt WATERIALSAOTH 237438
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] U111 N ———— L T
MOE: LAbOR 2AT015
MOEx FRINGE BENFFYTS . __ . .. _.. 20080
MOE: MATERIALSEOTH 71922
MOEL INJURLES.. e .. 9121
MOE 3 DEPWFCIITTUH 121249
.. 916526

TCAT LAHDF 774740
GAL.FRINGELUEAEFLT .. .. . 54482
TGA: MATERIALSEQTH 196006
TGAL_FUEL . 147427
TGAT INJURIES 24753
JIGAT_LOSS _AND DAMACE ... _ . 41419
TGAS FLNSlﬂNa 11679
—LOTAL_T — 1276702
TOTAL UPEHATING EXPENSES 2341624
ae—HET_REVENUEL OPERATEONS. 705434
JAYPOLL TAY 2069110
PROPERTY TAX 13037
NRET_FREIGHT .RENIS_._ . . 116005
NET Kuy-REV EGPT RENTS 13164
NET JUINT FACLLITY RERTS . T446
TOTAL HENTS 139156
— BT UBERATING _IRCOPE. . . 6M23
DTEER INCORE _ . . 49522
INTEREST INCOME 0608
JANCOHE_FROM EQUIYY___ .. 50855
TOTAL UTHER lNLﬂFi 129245
JiEI..."!I iC_DELUCTLOND 19242
C AVAIL. FOR thLn CHARGES 477147

FIREN CIHARGES 124199
— -HET OHBENARY INCOHE 352940
JHCOME TAAES .. - 55413
OEFENRED [NC TAXES 70355

—~  NET JKCUPE 2071140
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Rira lzoeou
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FIGURE A-17.
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WEST
REGIONAL IACOFE STATEMENT
INFLATED DLLLARS (D00)

.JAN 1978 STANDARD CHASE WACRD ECONONIL SCENARID, GCURRENT RATIO NORNALIZED,
E + 5 ¢ b HATE RELIEF SITH TO-BS CARHYCLVER, 50 T DEFERRED MANNTENANCE CATCHUF.

YEAR 1976 19717 1978 1979 1980 1981 1902 1983 1904 1985 ToTAL
RE¥=FREXGNT . .. .. 7260974 8214735 B919097 . 9742809 1071&604 116845863 13930144 11061208 15333377 16055427 115205267
REV-UTHER ¥AEIGHT 159015 200028 717626 237725 61534 209040  31S496 41167 4134 411272 2009936
REV-PASSENGER .. 26017 . 26104 FLELL] jzae0 5"5 38107 40049 13305 16905 50176 372782

TOTAL REYENUE 7446006 AAGITA? 9167212 10013424 11015589 12173029 13286484 14451179 15754417 17216876 119087905
MO%: LAHOR 5513154 403874 662270 721676 ‘1MIRL2 249418 921193 1001987 10883153 1179121 1365056
HOMA_FRINGE BENEFLTS ... . . 32490 143154 16533 . 3Ag80 1662 44487 47120 49641 . 2024 54443 431737
MOWE MATERIALSAOTI 661760 711035  76CL47  BJA3TE  B9Y200 963115 1025007 1088458 1153266 1221039 9331346
MOMG _GECRECYATION . . . 74018 70998 B4472. 50472 26397 104087 111763 120034 120935 . 138517 1028272
MOW? CEFERREDR MAINT, 187480 2031280 212913 240467 260113 480149 300784 3230462 346250 370618 2735474

| 3 1509441, 1631546 1786335 1925993 20017684 2241255 2405657 2581107 .27600820.. 2963738 21U971006.
HOED LABDR 536240  S77004 615368 699356  7T4006  RS5AS) 9315304 1022430 1121786 1239487 8396020
WOK$ FUINGE LENFRETS ..o 38ad2 L Jiugy 19865 . 12642 . 46442 50428 44a11 57239, 60533 .. 64657 486116
MOET MATERTALGROTH 290341 207832 319402 366063 422107 439262 472919 505385 £40506 584293 4249879
MOEL INJURLIES 24710 . 40 J71E9. . J0ATS. . 34326 . daT80 41800 |, 49217 .. 55327... 6288) | 39130
MOE? I.IEI‘REC!ATI!]II 320545 351054 182107 413265 449229 487R20 $24962 S59318B 592911 631021 4712290
TOTAL .1207377 1297679  1423630_ .1552501._1707109 1869249 2031079 21946L7..23714062. 2583312 . 10277616,
GA3 LAHIJI! 1637464 2050503 2297316 2521109 2795213 3080930 2405706 V55249 4142248 45P5927 20259676
ICAL FRINCE NENEPYT .. . 108530 131597 141810 152721 16Y719 142621 196654 210020 _ 22]516., 219010 1755320
Ght MATERIALS&DTII 743999 8194256 911468 1014B311 1117064 1220661 1321271 1427058 1531489 1657502 11802547
CAt FUEL_ _543558.. 61A430  GBEVSE.__7AAG6E7..__E92980C. 094423 1099670 .1209572..1332112_ 1476980 9643170,
CAt THJURIES 15453 a7ad3 97453 109499 123964 140441 159444 180589 204298 23236} 14114326
— AGE .. . 107560.. . 135174 128425 ..._111232_. 135440 139044 143090 .4115909__,110695 352443 . 1356701,
=] TGA: PENSIGNS 52071 64AA2 72379 #11 71769 103413 . 114901 60 140959 157818 L0D6412
_TUILL TGA 3263631_.3917995 - 13]16(11....1800211_ 532)850._ 5669515 6440776 . 705 5 A123317_EH0I068 - 57235283
TOTAL OPERATIAG EXPENSES H98545)  6R4T12 B2TAT08 0112744 9980039 10677712 11820900 12061208 14049110 97370753
Ex OPERATIONS 1460552 1516547 1619639__1'13{’115_1992845 2192990 2408776 2622199 _ 2091209 .1267758  21M7IM
EAYAOLL TAK 475642, _562637 617373*578251_~752681 _BAT525 911496 904425 1067666 1156932 6040636
BROPERTY TaX 214061 226049 239038 253748 268212 285109  J0TE6 320651 130 601 3157569 2806611
CUT RENTS 293707 ... 355441 . 394120403992 421122 434509 451045 469814 _49¢561. . 516307 4220690
HET HON-REY EGPT RENTS 29461 J4£52 39645 46255 61933 62420 a6l TURL9 Hﬁﬂ!ﬁ 96148 599032
HEE JOINT FACILITY RENTS . 13160, .. 9714 89923 . 10167 10468 _1477% 11049 . _ 1130411592, 11953 . 110105 |
TOTAL RENTS 336328 J99H06 433691 460414 485523 507714 532955 559936 506999 624404 4929024

3 4523428054 _ 320737342299 3%6426_. 562642 . 661530 . TIAIOL. . A9E956__ 1120769,  §932130
115655, L161385 177647 __196165__ 216162 239009 261005 . 204d44 _ J11049_. 329977 2333840

[ OTHER [NCOHE

INTEREST INCONE 22 36171 9198 41842 409 47994 51285 54723 Sa420 62555 469140

{1754 — 76653-_ . B094S .. 85BBI___ O0664_ 360{3 ..162094 108424 114021 12123%1 . 120041 . 1005018.

TUTAL OTIER INCONE 355029 278502 302927 328911 359815  3B9177 420794 454300 450720 510513 08636
4599 29145 _. 30922 J2716. 34581 .. 18760 3903% ... .41342 _ 43657 46102 . .. 36106d.§

INC A¥AIL. FUR FIXED CHARGES 661951 677411 GOCTA1l 638494  T19460 915059 1043294 1166233 1143019 1612240 9310902
PIXED CllAITCES 377019 327576 ITH666 414827 449580 488103 523245 540761~ 560210 493313 1565387 |
EY ORDipafty IxcOME . 3R4932 349815 226075 _ 223667 . 269000.._ _426A76 .. 520048 . 617472 174802 1019927 . _ 46:2515.§8

AMCOME PAKRS . 3493 34984 ___22608. . 22361 _ 26900 ... ﬁﬂﬁﬂﬂ 52005 . 61741 . 17400.. 101993 .
DEPEERED ENC TANKS [FLET] 73914 e 40524 50584 92632  B12851  13299% 168132 221024
— JZA1T%. . 2IM03R 154409 _ 1S2ITES. 10420 291038 VEMI9) ARITAD Si3iWA. EAALG
3““9 235000 235000 .. 235000,  2)9000 233000 233000 233088 233000 135008
918 wfofing =t 230 %0572 5‘55 12093 184733 211!! 461810 ]
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FIGURE A.18, COMPUTER PRINTOUT OF REGIONAL INCOME STATEMENT,
WEST, SCENARIO 2,




SoUTH
— BECIOMAL IHCQOME STATEMEMT __ _ . .- -
TNFLATED DOLLAFS {000 )
JAL 19T . STAROARD CHASE_NACRO_ECOHOMIC.SCEMARID, CUREENT. RATIO NORMALIZED,
€ # 5+ W RATE RELIEF WITH 78~85 CARRYDVER, 50 % DEFRRRED WAINTENAMNCE CATCHU|

YEAR 1976 T 1977 1974 1979 1900 1961 1982 1983 1984 1985  YOTAL

= 2434200, . 2607305 2061451 _30TATEQ__JA22603__ 3501817 JB65143 4126089 _4426919._ 4772391 .. 35106011

REN=FREICH?
REV-DTHER FRBIGIH 55013 67122 72149 17635 83730 167 97402 104229 111598 120264 800374
BRY-PASSENCE 6105.. . 6572, 1114 483, _. _0B242. Eﬂﬂ 9464 10133 10831 | _ 11563 . 0525
TotaL R!UEHI.IE 2495318 2761473 29427306 3161973 J4L4SY5 370147 3972009 4250420 4549308 4904213 6153717
HOM: LABDR 171799 194037 213795 231882 351848 272927 295990 321948 349700 370065 2607704 B
MONL_FRINGE_BENEFLYS .. 10429- 11039 . 11734, _ 12825_ _ 11386 .. 14294 15140 15450 . . 16T26.._ 17493 138722 §
MMy MATEPIALEEOTH 712900 228751 250959 268384 2B9212 209749 329615 350023 370847  39262) 3003006
HOMS_DEPRECIAMOH . _ 25133 266856 . 2674p. __JOBSA._ . 33340.. . 35631 38331 41252 . 44405 470402 . 3%a383
WUM: DEFERRED MATHT. - 41644 45058 49410 51308 51665 62096 66670 TL59% 76748 82149 606321 §
I X ~ABT91E.. S05T3&.. 551662 _ G962%51 645241 . A94697. 145766 . DOQIGE._BSHA1S_ 910232 .  GTUOOOLQ
MOEL LABCR 191769 107143 227206 240244 }1111§ 295237 321304 350099 180989 414700 9067015
12946 . 13951 14400 19417 16569.. 17770 18896 19943 __ 20939. _ 22016 . 172464

HOE: GE_REHNEFLYS -
NOEZ WATERIALSEOTH 118016 125608 137950 148012 180487  LT2815 184640 106489 20549 222021 1674606
K| {ES 1392 B2BE 907 1] 22.._ 12529 14042 15714 AT838 . .., 19612 . . 125473

2_... . . 5 o.— 10063 . 11222 . .-

OBt PEPRECIATION 116866 130327 144016 158260 175637 1540235 211565  2IBQ05 243943 161510 1064154 B

1 446990, _4BAZLA  SI2AT2__G719994 _6JHR30 692284 750440 B1024%.._ AT206%5_. 9329067 6744594 ¥
TCAt LATOR 601920 631994 693297 759350 833537 911715 995339 10086259 1184004 1294274 89917169
{r! HOE AENE imann— - ACB4 . 41343 43972 . _471s5@... 50940 . $4900 56528 6L876 __6N07T | . 68710 533147
TCAY MATERIALSEOTH 139853 169576 167734 203212  J2X759 247489 361400 200478 00458 321785 23340748 K
Thhs FUEL 164285 193342 211E2e__ 240351 . 268977 . 296011 323701 352020 3!!1641 — 410195 2051324
TGAL INJURJES 23202 25282 27891 3078 34503 8609 42504 48756 aj2ap 300125 §

MAGE o e 32087 37340 9783, .. 42472 456T2 410966 52714 | 55554 _..SHII.90 62472 476550
15511 16152 16465 20440 23758 15260 21724 15319 33192 36611 2440934 §

—-
3 TOAt PEKSTONS
- 0TAL_TCA . 1010262 1115628 1222766 1343764 . 1479146 1518039 1782519 1915263 70054, 2764186 15010599 |
TUTAL, OFERATING EXPENSES 1933367 2106282 230901 2510709 7759417 3045120 3258731 1526780 3009334 41229585 29351279
5T BEVEWUEL OPERATIONS 561951 655396 63649 641265 .. 655188  69¥636T 713376 724140 139971 101263 . GBR4IA
LL_TAX -~ 159952 169238 1G416) . 200719 220031 24620 263125 203267 03251 925050 235328
PROPERTY TAX 60217 £3589 67468 713ml 75450  B0203  e5176 90201 94253 100501 09526
NEL FREICUY RENIS 0129219 157770 LEET90 167932 170008 . 170545 172146 173312 17692 174698 1635132 B
KE NON=REV EQPT RERTS 12180 12662 13551 14410 iSsa4 17014 18512  19A94 21070 2231 167230
HELJQINT EACILITY RENTS_.. .. . 3642 4348 1304 4434 4508 4579 4636 4683 4113 4001 14149
TOTAL RENTS 145049 174R00 183727 186796  190i00 192138 195294 197909 199495 201022 1657111 §
PERATING INCOMR . 197734 247772 198291 _182368 . 168777 100405 169601 152762 141934 153004 1793549
OTHER INGOME ... . 45423 40029  STAG) 61175 67999 74561  A1471  ABO30 . 97003 106024 727830
INTEREST INCOPE 9780 10485 11009 11550 12133 12760 13405 14077 14306 15564 128539
LHCOME F [1hh 4 N 46415 49015 52004 55021 58157  GIA2L 65654 69527 . 7342l 71532 600587
TOTAL GTHER INCOME 101619 109029 11MT4 3277Me  1310E8 14143 60480 172438 1asIL0 133111 146193 B
ST mLEC_DEDRETIONS 17346 LAIL? (15434 20562 25734 23103 24535 25900 27438 20974 231425
THC AVAIL. FOR rmn CITARGES 282007 130284 297330 269592 264932 J0RAAS 305626 299214 209707 323941 3020057 )
FIRED CHARTES 136559 157647 176150 189258 204230 222871 239592 252645 262094  ITAL&A 2116014 §
——hET URULKARY IKCOME . .. . 145453 1B1636 121199 100314  BO694 63515 66034 46569  J6AIR . 49777 912043
IHCOME TAXES . __.._ e 14836 16§27 12360 10232 8231 8525 6735 A150 3184 5077 91020 @
OEPENRED Ing TARES 27200 33965 27860 LHTEG 15080 15620 12348 0708 Gilb4 9300 1705532
NET INCOME _ . . . L. 102437 129343 88158 74324 STIM SM421 46950 33111 26174 3539) 642461 X
DIVIDENDS - 100000  §Qotot 100000 100000 100000 100000 100000 100060 100900 10000 voooso P
RETATHED HET ucuvr_ ‘ 3417 9141 =184 =20678 42625 =40579  ~530%0  —66BMG  oviavs  seacan  ooeiee E

SOURCE Fadom Ra;lnnd Admlmmuhon analysis.

FIGURE A-19. COMPUTER PRINTOUT OF REGIONAL INCOME STATEMENT,
SQUTH, SCENARIO 2,
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FIGURE A-20. COMPUTER PRINTOUT OF REGIONAL INCOME STATEMENT,
MARGINAL EAST, SCENARIO 2.
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nHEST
. -REGIONAL. INCOPE_STATEHENT _. . ey

i - T INFLATED DELLANS (00O} i
: _JAN 1970 STANDARL CHASE HACRD ECOKOMIC SCENARID, CURRENT RATIO NORMALIZED, . _ ... . __ .. _ ...

£ + 5+ M RATE RELIEF WITH 70-B5 CARRYOVER, 50 4 DEFERRED HAINTENANCE CATCHUP.

YEAR | 1976 1977 1978 19713 Igs0’ T 1984 1962 1903 1984’ 1985 0L

_REM=FRE1GNY 1976225 2245214 2358922 .25063?3_.2630717 2s1sm 1051821 2236039 . 3443330._3687709 znnsms
REV-UTHER FREIGHT 78851 96951 101905 108275 4215 131819 139831 148751 159309 1205799
REV-PASSERGER . _D49265 91626 9930 106919 usnsx 1:3423 132057 141368 .. 151103.. 161780 __. 207062
TOTAL REVENUE 2140001 2423034 Z56C137 2721568 2911596 3123464 IFI5TI6 1510038 3743193 4000299 30475047
MOWS LADOR 204007 222633 44161 766063 268974 313159 339619 369404 401246 7 addrMo T Ty0padil
11978 12667 13469 14371 15360, . 16401 17172 18301 | 19160 20072 189470

MOwi FRINGE DENEFYYS . .. . . .

MON 1 )'l'l‘i.ﬂlll..u‘(]ﬂl

MOk: DEPRECIATEQN

MOW: DEFERRED MAINT.
I

262160 2H7PA0  30TAA3  A3LT A8895  ATANIT 4LDISAA 495399 4502R5 1444823
17006 19051 007 ) 02 .. 23217 24063 26647 . 28577 . J0661 .. 229016 |
115776 128957 136946 148144 159556 . 1713080 183962 197201 211081 15579592
631341 691478 749550 . _E05908. BATE26  93U375 299020 . 1071605, 1146909 0415447,
2092312 228438 748987 271441 204682 31925) 346915 397600 411530 209786
13269 14041 14985 . 16078 . 1196 18195 19150 . 20115 21172 . 16640%

“MOE$" LAGOR

_MOEL FRINGE DENEF. .
MOE ¢ amnmssmn 77203 B4365 90299~ 97150 104909 111592  1ie4do 125811 134012 1018349 §
HUEL IHJU 9624 10487 11601 12946 14373 16018 17m97 . 19902 22364 143450
Mok DEFRFCHTIUN 60901 63962  663T0 9185 72139 74824 9 Yesas 82379 705254
I0TAL mOE 270108 401293 432241 467410 563310 539909 579642  62)1%6 G761 4920535
TGAT LABDP 671971  T3ITNI 793409 855170 9IBA29 1001102 1001600 1169371 1263961 930147
ICAL FRINGE DENEF1T 42599 44974 47750 50919 54191 53059 59707 6 6802 522576
Ght MATERLALSAOTH 251201 273253 290260 311617 332507 350003 366003 67936  AGI040  3ih0Gdd
gAi FUE] 184407 201063 227009 252340 275411 290460 323613 351255 202491 . 2842313 )
TCAr LHJURTES 30895 3359Q 36967 40003 45292 50290 55790 63064 60701 449400 3
J‘u LS5 AKDL.OAMACE ... 6412 66630 040 4749 79042 83303 87405 . 92002 96068 757075 K
TGAz PEKSIONS 10505  1151A - 12669 13991 15467 15763 10215 19045 21606 149757 |
um._m e xossqau 1255069 1367740 1478404 16u4389 1730478 16S6178 1995221 2144443 2307714 16793132
TOTAL UPERATING EXPENSES 1300250 2266710 2455611 2656195 777708 3101411 3329762 3574682 1839730 4126144 30187247
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FIGURE A-21. COMPUTER PRINTOUT OF REGIONAL INCOME STATEMENT,

MARGINAL WEST, SCENARIQ 2,
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APPENDIX B.
HIGH-SPEED INVESTMENTS

In accordance with the mandute of the Railroad Revitalization and Regalatory
Reform (4R) Act of 1976, the Federal Railroud Administration (FRA) has analyzed
freight lines to determine which lines should he upgraded for high-speed service. The
basic findings are as follows,

o Significant benefits to both railrouds and shippers could be atwined by reductions in
door-to-door transit times.

® For wmost companies, however, significant mainline speed increases are not an
ecortoumsic way of reducing transit times because of the high costs of upgrading rights-of-
wup and operating high-specd freight trains and the limited impact of mainiine speed
increases on door-to-door transit times,

® Reduction in transit times may be achieved mare effectively through low-cost service
improvements aurclated to mainline speeds, such as improved pickup and delivery,
scheduling, throngh trains, and blocking of curs, Since Jreight cars, an the average,
move only 16 percent of the time in the total car cyele, a S0-percent line-Iuul-speed
increase provides less than a 10-percent improvement in the overall transit time,

o Railroad companies may find that upgrading certaii fines for high-speed operations
is econumically desirable in lew of other investients to increase capacity, In such cases,
however, the decision likely would be based on the merits of altemative investments aml
not on traffic increases expected as u result of the investment for high-speed service,
e Neo sipnificant investments i facilities for major increases in passenger truin speed
outside the Northeast Corvidor appear 1o be justifivd, (This was divenssed in the
Department of Transportation (DOT) report, VA Recxamivation of the Amtrak Ronte
Structure," ixsued May 1978.)

UPGRADING ROUTES FOR report by the Secretnry of Transportation, submitted
HIGH-SPEED FREIGHT SERVICE in accordance with section 503(e) of the 4R Act.
COST

The rail routes selected for analysis were the
100,000 miles designated #s A and B mainlines in the
Final Standards, Classifieation, and Designation of
Lines of Class I Railroads in the United Stutes, a

The costs of upgrading and maintaining these
rail lines to permit high-speed operations depend on
u wide mange of varinbles, including the following,
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& Terrain features, such as grades, drainage condi-
tions, bridges and tunnels

» Track curvature, whether dictated by the terrain or
able to be minimized by realignment of the right-of-
wity

o Curremt speedds, rail type. track, and readbed
conditions

o Signaling sysiems

o Grade crossings and Joca] speed restrictions

In the ahsence of thorough, site-specific engi-
neering studies, FRA developed o range of cogs for
each of four waffic density categories, {See’ table
B-1.)

The cost range is not the upper and lower bound
of possible costs, The variability of costs i so wide
it some tines undoubtedly would exceed the high
value, and others would fall below the low.value
costs. Determining an actual ranking of routes would
require specific site studies of costs.

The FRA anuiysis considered two calegories of
operating cost increases. The first, track mainte-
nance, is estimated to increase by $4,250 annually
per mile of track for a 30-percent inereise in average
speed, The second category, energy consumption,
increases as the square of speed.

The benefits associated with high-speed freight
service include savings as a result of reduce
inventory costs for shippers, incrensed equipment
productivity (the rail cars and motive power ¢an
perform the same haul in less time), and potential
energy savings becouse some tralfic will be diverted
from truck to rail.

FREIGHT FLOW

Projected 1985 freight flows used in the FRA
analysis are based on interregional commodity flow
projections, The following assumptions are made
regarding these lows,

TABLE B-1. RANGE OF COSTS FOR
UPGRADING TRACK

Annunl Loww High
aross 1oens volug velua
IMillion] {Thousand $)

0-10 250 &00
10-20 300 600
20-30 a6 760
Quer 30 500 1,000

SOURCE: Fadersi Ralicosd Audministration, M8 study,
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e Cach region’s lahor productivity in relittion to
other regions is assemed to continue unchunged,
This assumption allows the use of projected regional
earnings #s 1 proxy for regionad production,

e For each industry, the relationship ol tons shipped
to pross oulput is assumed 10 conlinue wnchanged
over the forecast period, o1 both “natjons] and
regional levels,

& The distribution of destinations for each commod-
ity originating at a piven point is assumed to
continue unchinged over the forecast period.

o Modal shares for each commodity flow hetween
each origin-destination pair are assumed to continue
unchanged over the forecast period.

Other dain determining future freight traffic
flows come from an aggregated version of the FRA
1972 Carlond Waybill Statistics, which comains
records of individual rail shipments, showing the
number of carlonds, weight in tons, through reven-
ues, and commodity. Ench commodity was assigned
to one of the three following classilications,

Low wvilue....... under $200 per ton
Medium value... between 3200 and $1,000 per ton
High value..... over 31,000 per ton

For caleulation purposes, the commodity values
used are the approximate midpoint value for vich
category: S0 per ton for the Jow-valie commadi-
tivs; $600 per ton for the medium value; and $2,000
per ton for the high value,

The FRA calculated the benefit of reduced
inventory costs for all commodity flows, The annual
inventory eirrying cost used in the ealeulation is 7
percent, the average rate on prime commercial short-
term loans for the period 1970 to 1975,

ENERGY SAYINGS

Energy savings are estimated on the basis of ton-
miles diveried from truck to rail becanse of shorter
transit times resulting from higher speeds,

Table B-2 shows the levels-of-diversion estis
mates and indicates (he percentage inerease in the
rail share ussocinted with a range of percentage
decrease in rail door-to-door transit mes and the

range of original rail market share, Even increases of

50 percent in nverage mainline speeds, however,
wauld produce relatively small reductions in door-to-
door transit times and, thus, would result in fairly
low levels of diversion,

In order 0 estimate energy savings derived from
track improvements for high-speed operations, FRA
used, as o starting point, the 1968 statistics of 2,680
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TABLE B-2. INCREASE N RAIL REVENUE RESULTING FROM
DECREASE IN DOOR-TO-DOOR TIME?

morkot b e 10 20 30 a0 60 60 70 80 %0
detrepse {parcent)
10 .87 621 10.00 14,65 20.37 21.55 37.48 52,60 81.82
20 2,54 5.49 8,79 12,82 17,70 23.76 32.00 ;4418 66.44
a0 2,22 4.77 1.61 11.04 16,15 20,19 26.92 36.63 5368
40 1.80 . 4,06 6,46 9.31 121 16.82 22,22 28.84 42,73
60 1.67 3.36 5,32 7.64 10.38 13,64 17.86 23,69 33.24
60 1.26 267 4.2 8.02 B.13 - 1062 13,78 18.09 24,94
70 94 1.99 3.12 4.45 5,98 1.76 10.00 1288 17.61
80 .62 1.32 2,00 292 3,91 G04 B.45 830 11.09
a0 Ot .65 1.02 1.44 1.92 2,48 312 3.08 6,26

Rnged an g rime slaeticltp 0l E o= 000 {10 b whars Prle tha sall share £ 4 (hunn Arininesieadnalion mas,

SOURACE: Faderal Failfoad Adminlstration, siall study,

Biu per ton-mile for truck shipments and 700 Bra per
ton-mile for rail shipments, with a cirenity factor of
15 percent for rail compured with trucks,

Rather precise estimates of Btu per ton-mile
are obtained by using existing data and
saftware (although line-specific data for
current speeds are unavailable). A numher
of train performance measures exists and
appears 1o give reasonable results, as docs
the Transportation Systems Center operal-
ing cost model, Use of either (particulurly
the train performance mensures) requires
extremely detailed inputs on tenin-by-train,
mile-by-mile bases, an analysis with high-
computation cost. This effort is unjustified
because of the macro approach of the
analysis and the impossihiﬁty of obtaining
equally precise figures for highway move-
ments.[1]

An energy suving of 1,868 Btu per top-mile (or
0.0137 gallons of gasoline per ton-mile) was ealculat-
ed for freight traveling by rail instead of highway.

The study calculated equipment utilization
benefils on the basis of the following assumptions.

e Equipment costs

— Freight cars: average price (1975), $30,000;
useful life, 30 years; salviage value, 10 percent

— Locomolives: average price (1975), $500,000;
useful life, 20 years; salvage value, 10 percent

& Cost of capital—8 pereent
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& Utilization of locomotives improves by 10 percent
with a 50-percent increase in running speed

BENEFIT/COST RATIOS

Benefit/cost ratios are calculated for each line
segment in the (00,000-mile network, The best line
segment is a ratio of 0.41 when caleulated with low
costs and 0,13 when caleulnted with high costs,
Approximately 1,000 miles have henefit/cost ratios
greater than 0.2, nnd the remaining 99,000 miles have
even lower benefit/cost ratios,

Since the benefit/cost ratios do not even
approach 1.0, (i.e., mtes of return are negative), the
principal conclusion is that the benefils gained from
the upgrading of track for high-speed operations do
not cover the costs. The only exceptions would be
those cases where the upgrading might be carried out
in lieu of more capital intensive alternatives for
increasing track capacity, Other conclusions are as
follows,

& To improve relinbility, ransit time, and conse-
quent attractiveness of mil freight service, more
benefits can he pained by directing attention to the
pickup, delivery, and terminal operation portions of
the shipment than by the line-haul (terminal-to-
terminal) portions,

& To the extent there are specific mainline segments
on which high-speed upgrading is warranted {for
increased capacity), these can best be identified and
assigned o proper priority hy the owner railroad
compiny.

e The cooperative research and  demonstration
approach already underway between Government
and the rail industry in the areas of intermodal
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network design and demonstration, development,
and testing of freight car management information
systems--plus research into terminal operations—
offers the best hope of improving the speed and
reliability of rail service,
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APPENDIX C.
ELECTRIFICATION INVESTMENTS

In accordance with the mawdate of the Railroad Revitalization and Regedatory
Reform (4R} Act of 1976, the Federal Railroad Administration (FRA) hus anafyzed the
Jeasibility of railroud electrification. The basic findings of that analysis follow.

® The investment in electrifying a network of 10,000 miles of high-density, mainfine
rathwayy would yield a financial rate of return greater than 12 percent and reduce
petroleum consumption hy 31 million hareels, annually.

& The investment in electrification on 26,000~ and 40,000-mile networks would yicld
Sinancial rates of recm bevween 9 and 10 percent and reduce annual petroleunt
cansumption by 56 and 77 million barrels, respectively,

& The ivestment in electrifying individual route segments of 300 to 1,000 miles of very
high density thetween 70 and 100 milfion gross tons) rail lines wonld yield finencial rates
of return between 18 and 21 percent.

& The national benefits, particularly in termis of reduction of petrolewmn consumption, do
not appear to e sufficiently large as to warrant Govermment sponsorship of a major
pragram of railraad electrification,

o The rates of return for individial route segments appear to be sufficient to justify
seme investment in electrification by raifroud companies, The proposed finencial
assistanice program desceibed in chapter 7 would be structured to permit loans to be
made to any railroad company for those electrification projects that dare economically
und financially justified.

EVALUATION

Electrification is not essential for revitalization
of raifroads, In fact, the henefits of electrification can
be realized only when the railroad system is well
maintained and financlally healthy. Electrification is
most effective when nol hirdered by poor quality

lines and inefficient yard and terminal operations,

Shifting railronds to electric power for line-hau!
movement would make the Nation's long-haul goods
movement Jess dependent on imported petroleum.

" Lower maintenance and operating costs and the
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longer operating life of electrified cquipment would
genernle financial rates of return to the railroads in
the range of 9 percent to 12 percent for electrification
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prajects, therehy enhaneing the potential for the
long-term tininciad viabiliny of the railroads, Should
there be increases in petroleum prices, the rate of
return for electritiention would increase 10 18 percent
ta 24 pereent. provided that the cost ol coal-
produced electricity did not follow  the rise in
petroleum prices. 1 lirge modal shifts were 10 occur
as a result of petrolenm scareity and Righ prices,
there would be significant financial gains 1o railroads
and environmental bepefits 1o the Nation. (See {ig,
C-1.}

Despite prejected satisfactory rates of reurn of

electrification projects, raitroad companies remain
uncertain of the ability of electrificition 1o ussist
them in achieving improved performince and profits,
Companies are heavily committed to diesel electric

operations because they believe these operations
have the potentisl of providing benefits nearly
equivalent 1o clectrification, They also have other
projects with i higher priority for availahle financing.

The net environmental effect of elecirification
wonld be relatively miner, Maost polluting emissions
would e reduced, bt there would be slight increases
in water consumption, solid waste production, and
land usage.

Allongh railroad electrification is a relatively
mature technology overseas (especislly in Europe
and Japan), U.S, milroad companies” continue o
liave reservations about certain technical aspects,
Among tke technienl uncertiinies are the potential
interferences with present signaling and communica-
lions systems, maintepance costs, and installation
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techniques 1o minimize interference with normal
operations. The electrification of the New Haven to
Boston line, as part of the Northeast Corridor
Improvement  Program. the first major mainline
clectrifieation project fo the United States sinee the
1930 {except for specialized coal-hauling railronds),
should serve to reduce some lechnical uncertainties,

COSTS AND BENEFITS
OF ELECTRIFICATION

The FRA study, A Report on US. Railroad
Electrification, caleuluted the costs and rate of return
on investment for electrification of three rail net-
warks of varying size, The thiee nelworks are!
10,000-mile network that includes only lines with
traftic levels of 40 million gross tons or more per
years 4 26,000-mile network that includes all the 40
million-gross-ton lines and a significant portion of
lines with more than 20 million gross fons per year,
since 20 million gross tons is the minimum density
for classification as an “A™ mainline: a 40,000-mile
network that includes essentially all lines with greater
thin 20 million gross tons per year,

Capital Costs

Electrification requires relatively large initial
eapitild investments that comprise the following
NRHOF COSES,

& Cutenary

& Substations

& Civil reconstruction (to provide catenary clear-
ance}

o Modifications to signaling and communieations
yslems

lectrie lacomotives

Capital costs will be affected by economic
region, local terrain, obstructions 1o be modified,
existing opertions, iype of service, and the like. Cust
factors, slated in 1977 dollars, are shown in table
C-1.

The costs of the catenary and power delivery
system, civil reconstruction, and modifications 1o
signaling  and  communications  systems for the
[0,000-mile network structure would be approxi-
mately $3.4 billion, Traflic estimates {or the netwark
rroject A minimuny requirement ol 1,800 electric
ocmmotives, costing about $1.8 billion. For the
26.000-mile petwork, capital costs would be $7.7
billion, with & minimum of 3,400 locomotives at a
cost of about 334 bhillion, For the 40,000-mile
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network, capitai costs for fixed facilities would be
311.2 billion, and & minimum of 4,740 locomotives
would cost about $4.7 billion, The financinl rate of
return, hefore taxes, for each network was ealeulated
wtilizing the cost factors shown in able C-1, on the
basis of a 30-year period, a zero-inflation rate, no
energy cost differentinl, and o 2-percent annual
tralfic growth, The mbulation of Investmems and
credits for each netwark are shown in table C-2, The
investment in the electrification of « 10,000-mile
network wourld yield a rate of return of 12 percent,
With an energy cost differential, as shown in ligure
Cu1, the rate of refurn would inerease o 24 percent.
The investment in electrification of either the 26,000
mile or e 40,000-mile network would yiekl a 9- o
10-percent rale ol return, With an energy differential,
shown in figure C-1, the rude o return would incrense
10 18 tu 20 percent. The petrolenm cost sensitivities
are such thal if there were o tenfold jump in
petrolewn prices relitive to the price of electricity,
the rate of return for clecirification projects would
inceease to preater than 100 pereent. Results of the
anatysis of specific rail line electrifieation projecis
studied by individual railroads are also included., The
rates of return before qaxes on these projects were
caleulated on the basis of o J-year period, an
inflation rate of 3 percent per year, and a traflic
growth rate of 3.2 percent per year,

The first scenariv, Mixed Freight Over Difficult
Terrain, involves the proposed electrification of 260
route-miles and 92 alternate miles {1,078 irack-
miles), with a (raflic density of 97 million gross tons
per year. The route traverses terrain ranging from
gently rolling 10 motntainous with many curves and
gradients. For this scenario, the rate of return for
mvestiment in electrification is computed (o be 20
percent on an investment of 3145 million (see table
C-3).

The second scenario, High-Speed Freight over
Moderate Terrain, involves 750 double rrack and 215
single track route-miles (2,227 teack-miles) with o
tratfic density of 70 million gross tons per year, The
reute ranges from flat, Jong runs with only slight
grades to areas with grades approaching 2 percent,
but with few eurves, Civil reconstruction is not
extensive, The greater portion of the route is
aceessible for oft-track construction; much has a
parallel aceess roud. This route carries high-speed
freight, some coal raffie, and no more thian one
passenger train per day. Electrification would yield a
rate of retuen of 18 percent on an investment of $304
million (see tihle C-4).

The third scenario, Unit Coal Trains Over Flit
Terrain, involves 365 route-miles (628 track-miles)
with o traffic density of 70 million gross tons per
year, The route is over veey level terrain with only an
oceasional gentle curve, Civil reconstruction require-
ments are minimal. Available access permits almost
all construction 1o be done off-teack, The traffic is
nesely all unit coal trains, Several manifest freight
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TABLE C-1. ELECTRIFICATION COST FACTORS

Casts
Single track
Cateqory {theusand $iroute-milal
Arithmetic
Low High Avorago
Canita) costs:
Catenary 64.0 143,0 103.%
Substations and breaker
stations 20.3 4.7 34.0
Slgnal and communications
maodiflcations 40.0 65,0 52,6
Civil focanstruction 5.0 50.0 27.8
Totsl ’ 129.3 J05,7 278
Doubto track
{thousand $fraute-mile)
Capital costs:
Catenary 106.0 275.0Q 190,86
Substations and breaker
sthsions 39.2 4.8 820
Signal and cammunications
madijflcations . 60.0 95.0 7.8
Civil reconstruction 7.5 76.0 41,28
Tatal 212.7 529.8 37125
Utility connast costs $10,000/route-miln
Per pallon Por KWh Per mile Pur route-mile
lcones) {conts) {cents) {thoussnd S}
Qperating costs:
Dinsel energy 42,0
Elnctric encrgy 2.7
Dinsel locomativa maintenance GEB.O
Efectric locomative maintenance 29.0
Catenary mointanance 2
Cost Litatima
hy §ih
P thousand $1 i {years)
Locemative costs:
Digsel electric 2,550 500 196 20
Elactric 5,000 1,000 200 30

SOUACE: Fudwra Aaliroad Adminlstration, stofl study,

trains per day operate intermixed with the coal
trains, and there 18 no significant pussenger tralfic
projected, The rate of return for investment in
electrification would be 21 percent on an investment
of 356 million (sev table C-3). Rate of return
sensitivity to petroleum costs, the cost of electricity,
and traffic growth for each scepario are shown in
table C-6,

Rteduced Petroleun Consunption

By 1990, electrification wauld result in a net
reduction in diesel oil requirements per year of
approximalely 31 million barrels for the 10,000-mile
netwark, At a price of 16 per barrel, the savings in
imports would approach $496 million per ‘'year in
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TABLE C-2, BASIS FOR CALCULATING RATES OF RETURN
OF THREE NETWORKS
Categary 10,000-mile 26,000-mila 40,000-mila
network natwork notwork
Raoute-milos:
Sinpio track 3,700 156,800 28,000
Double track 6,300 10,400 12,000
Traffic density Imgtfyr] 602,47¢ 945,800 1,317,570
Invostments (million $1;
Catenary:
Stngle track 440.4 1,614.6 2,898,0
Cauble tock 1,220,2 1,981.2 2,286.0
Subsiations 516.4 1,175,2 1,608.0
Uttty connects 100.0 260.0 400,0
Signaling and communications 6H2.5 1,625.0 2,400,0
Civil roganstruction 361.6 858.0 1,266.0
Elactric locomatives 1,800,0 3,400.0 4,144.0
Digsal lncomotives -1,700.0 =3,2000 - -4,400.6
Net invasiments 3,401.1 7.14.0 11,208,5
Annual cost and credity (million $):
Diesal locamative replacamant -94.0 -178.0 ~249.0
Dissel enorgy ~308.8 -139.2 =-1,004.0
Efactric energy 381.0 7061 869,7
Diesel logometive maintenanco -310.0 -686.3 -976.0
Electric locomotive maintenance 96.6 182.4 254,65
Catenary maintenance 0.0 62,0 80.0
Nat anaual sovings 85,2 673.0 831.8

SOWREE: Arthw D, Lutle, Ing., for the Department of Teanspottation, Tranipor tation Sysiema Cenitkt, Edginesring Cort Data Anaiytis for

Raitroad Elecinification, Ocl. 1078,

1977 dollars. For the 26,000-mile network, snvings

would approach 56 million barrels at $896 million

I;cr year, and for the 40,000-mile network, 77 million
arrels at §1.23 billion per year,

tmpaet on Power Faellities

The reserve margin of ciectricnl generating
capacity in the United Siates was 33.5 pereent in
1975 and is expected to range between 23 and 29
percent by 1985,[1] Electrification of the 10,000-mile
network would reﬂuire about one-half of | percent of
the total projected 1985 generating enpacily and $35
billien in utility construction. The 26,000-mile
network would require 1 percent of the Nation's
generating capacity and aboul $8 billion in utility
construction; the 40,000-mile network would require
1.3 percent and §11.2 billion.

The demand imposed by electric locomotives
varies widely between acceleration or pulling up a
steep prade and idling or braking. The cleciric
transmission system must be the proper size to
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provide the penk demand at each traction substation.
Approximately 20 percent of the transmission lines
that would serve electrified railroads would have to
be reinforced to meet peak demands,

Fossit Fuels Required To
Generate Additionul Power

The clectric power 10 supply each of the three
electriffed network siructures would be generated by
consuming the amounts of fossil fuels shown in table
C-7 (based on projecled [985 mix).

Environmental Impacts, The environmental im-
pact of the conversion from diesel to electric
operation would be smnll.[2] Diesel operations cause
only minimal air pollution, and electrified operations
will reduce even that pollution by a large amount,
Diesel operations, however, distribute the pollution,
but eleciric power generation at fixed sites concen-
trates it. Offseiting the concentration aspect, electric
powerplant emissions are rigidly controlled to con-
form to national air pollution stendards,



TABLE C-3. MIXED FREIGHT OVER
DIFFICULT TERRAIN®

Investment schadule Thousand $
Catenary:
1,015 mainline miles at $86,000/truck-mile 87,280

63 siding and yard miles st $65,000/track-mile 4,095
Substations:

19 ar $560,000 oach 10,640
Switching statians:
19 at $94,000 1,786

Signaling and communicatlons medifications:

3G9 signaled raute-miles at $62,000/raute-mile 22,878
Civil reconstruction, additional increment

for cotonary:

Clearance anly 10,280
Electric locomaotives:
70 at $B80,000 oach 61,600
Diesel locomotives transterred:
157 ot $340,000 sach 53,3801
Net lnvestemant 145,289

Annual eosts and crodits Thousand Sfyr

Diesol incomotive replacomant:

8.7 average at $500,000 ench 14,350)
Diesel fusl;

47 miltign gal at 494 /gal (23,0301
Olesel locomotive maintenance:

18,18 millian miles a1 GB¢/mile 110,544)
Electrical snergy:

531 miltion kWh ot 3¢/kWh 15,930
Electric locomotlve mainte nance:

10.89 million miles at 284 /mlla 3,049
Catendry maintenance:

1,078 miles ot $1,400/mile 1,509

Net annual sevings 17,436

*Raute-miing = 0G0 ¢« 02 aliernste; trsck=mias = 1078; traflic
dansity = D7 mac/yr, rstn al return v 20%,

MNOTE: Numbors i pafenthetws indlests negatives,

SQURACE: Arthur O, Littie, |ne,, 1or tha Departmant af Trang=
portation, Transporiatian Systanvs Cunawr, Englneuring Cosy
Data Analysls lor Ralirosd Etaciriticatian, Qet, 1075,

Electric power generation, whether Tueled by
coal or uranim, consumes large amounts of water
for cooling, emissions control, ash removal, sluicing
(in the case of coal), and sanitation. Petroleum
refineries alse consume water for cooling, processing,
and sanitation but in much smaller amounts, The
total amount of water required for electric power
generation under maximum electrification wouid
constitute anly an insignificant percentage of the
available surface und ground water resources on a
national basis,

Land wse requirements to provide space for conl
storage, additional generation capacity, and solid
waste  disposal would increase, The percentage
increase, however, would be small in the context of
total available land area.
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TABLE C-4. HIGH-SPEED FREIGHT QVER
MODERATE TERRAINA

Investmont sehedule Thousand $
Catenary:

2,227 miles ot 5B3,000/track:mile 184,800
Substatians (ownod by utility} o
Signaling and cemmunications modifications:

1965 raute-mitns st $64,000/route-mils 62,600
Civil censiruction 18,300
Elsgtric lacamatives:

198 at 51,054 sach averane 208,700
Diesel lacomotives transforrod

397 at $430,000 rach av. {170,700

Net invostmant 303,700
Annunl costs and cradits Thousand Sivr
Divsal unit replacement:

21.6 a1 $500,000 each {10,800
Divsel fuel:

124 mittion gal a1 48.8¢ /gat 160,500}
Driesel univ mainenange:

63.4 millien miles ot G0¢/mile 138,000}
Eloctrical enorgy:

165 bildion kWh 01 4.04¢/kWh 63,000
Electric unit mainienance:

36,9 millien mijes at 28¢/mile 10,310
Catenary maintonanco:

2,227 milas ot §1,200/miled 2,700

Net apnual sovings 33,300

Afoutaemiles = 760 Houblu sncd 218 wingia reck, Lrack=iniies =
2,227; tratlle dunalty = 20 mytive and 27 mgl/yr on xinyis
ytack teciard, Aseal rurn = 18%,

B upsatten mainlananca by uthiy,

NOTE: Nurnhars in paranthasat indicated nogativee,

SOURACE: Arthue D, LItw, Ing,, 1or the Oepscimant ol Teans=
partation, Tramporiation Systema Centar, Engineccing Cadt
Data Analysis for Rniroad Electreification, Dee. 1876,

The high voliages carried by the catenaries of an
electrified railroad would pose hazards to trespassers
and accidental intruders encronching on the right-of-
way.

GOVERNMENT POLICY CONSIDERATIONS

For elecirification to be jmplemented in the
rivate sector, the rafroad companies and the
investment  community must conclude that rail
freight trafTic will grow at a rate necessary 1o pravide
rates of return 1o support the investment. Railroad
companies now see higher priorities for available
funds nnd e quite hesitant to invest in such a long-
term venture as eleetrification. Companies also fear
that Federal regulations would deprive them of the
ability to reap the benefits of the reduced operating
cosls,
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TABLE C-5, UNIT CQAL TRAIN SCENARIO?

TABLE C-7. FUEL CONSUMPTION

Invesiment schedule Thousand §

Catenary;

595 milos main-line at $64,000/track-milo 38,100

34 milles yard wiring at $55,000/track-milo 1,900
Substations:

3 single track 01 $506,000 each 1,500

& daulbde track at $905,000 sach 5,400
Switehing statlans:

J single track at $72,200 aach 200

& double track at $94,000 goch 6o
Signal madifications (microwave now installed):

365 route-miles at $30,000/raute-mile 11,000
Civil reconstruction 2,300
Electric locomotives 28,200
Diesel locomotives transferred:

70 51 S331C,000 such ($2,900)

Net Investment 56,300

Annual Costsand Credits Thausand Sivr

Diusal unlt replacemant:

4.6 at $500,000 each (2,300)

Diesat fuol:

22,3 miltion gal ot 42.6¢ /gal 19,600}

Diasel unit mointonance:

11.7 million mites at 60¢/mile 17,000)

Electrical onergy:

314 million kWh at 2.87¢ /kWh 9,000

Elgctric unit maintenance:

5.9 million miles at 28¢/mile 1,700

Catanary maintenankai

900

628 milng at 51.400/mile
7,200

Net annuat savings

AHoute muies = JBG: teack-milar = G2 traltc denpry = 70 mighye;

rata of erlurs = 1%

MNOTE;: Numbersin paraniheres incaiato nagatives.
SOURCE: Arihut D, Lillle, Ing,, tor the Qepariment of Tranipo -

1stign, Transpartancn Syalams Contar, Engureening Cust Sata Andfyit
tar Radroad Eleptrshcation, Dot 10748,

Raitroatd companies are doubtful about the
economics ol electrificution. They consider the
projections of capital costs, locomotive prices, and
maintenance and operating costs {especially) to be

Fuunls consumed by netwark size Railroad

Fuel type 10,000 26,000 40,000 load
{miles) %)

Caal {millian 1ons/yr} 4.8 6.5 94 457
Gas {billion cu, It/yr) 19,6 45 686 11.2
[+1]] {Notted out of oil savings) 5.7
All ather {Nonfossit fuels) 374

SOURCE: Federal Railraad Adminisiration, siall fludy,

uncertain, Furthermore, companies are unsure about
certain technical aspects, including standardization,
interference  with signaling and communications
systems. safety, adhesion, and resenerative braking,
Ta reduce this uncertainty, FRA will support further
research and development for electrification. A
demonsiration project should also be undertaken to
test equipment and operating procedures and to
obtain better measures of costs and benefits, The
Consolidated Rail Carporation (Conrail) is currently
stuclying electrification of its line from Harrisburg to
Pittsburgh, Pa. That line will be the prime candidate
for a demonstration project and should the study
indicate that the project is economically, financinlly,
and operationally feasible, the FRA is prepared to
guarantee loans for the project, as directed by section
606 of the 4R Act,

FINANCIAL AND OWNERSHIP
ARRANGEMENTS

Financial wnd ownership issues arise fram the
great magnitude of the investment required and the
Jengthy time period before benefits will accrue.
Financing eptions are inferdependent on ownership
options, Three ownership choices should be consid-
erec, In o traditional arrangement, the railroad
would own the right-of-way, the catenary, the pawer
delivery system, and the locamatives, The electrie

TABLE C-6. RATE OF RETURN SENSITIVITIES

{Percant}
8 RGR with AOR with AOR with RORA with
Seanarie H"Q‘; patroteum petroleum clectricity traftic
cost +40% cost + 100% cost + 40% growth 0%
Mined freight 20 27 35 14 12
Righ-specd fraight 18 27 aa [ 10
Unit caal troin 20 27 37 13 13

NOTE: AOR Indicates tate of return,
BOUAGE: Fadutal Rakirdad Admininration, statd atudy,
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wiilities would deliver power to the traction substa-
tions along the railroud track. In the typicnl
financing arrangement, the railroad would borrow all
funds necessury for ihe capital investment, Increased
investment tax credits and accelerated depreciation
would increase the finnncial rate of return and,
therehy, provide some motivation for the railroads to
electrify.

A second ownership arrangement would involve
a third-party owner for some components in the
system (perhaps, the catenary, power delivery sys-
tem, right-ol-way, or power-gencrating plant), and
this third party would lease the components back to
the roilroad. The third party could be a regional
authority, the Federal Government, or a priviie
investor, In this case, the capilal burden and long-
term investment rizk would be taken by a parly
willing to speculnte,

A third arrengement would be railroad owner-
ship of the entire system, including the power-
generaling plant, Should railroads choose to invest
aggressively in electrification, appropriate Govern-
ment action might include tax incentives and
deferred payment Joans. In any of these potential
ownership arrangements, Federal assistance for
clectrification projects would be available to the
railroads under the proposed new program described
in chapter 7.

CONCLUSIONS

e Althouph the electrification of a sizenble portion
of the rail network would result in substantial
teductions in petroleum consumption, these reduc-
tions are relatively small in comparison to national
petrolenm  consumption figures, These petroleum
reductions alone do nat appear to be sufficient
Jjustification for the Government 10 embark on a
major program of railroad electrificution,

# Nevertheless, since electricity can be generated
using domestic coal and uranium as power sources,
electrification could provide the Nation with a
transportation mode immune to drastic flucteations
of oil supplies or sharp increases in ait prices.

® On the other hand, the benefits that acerue 10
railrond companies through lower operating, mainte-
nance, and energy costs appear to be sulficiently
large to justify industry investment in clectrification
of routes having more than 20 miltion gross tons per
year. Recognizing that such large sums of capital
could be raised only with some difficulty by the
railroad industry, the new program of Federal
financial assistance should be structured to permit
loans to be made to any railroad for railroad
electrification projects,
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