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PREFACE

R a i l r o a d Reorganization: Congressional Action and
Federal Expenditures Related to the F i n a l System Plan
of the U.S. R a i l w a y Association provides a summary and
ex p l a n a t i o n of the USRA recommendations and l i k e l y Federal
expenditures. The paper was prepared in response to dis-
cussion with staff of the House and Senate Budget Commit-
tees. The paper is a summary and explanation of USRA's
p l a n ; in keeping with the Congressional Budget Office's
mandate to be nonpartisan, it contains no recommendations.
The paper was prepared by Porter K. Wheeler of CBO's
Natural Resources and Commerce D i v i s i o n under the direc-
tion of Douglas M. Costle and Kenneth L. Deavers. Editor-
i a l assistance was provided by M e l i n d a Upp.
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SUMMARY

In 1973, the Congress passed the Regional R a i l Reor-
ganization Act (P.L. 93-236) in response to the severe
f i n a n c i a l problems of the r a i l r o a d s in the Midwest and
Northeast. The act created the nonprofit U.S. R a i l w a y
Association (USRA) and directed it to submit a long-
range p l a n for c o n t i n u i n g r a i l service in the 17 states
served by the Penn Central and six other bankrupt r a i l -
roads. I n t e r i m f i n a n c i a l arrangements now in effect cou l d
require an estimated $365 m i l l i o n this fiscal year in
federal outlays to cover a portion of the losses being
incurred by these r a i l r o a d s and to provide for some m a i n -
tenance and r e h a b i l i t a t i o n . These arrangements cannot
continue, for the r a i l r o a d creditors e v e n t u a l l y w i l l force
l i q u i d a t i o n rather than wait u n t i l a l l assets have been
consumed by the a n n u a l operating losses.

USRA submitted a two-volume p l a n on J u l y 26, 1975.
Because neither branch of Congress disapproved w i t h i n
the d e a d l i n e fixed by the 1973 law, the p l a n now stands
"approved." Further, both the House and the Senate now
have passed a n o m n i b u s r a i l r o a d b i l l that e s s e n t i a l l y
authorizes i m p l e m e n t a t i o n of the USRA p l a n . However,
the President has threatened to veto the authorization,
and l e g i s l a t i o n remains to be passed to appropriate funds
to carry out the p l a n .

The P l a n

The USRA F i n a l System P l a n proposes a consoli-
dated system to be operated by a s e m i p u b l i c , for-profit
corporation known as the Consolidated R a i l Corporation
(ConRail). ConRail w o u l d i n c l u d e about 15,000 route
m i l e s based around m a i n l i n e s of the Penn Central. This
w o u l d s u b s t a n t i a l l y reduce the a p p r o x i m a t e l y 25,000 route
m i l e s operated by the bankrupt carriers. An a d d i t i o n a l
2,000 route m i l e s w o u l d , however, be transferred to the
solvent Chessie System; t h i s , with other transfers of a
s m a l l e r scale, w o u l d m a i n t a i n the competitive nature of
the r a i l system in most of the eastern market as s p e c i f i e d
i n the act.

(i)
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The p l a n further recommends that 7,000 m i l e s of
l i g h t l y used or out-of-service l i n e s be abandoned or
s u b s i d i z e d by the states and federal matching funds.
Of these, lines s t i l l in service (about 5,700 miles)
represent about 23 percent of the routes considered in
the reorganization, but carry o n l y about 2 percent of
the system's freight. USRA concluded that these l i n e s
could not be operated on a profitable basis. Congress
has authorized $180 m i l l i o n in matching funds to sub-
s i d i z e these l i n e s (an amount s u f f i c i e n t to support them
without burdening ConRaiI); however, funds have yet to
be appropriated to i m p l e m e n t t h i s authorization.

F u l l implementation of the preferred USRA alternative
c l e a r l y depends upon the transfer to the Chessie System.
The Chessie Board of Directors has approved the transfer,
but o n l y on condition of action by the Congress i n d e m n i f y -
ing the Chessie against adverse court decisions regarding
t h e fairness o f a c q u i s i t i o n costs. T h e o m n i b u s r a i l b i l l
'does p r o v i d e the assurance desired. If the l e g i s l a t i o n
w h i c h provides those assurances does not become law or
if other obstacles arise to b l o c k the Chessie transfer,
then USRA recommends that a " U n i f i e d C o n R a i l P l a n " be
adopted. Under this f a l l b a c k p l a n , the routes that w o u l d
have been transferred to the Chessie would remain under
C o n R a i l control, g i v i n g it a v i r t u a l monopoly over r a i l
services in the East.

Need for Federal Support

USRA has requested $1.84 b i l l i o n in direct aid over
the first f i v e years, p l u s $250 m i l l i o n in contingency
funds, to i m p l e m e n t its recommended p l a n . If the p l a n ' s
implementation is successful, ConRail would begin to
break even at the end of that period and the direct
federal contribution (less the contingency funds) w o u l d
be repaid with interest by the year 2016. Total repay-
ments are projected to be over $7.5 b i l l i o n , returning
about 7 1/2 percent on federal monies invested.

Further substantial federal expenditures for related
r a i l programs have also been i d e n t i f i e d ; C o n R a i l w o u l d
benefit from several that provide r e l i e f from operating



losses on p a r t i c u l a r services, such as passenger service.
These related expenditures w o u l d amount to an a d d i t i o n a l
$937 m i l l i o n over five years, and w o u l d not be repaid.

The direct federal support of $1.84 b i l l i o n w o u l d be
used to purchase C o n R a i l securities in the form of deben-
tures and preferred stock. USRA recommended t h i s method
of f i n a n c i n g , instead of loan guarantees, to a l l o w defer-
ra l of cash interest payments, if necessary.

These estimates of direct federal assistance and its
repayment depend e n t i r e l y upon the projections incorpo-
rated in USRA's base case. If r a i l traffic grows more
r a p i d l y than projected, and if labor and other resources
can be used more effectively than projected by USRA, then
private c a p i t a l m i g h t s u p p l a n t government support, thereby
reducing the federal funds required or at least p r o v i d i n g
greater assurance that repayment w i l l be t i m e l y . On the
other hand, studies for the House and Senate Commerce
Committees have estimated that a d d i t i o n a l direct federal
f u n d i n g w o u l d b e required i f r e a l i t y f a l l s even moder-
ately short of the projections. These estimates indicate
that $460 m i l l i o n more coul d e a s i l y be required over the
five-year period. W h i l e USRA has requested $250 m i l l i o n
of uncommitted contingency funds, these w o u l d not be
adequate to meet potential "overruns" of that magnitude.

F i n a l l y , if nothing s h o u l d go w e l l for C o n R a i l -- if
for example, no operating improvements are realized or
if the courts take action that adversely affects the p l a n
-- then the cost to the government could be considerably
higher .

Cost of Alternatives

The cost of not carrying out any p l a n is even more
d i f f i c u l t to estimate than the cost of the USRA-recom-
mended p l a n . However, it is clear that federal e x p e n d i -
tures could not be avoided, and c o u l d be even h i g h e r
than those of i m p l e m e n t i n g the recommendation.



For example, if the p l a n is not funded, either subsi-
dies w o u l d be required to permit the e x i s t i n g r a i l r o a d s
to continue service or the courts w o u l d be faced with
the decision of whether to a l l o w the bankrupt roads to
be shut down. The bankrupt r a i l r o a d s recommended for
c o n s o l i d a t i o n experienced d e f i c i t s of more than $30.0
m i l l i o n in the first six months of 1975 (ordinary net
income). They were provided emergency assistance by
the Congress of $217 m i l l i o n in f i s c a l year 1975; the
l e v e l for f i s c a l year 1976 is estimated to be $365 m i l -
l i o n , assuming a l l authorized funds are spent. Such
expenditures could continue i n d e f i n i t e l y .

S h o u l d the courts permit a shutdown of operations
by the bankrupt railroads, economic activity in the
region certainly w o u l d be disrupted, at least tempo-
r a r i l y , l e a d i n g to increased expenditures for unemployment
and other assistance programs. Estimates of the reduction
in economic activity range from a low of 0.5 percent to
as much as 5 to 6 percent, depending on the w e l l - b e i n g
of the n a t i o n a l economy. The range of estimates reflects
the extent to w h i c h a l t e r n a t i v e forms of transport were
judged to have s u f f i c i e n t a d d i t i o n a l capacity to absorb
diverted r a i l traffic.

S i g n i f i c a n c e of the P l a n

If the USRA p l a n is implemented and successful, the
r a i l freight option w o u l d be retained for most s h i p p e r s
in the region. Because concerns about the environment,
energy, and land use, as we I I as other factors, may affect
the d e s i r a b i l i t y of a l t e r n a t i v e modes of transportation,
i m p l e m e n t a t i o n of the USRA p l a n , or an a l t e r n a t i v e that
could a l s o result in the p r o f i t a b l e operation of r a i l r o a d s
in the East, would represent an important contribution
toward m a i n t a i n i n g f l e x i b i l i t y of future choices.

However, even if successful, this reorganization
would not solve the longer-term question about the appro-
priate transportation m i x for the region, nor deal with
questions of regulatory reform or potential improvements
in operational efficiency. Such issues are not treated
in this paper, although l e g i s l a t i o n r e l a t i n g to these
matters is incorporated in the pending omnibus r a i l b i l l •



INTRODUCTION

The Congress has approved a p l a n for r e o r g a n i z i n g
and c o n s o l i d a t i n g seven bankrupt r a i l r o a d s in the M i d -
west and Northeast, prepared as required by the R e g i o n a l
R a i l Reorganization Act of 1973 (P.L. 93-236).'

As d e f i n e d by the act, the 17-state region stretches
from the Canadian border on the north to V i r g i n i a and
the O h i o R i v e r on the south; from the A t l a n t i c Ocean
on the east to Lake M i c h i g a n and I l l i n o i s on the west.
This region accounts for about h a l f the goods produced
in the United States; r a i l r o a d s transport about a t h i r d
of the intercity freight o r i g i n a t i n g in the region. The
traffic on the r a i l r o a d s b e i n g reorganized generates
about h a l f the region's r a i l freight revenues. Hence,
the region and its r a i l r o a d s are of obvious importance
to the entire economy.

The Congress passed the act in response to the bank-
ruptcies of several eastern r a i l r o a d s and the potential
l i q u i d a t i o n of the Penn Central and other properties.
In the act, the Congress declared that the service pro-
v i d e d by the bankrupt l i n e s is e s s e n t i a l , and that contin-
uation and improvement is required by both r e g i o n a l and
national p u b l i c convenience and necessity.

As a mechanism for attacking the problem, the act
created three new organizations:

!. The seven r a i l roads are' the Penn Central, the E r i e
Lackawanna, the Central of New Jersey, the Reading, the
L e h i g h V a l l e y , and the s m a l l e r L e h i g h and Hudson R i v e r and
the Ann Arbor. The P e n n s y l v a n i a - R e a d i n g Seashore Lines is
not a r a i l r o a d in reorganization, but is w h o l l y owned by
two r a i l r o a d s in reorganization and was i n c l u d e d in the
consolidation. The Boston and M a i n e is b e i n g reorganized
separately under normal procedures.



• The U.S. R a i l w a y Association (USRA), a nonprofit
government organization w h i c h was g i v e n the respon-
s i b i l i t y for developing a p l a n to reorganize col-
l e c t i v e l y the region's bankrupt railroads that
could not be reorganized i n d i v i d u a l l y . The act
e s t a b l i s h e d an elaborate c a l e n d a r of USRA reports

, a n d reviews, l e a d i n g to a F i n a l System P l a n , w h i c h
was submitted on J u l y 26, 1975.

• The R a i l Services P l a n n i n g Office (RSPO) w i t h i n
the Interstate Commerce Commission (ICC) to
review and evaluate the various reorganization
reports, and to provide l e g a l assistance to r a i l
users and affected communities.

• The Consolidated R a i l Corporation (ConRail), w h i c h
is to acquire and operate ra i Iroad properties
designated by USRA.

The act s p e c i f i e d that the USRA p l a n w o u l d "be deemed
approved at the end of the first period of 60 calendar
days of continuous session of Congress" after the f i n a l
p l a n was submitted if neither the House nor the Senate
passed a resolution of d i s a p p r o v a l before that date.
Since neither House d i d pass such a resolution by the
d e a d l i n e , w h i c h was November 9, the p l a n has been approved

However, further l e g i s l a t i o n is required, because
present f u n d i n g authority in the reorganization act is
inadequate to carry out the USRA recommendations; further,
numerous amendments to the act are i m p l i c i t in the USRA
p l a n . A n o m n i b u s r a i l b i l l w h i c h w o u l d authorize t h e re-
quired f u n d i n g and amend the o r i g i n a l act, namely the R a i l -
road RevitaI ization and Regulatory Reform Act of 1975
(S. 2718) has passed in both the House and Senate. How-
ever, funds to i m p l e m e n t the p l a n have yet to be appro-
priated and the President has threatened to veto The
a u t h o r i z i n g l e g i s l a t i o n .

If implemented, the USRA p l a n w o u l d s i g n i f i c a n t l y
restructure the r a i l r o a d industry and require a major,
new, and direct i n v o l v e m e n t of the federal government
in that industry. If the f u n d i n g required by the p l a n
is not provided, the courts c o u l d authorize termination



of the bankrupt railroads' operations to prevent further
erosion of t h e i r properties. In that event, a l t e r n a t i v e
l e g i s l a t i v e action w o u l d be necessary to preserve r a i l
transportation in the region or to ensure the a v a i l a b i l i t y
of alternative transportation and to prevent s u b s t a n t i a l
income and employment losses.

T h i s report analyzes the USRA F i n a l System P l a n and
related Congressional considerations. After o u t l i n i n g
the causes of current r a i l r o a d problems in the East,
the report summarizes the F i n a l System P l a n , then d i s -
cusses the federal expenditures that w o u l d be required
to i m p l e m e n t it. It also i d e n t i f i e s the costs of a d d i -
t i o n a l elements associated w i t h a comprehensive r a i l
program. F i n a l l y , the report presents a t i m e t a b l e for
Congressional action and o u t l i n e s the major choices to
be made.





BACKGROUND OF THE RAILROAD PROBLEM

Over the last h a l f century, the competitive position
of the r a i l r o a d industry has deteriorated. W h i l e r a i l -
roads continue to transport the most intercity freight
in terms of revenue ton m i l e s , 2 they no longer dominate
the intercity market for transportation of either f r e i g h t
or passengers. In 1947, the r a i l r o a d s carried n e a r l y
two-thirds of the ton m i l e s of intercity freight; by
1973, that share had dropped to 39 percent. Over the
same period, revenue passenger m i l e s ^ via r a i I dec! i n e d
by 80 percent in spite of g e n e r a l l y e x p l o s i v e growth in
passenger trave I .

The r a i l r o a d s ' d e c l i n e has been p a r a l l e d by the r a p i d
development of competing transportation systems in an
expanding total market. Trucks, i n l a n d water carriers,
and p i p e l i n e s have r o u g h l y d o u b l e d t h e i r share of the
intercity freight market since W o r l d War I I . These
competing modes have improved t e c h n o l o g i c a l l y and have
enjoyed substantial government f i n a n c i a l support and
other encouragement. The expansion of auto, truck, barge
and a i r l i n e s has eroded the r a i l r o a d s ' traffic base.

In addition, basic changes in u n d e r l y i n g market
conditions have favored the newer modes at the expense
of r a i l r o a d s . Freight generated from heavy industry and
a g r i c u l t u r e has d e c l i n e d r e l a t i v e to goods produced by a
service-oriented, high-technology economy with dispersed
p l a n t locations and new growth centers. R a i l f a c i l i t i e s
that were in place before these changes occurred cannot
be easi ly trimmed back or moved. For a variety of reasons
-- i n c l u d i n g government regulation, management f a i l u r e s ,

2. Ton m i l e s are a product of the w e i g h t of l a d i n g and
the distance transported.

3. Revenue passengers weighted by m i l e s traveled.

64-302 0 - 7 6 - 3
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r i g i d labor contracts, and obsolete capacity and tech-
nology w i t h i n the industry -- the r a i l r o a d s have not
responded adequately to changed market c o n d i t i o n s . No
s i n g l e cause e x p l a i n s the recent e v o l u t i o n of the trans-
port system, a n d s i m p l e s o l u t i o n s w i l l f a i l t o respond
to the complexity of the problem.

S l u g g i s h growth in traffic and revenue has depressed
the r a i l r o a d s ' f i n a n c i a l performance, p a r t i c u l a r l y i n
the Northeast and Midwest. Revenue ton m i l e s carried in
the Eastern District, (which, as defined by the ICC,
r o u g h l y corresponds to the territory covered by the
reorganization act), a c t u a l l y d e c l i n e d by 17 percent
between 1947 and 1973, w h i l e n a t i o n a l r a i l traffic grew
s l i g h t l y . The r e l a t i v e l y slow economic growth in the
East, e s p e c i a l l y in goods for w h i c h r a i l is most com-
petitive, is reflected in this decline. Even recent
increases in the East have left traffic l e v e l s w e l l
b e l o w those experienced between 1965 and 1970.

As n a t i o n a l traffic grew, increased productivity and
abandonment o f l i g h t l y used tracks a l l o w e d r a i l f a c i l i t i e s
o v e r a l l to be reduced s l o w l y . The d e c l i n i n g volumes in
the East were e s p e c i a l l y troublesome because a f a i r l y
s i z e a b l e reduction of r a i l f a c i l i t i e s and overhead was
c a l l e d for, but c o u l d not be r a p i d l y a c c o m p l i s h e d . As
i n d i c a t e d in T a b l e I, the bankrupt carriers were u n a b l e
to reduce t h e i r trackage as r a p i d l y as traffic f e l l ,
whereas major rai 1 roads in the South and West d i d real ize
s u b s t a n t i a l traffic growth and a l s o were a b l e to reduce
their system somewhat, thus enjoying operating leverage.
The region's r a i l r o a d s also operate a major portion of the
country's r e m a i n i n g r a i l passenger service, both intercity
and commuter. P r o v i d i n g passenger service has been an
a d m i n i s t r a t i v e , a s w e l l a s f i n a n c i a l p r o b l e m . W h i l e the
i n c e p t i o n of Amtrak payments to the carriers for intercity
service and l o c a l contributions for commuter operations
have reduced the f i n a n c i a l burden of passenger service
somewhat, the burden has not been completely el i m i n a t e d .

The result of d e c l i n i n g traffic, a l o n g w i t h other
complex and interwoven problems, has been the bankruptcy
of e i g h t r a i l r o a d s in the region since 1967. The most
s i g n i f i c a n t bankruptcy, of course, was that of the Penn
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Table I

GROSS TON MILES VS. MAIN1TRACK MILES
1953 TO 1973

Percent Change

Gross Ton
Miles

Main Track
Miles

Railroads in reorganization -30.4

South (Central of Georgia, Louisville
§ Nashville, Seaboard Coast Line,
Southern Railway System). +47.3

West (Atchison, Topeka $ Santa Fe,
Burlington Northern, Southern
Pacific, Union Pacific). +19.3

-21.4

-5.8

-6.2

"Running track, excluding yards, sidings, etc.

Source: USRA, Final System Plan, Supplemental Report, p. 4.
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Central in 1970, but two companies, the Central R a i l r o a d
of New Jersey and the Boston and M a i n e , had gone into
bankruptcy even before the Penn Central c o l l a p s e d . Other
eastern r a i l r o a d s f o l l o w e d , the L e h i g h V a l l e y almost
i m m e d i a t e l y , then the R e a d i n g Company, the L e h i g h and
Hudson R i v e r , the E r i e Lackawanna, and f i n a l l y the Ann
Arbor R a i l r o a d , l e a v i n g more than 50 percent of the r a i l
m i l e a g e in the region in the hands of bankrupt carriers.

These carriers were a l l u n a b l e to generate p o s i t i v e
income from operations, much less funds that c o u l d be
used t o contribute toward fixed charges. Table I I shows
the net r a i l w a y operating income (NROI) for a l l Class I
r a i l r o a d s and for Eastern District railroads. 4 As i n d i -
cated, the six bankrupt carriers of Class I under USRA
p u r v i e w a l l lost money o n operations, though other l i n e s
as a group d i d not. W h i l e r a i l r o a d accounts are h i g h l y
complex, NROI is a useful i n d i c a t o r of the p r o f i t a b i l i t y
of r a i l operations alone, before deduction of fixed
charges for c a p i t a l . C l a s s I r a i l r o a d s as a group show
a d i s t i n c t d e c l i n e in NROi since the h i g h points reached
in the late 1920s and after W o r l d War I I . Eastern
D i s t r i c t r a i l r o a d s experienced a dramatic d e c l i n e ; USRA
bankrupt carriers have recorded d e f i c i t s in NROI since
1967. Each group has experienced some improvement in
NROI for the most recent years, though the recession
weakened results in the latter part of 1974 and e a r l y
I 975.

T r a d i t i o n a l reorganization procedures under Section
77 of the Federal Bankruptcy Act were of l i m i t e d use in
t h i s s i t u a t i o n , because they tend to assume that a reor-
g a n i z a t i o n of e x i s t i n g debt structure w o u l d be adequate
to e s t a b l i s h an ongoing corporation. These bankrupt

4. Class I r a i l r o a d s are d e f i n e d by the ICC as those
carriers w i t h a n n u a l operating revenues of over $5 m i l -
l i o n . A more extensive discussion of f i n a n c i a l measures
and c o n d i t i o n s , i n c l u d i n g t e c h n i c a l d e f i n i t i o n s , can b e
found in USRA, Pre I i m i nary Sys'tem P l a n , V o l u m e I, Appen-
dix B.
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Table II

NET RAILWAY OPERATING INCOME1

(Millions of dollars)

CLASS I RAILROADS
(Selected Years)

Eastern District Railroads

United2 USRA , Other
States All Eastern Bankrupts Eastern

1929 1251.7 634.6
1939 588.8 331.1
1947 780.7 304.4
1952 1078.2 439.1
1957 922.3 385.3
1962 725.7 196.6

1967 676.4 174.6 -16.2 190.8
1968 677.6 139.7 -54.4 194.1
1969 654.7 118.7 -69.2 187.9
1970 485.9 -101.6 -256.2 154.6
1971 695.5 - 32.3 -184.5 152.2
1972 827.7 38.6 -141.5 180.1
1973 849.3 50.1 -123.7 173.8
1974 978.9 111.1 -118.3 229.4

After taxes, but before other income or fixed charges.
Figures are before provision for deferred taxes (not restated).

o
''Excludes Amtrak.

Six bankrupts, includes Erie-Lackawanna, but excludes Lehigh and Hudson River
Railroad as non-Class I. Does not include Pennsylvania - Reading Seashore Lines.

Sources: USRA, Preliminary System Plan, Volume I, p. 244; Association of
American Railroads.
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r a i l r o a d s are c o n t r i b u t i n g n o t h i n g to debt service. I n -
deed, after several attempts to reorganize the Penn Cen-
t r a l , the trustees f i l e d a reorganization p l a n that pro-
posed to l i q u i d a t e the company's assets, rather than an
operating p l a n of reorganization t r a d i t i o n a l under Sec-
tion 77. The seven bankrupt eastern r a i l r o a d s have
since been deemed u n a b l e to be reorganized i n d i v i d u a l l y
on an income-making basis, and thus the new procedures
of the r a i l act brought them under USRA p u r v i e w for
c o n s o l i d a t i o n and reorganization.

The statutory goals g u i d i n g preparation of the F i n a l
System P l a n were o u t l i n e d in section 206 of the act.
These g o a l s s t i p u l a t e that the restructured r e g i o n a l
r a i l system should:

• Be f i n a n c i a l l y s e l f - s u s t a i n i n g .

• Meet r e g i o n a l r a i l transportation needs adequately

• Promote improved high-speed r a i l passenger service
in the northeast corridor and reflect USRA's iden-
t i f i c a t i o n of other corridors in w h i c h major up-
g r a d i n g of track for high-speed passenger opera-
tion w o u l d y i e l d s u b s t a n t i a l p u b l i c benefits.

• Preserve, as much as p o s s i b l e , e x i s t i n g patterns
of service.

• Preserve f a c i l i t i e s and service for coal trans-
port and conserve scarce energy resources.

• Retain and promote competition.

• A t t a i n and m a i n t a i n d e s i r a b l e environmental
sta ndards.

• A c h i e v e e f f i c i e n c y in t r a i n operations.

• M i n i m i z e unemployment and adverse effects on
commu n i t i es.
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THE F I N A L SYSTEM PLAN

The _F__i_na I System Plan (FSP) submitted by USRA to
the Congress in J u l y , p l u s a SuppIementary Report that
f o l l o w e d in September, address in cons i derab I e cfetail
four dominant issues:

• The structure of the r a i l r o a d system to be oper-
ated by successor corporations, that is, the
nature of m a i n l i n e reorganization and consoli-
dation.

• The importance of l i g h t - d e n s i t y branch l i n e s and
the extent to w h i c h they m i g h t be abandoned.

• The method and extent of f i n a n c i a l support for
the n e w l y reorganized r a i l r o a d industry in the
region.

• F i n a l l y , the o r g a n i z a t i o n a l and f i n a n c i a l pro-
grams that m i g h t be undertaken to achieve oper-
a t i n g economies or reduce other costs, w h i c h are
dealt w i t h p r i m a r i l y i n the supplementary report.

W h i l e t h i s is by no means an exhaustive l i s t of the issues
r e q u i r i n g resolution, they are the ones most relevant to
current Congressional considerations. The first two are
discussed in t h i s section, the latter two in the f o l l o w i n g
sect ion.

System Structure

W h i l e the act e s t a b l i s h e d the Consolidated R a i l Cor-
poration (ConRail), it gave USRA the duty to d e f i n e the

5. A two-volume P r e l i m i n a r y System P l a n also was issued
by USRA on February 26, 1975, and a SuppIement in May,
1975.
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scope of the r a i I system over w h i c h C o n R a i I w o u l d assume
r e s p o n s i b i l i t y . The FSP proposes a C o n R a i I system that
w o u l d consist of about 15,000 of the a p p r o x i m a t e l y 25,000
route mi les operated by the carriers in reorganization.
Major Penn Central routes w o u l d be i n c l u d e d , a l o n g w i t h
m a i n l i n e s formerly operated by the Centra! R a i l r o a d of
New Jersey, the L e h i g h V a I ley, the L e h i g h and Hudson
R i v e r , the P e n n s y l v a n i a - R e a d i n g Seashore Lines, and
s m a l l e r portions of the Ann Arbor, the E r i e Lackawanna,
and the R e a d i n g . Thus, the proposed system gives the
for-profit C o n R a i I the major role in the reorganization,
b a s i c a l l y opting to preserve the private enterprise char-
acter of r a i l r o a d a c t i v i t i e s .

Agreement has been reached w i t h the Chessie System
(Chesapeake and O h i o R a i l w a y , Baltimore and O h i o Ra i I -
road, and the Western M a r y l a n d R a i l w a y ) , a solvent r a i l -
road in the region, to transfer to it from the bankrupt
estates about 2,000 route m i l e s , i n c l u d i n g s u b s t a n t i a l
portions of the E r i e Lackawanna and R e a d i n g r a i l r o a d s .
The a c q u i s i t i o n p r i c e has been set at $54.5 m i l l i o n . The
agreement is conditional upon Congressional action, p r i -
mari l y to a f f i r m the adequacy of the negotiated price
and to i n d e m n i f y Chessie against later court judgements
r e g a r d i n g the fairness of the price.

These transfers to Chessie were proposed p r i m a r i l y
in response to the act's goal of preserving competition.
They w o u l d retain at least two competitive r a i l services
to major markets such as P h i l a d e l p h i a and New York, where
traffic was judged to be s u f f i c i e n t to permit such com-
petition. Otherwise, the consolidation of seven existing
r a i l r o a d s into a s i n g l e network supported by federal
funds w o u l d leave l i t t l e or no r a i l - v e r s u s - r a i l competi-
tion in most northern markets, and no private r a i l r o a d
w i t h w h i c h to compare ConRai I operations.

The Norfolk and Western R a i l r o a d (N&W) w o u l d continue
in its present c o n f i g u r a t i o n and remain a l e a d i n g carrier
of coal from West V i r g i n i a , but USRA was u n a b l e to reach
agreement w i t h the N&W r e g a r d i n g a proposed a c q u i s i t i o n
of Erie Lackawanna trackage. However, the Chessie Sys-
tem since has agreed c o n d i t i o n a l l y to a c q u i r e t h i s track-
age as wel I . Other smaI l - s c a l e transfers were proposed
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to the N&W, the Delaware and Hudson, and the Southern
R a i I way.

Alternative Structures

Several a l t e r n a t i v e structures to USRA's preferred
p l a n received c o n s i d e r a b l e attention] two appear to
remain as options that could s t i l l be implemented:

• A "Unified ConRail" structure that would con-
solidate a I I the bankrupt carriers in the region,
without transfers to other solvent carriers. T h i s
a l ternative would create a mammoth system w i t h
v i r t u a l r a i l monopoly in many major Eastern c i t i e s ,
U n i f i e d C o n R a i l represents USRA's second option
if the c o n d i t i o n a l agreement for the Chessie
purchase cannot be f i n a l i z e d .

• The l i q u i d a t i o n of the bankrupt properties v i a a
a "controlled transfer." Controlled transfer, par-
t i c u l a r l y transfer to solvent carriers outside
the Northeast, has attracted c o n s i d e r a b l e support,
e s p e c i a l l y w i t h i n the A d m i n i s t r a t i o n and Depart-
ment of Transportation (DOT), but none of the
solvent r a i l r o a d s has s i g n i f i e d Interest In this
proposal. Proponents of controlled transfer

6. Many other structures for the eastern r a i l system have
proponents and have been evaluated by USRA. For example,
RSPO strongly advocated two p u b l i c l y supported carriers,
the first p r i m a r i I y a restructured Penn Central, the other
u s u a l l y i d e n t i f i e d a s M i d - A t l a n t i c R a i l Corporation/Erie
Lackawanna (MARC/EL). USRA determined that two govern-
ment-funded systems in competition were neither d e s i r a b l e
nor necessary, and that the MARC/EL system w o u l d Inher-
ently possess l i m i t e d o n - l i n e service c a p a b i l i t y and
market penetration.

64-302 0 - 7 6 - 4
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b e l i e v e that it would reduce the risk that
government a i d w o u l d lead to n a t i o n a l i z a t i o n ,
that it w o u l d enhance the importance of the p r i -
vate market, and that it w o u l d e n a b l e more sig-
n i f i c a n t restructuring of the r a i l industry to-
ward transcontinental operations.

Future evolutionary changes in the regional and n a t i o n a l
r a i l system may occur in response to market conditions,
and are dealt w i t h in p e n d i n g l e g i s l a t i o n . For example,
the FSP proposes amendments to the act that would a l l o w
the r a i l system to be adjusted, after it is conveyed
to C o n R a i l ; such adjustments could i n c l u d e transfers.

Discussion

The system structure d e l i n e a t e d in the USRA p l a n
determines the r e l a t i v e scale of government-supported
operations versus the r e m a i n i n g p r i v a t e l y operated sys-
tem, the degrees of railroad competition and monopoly
w i t h i n the Eastern District, and the total size of the
rai Iroad system to be operated. Any structure w o u l d
represent some compromise among the act's c o n f l i c t i n g
goals; the FSP is no exception.

The FSP reflects two general USRA positions. First,
USRA accepted the general p o l i c y goal of r e t a i n i n g and
promoting rai I-versus-rai I competition, and thus tended
to favor transfers to solvent carriers over the U n i f i e d
ConRail solution. The f a i l u r e of the Penn Central in
1970 undermined faith in the economic v i a b i l i t y of large
monopoly carriers. It was felt that a s t i l l larger
r a i l r o a d , supported by federal funds and exempt from
other r a i l competition, could become a high-cost, h i g h -
rate, and low-qual ity system, and that I ittIe or no
effective cost control w o u l d be p o s s i b l e . Therefore,
effective raiI-versus-raiI competition was preserved
in key markets. In fact, many critics felt even the
proposed system, much less a larger one, w o u l d be too
large to be managed effectively. The counter-arguments
focused on potential economies of traffic c o n s o l i d a t i o n
and e l i m i n a t i o n of d u p l i c a t e m a i n l i n e s that would be made
p o s s i b l e by incorporating everything into a s i n g l e system
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The larger U n i f i e d C o n R a i l appears to require broader
i n i t i a l p u b l i c f i n a n c i a l support, p r i m a r i l y t o r e h a b i l i -
tate more ra1 I road; however, that support e v e n t u a l l y
w o u l d be offset by greater p r o f i t a b i l i t y if operating
improvements are achieved.

Second, controlled transfer was judged to be im-
pr a c t i c a l , p a r t i c u l a r l y i n l i g h t o f the d i f f i c u I t i e s
encountered by USRA in negotiating transfers with Chessie
and N&W. Those who favor c o n t r o l l e d transfer a n t i c i p a t e
gain s from end-to-end mergers that w o u l d h e l p solve rai I-
road operating problems and promote technical innovation.^
Such mergers w o u l d offer the p o t e n t i a l to bypass yards,
to reduce time-consuming interchanges of e q u i p m e n t , and
to e l i m i n a t e other areas of interface between m u l t i p l e
s m a l l carriers. A recent review for the Office of
Technology Assessment suggests p o s s i b l e i n d u s t r y - w i d e
benefits of up to $300 m i l l i o n from "ideal" restructuring,
but concludes that the role of mergers in i m p r o v i n g
operations g e n e r a l l y is cloudy. In p a r t i c u l a r , there is
very l i t t l e transcontinental traffic from w h i c h to real-
ize benefits from end-to-end mergers.^

The immediate problems of deteriorating r a i l f a c i l i -
ties and i m m i n e n t l i q u i d a t i o n , c o u p l e d w i t h the act's leg-
i s l a t i v e mandates, required an immediate s o l u t i o n . Time
was i n s u f f i c i e n t for extensive and inherently indeter-
mi n a t e negotiations w i t h many solvent carriers, particu-
l a r l y those outside the region. Further, the interest of
western carriers in taking on the special railroad prob-
lems w i t h i n the region has not been e s t a b l i s h e d and is
not evident. The eastern carriers have problems of

7. End-to-end mergers are mergers of n o n p a r a l l e l r a i l -
road I i nes.

8. "The Impact of Selected L e g i s l a t i v e Options on the
Solvent Railroads," Draft Copy, October 27, 1975, pre-
pared for the Office of Technology Assessment, U.S.
Congress, by H a r b r i d g e House, Inc.
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s p r a w l i n g urban terminals, and of extensive commuter
and AmtraK intercity passenger operations. Trans-
fers also w o u l d necessarily reduce the scale of the
resulting system, since solvent carriers are u n l i k e l y
v o l u n t a r i l y to absorb l i g h t - d e n s i t y l i n e s in poor condi-
tion, whereas Congress has shown an i n c l i n a t i o n to pre-
serve such l i n e s , Future f l e x i b i l i t y w o u l d be retained
if Congress accepted the FSP recommendation to provide
contingency funds for future mergers and consolidations.

Light-Density Li nes

The p l a n does not i n c l u d e , and thereby recommends
for potential abandonment or subsidy about 5,800 m i l e s
of r a i l r o a d now in service and an a d d i t i o n a l 1,200 m i l e s
not in service, The p l a n notes that these l i n e s carried
o n l y about 2,2 percent of a l l freight carried in 1973
by the railroads in reorganization, so that the restruc-
tured system w o u l d serve 97.8 percent of the freight
currently carried, even though almost 23 percent of the
e x i s t i n g route-mMei w o u l d be excluded.

USRA concluded, that continued operation of the un-
p r o f i t a b l e , l i g h t - d e n s i t y l i n e s was not consistent with
tht goal of creating a f i n a n c i a l l y self-sustaining r a i l
system.

The act recognizes that there w o u l d be situations
where service w o u l d not be deemed profitable, but at
the same time Important to the l o c a l i t y or state.
Mechanism! were I n c l u d e d t© continue service w i t h fed-
eral funds to supplement §tate and local contributions
on a 70/3,0 s h a r i n g b a i l s , Author! zatloni appear to be
adequate, but e l i g i b i l i t y requires state and l © e a i i n i -
t i a t i v e and p a r t i c i p a t i o n , w h i c h ha§ been d i f f i c u l t t©
achieve, UIRA h§§ pr©p©§ed that Q © n R a i l ©perite any
§§etl©n§ ©f l i g h t - d e n s i t y l i n e § that are brought int©
the §ub§ f d. i zed. §§rviee continuation program, iut has not
pr©p©§id t© i n c l u d e , the l i n e s , in th§ c § n R a i l iy§tem,



21

A Iternat i ves

Three basic alternatives for light-density l i n e s
have emerged:

• Provide heavier s u b s i d i e s for several years.
For exampIe, Section 805 of the o m n i b u s R a i l -
road RevitaI ization and Regulatory Reform Act
of 1975, S. 2718, provides for a 100 percent
federal share over the first 12 months, d e c l i n i n g
by 10 percent in the f o l l o w i n g year. Several
other b i l l s also address this issue.

• Require i n c l u s i o n and/or operation of a l l l i n e s
i n s i d e the ConRail system, or at least return
abandonment proceedings to normal ICC j u r i s d i c t i o n

• Provide broader options for affected shippers,
such as defrayal of a d d i t i o n a l s h i p p i n g costs
where freight might be diverted to other modes
in l i e u o f r a i l service.

Pi scuss i on

No area of USRA p l a n n i n g generated more controversy
than the light-density branch l i n e s . It was clear that
not a l l interests could be satisfied: testimony of pub-
l i c witnesses at the hearings conducted by RSPO c l e a r l y
demonstrated heated opposition to USRA's proposals and
h i g h l i g h t e d the d i f f i c u l t y of b a l a n c i n g the act's con-
f I i ct i ng goaIs.

The losses from these l i n e s represent roughly o n l y
10 percent of o v e r a l l operating deficits. USRA identi-
fied overall operating deficits from these branch l i n e s
of $33 m i l l i o n a n n u a l l y for 1973 traffic and prices.
Updated USRA estimates based on 1976 revenue and cost
levels put the operating deficit for in-service lines at
$49 m i l l i o n . However, there appears to be l i t t l e hope
of the light-density services becoming p r o f i t a b l e in the
future. Further, USRA and its consultants questioned
whether the services are t r u l y essential. They have



22

suggested that their importance to local communities has
been overstated in many cases.

USRA's v i a b i l i t y test for l i g h t - d e n s i t y branch
l i n e s g e n e r a l l y excluded those that were not generating
traffic revenue sufficient to cover the cost of continued
service. A few technical problems hampered the a n a l y s i s
of such a large number of branch lines. Data were inade-
quate and the accounting practices of the railroads are
inconsistent. Where new data were revealed in p u b l i c
hearings or other sources, the a n a l y s i s was reviewed.

One controversial aspect of the profit test a p p l i e d
was USRA's inc l u s i o n of an annualized cost for maintain-
ing and r e h a b i l i t a t i n g track, a cost that cannot e a s i l y
be c a l c u l a t e d for operations at the margin. When RSPO
sought to identify actual expenditures, it often found
that no recent maintenance or r e h a b i l i t a t i o n costs had
been incurred, i m p l y i n g lower actual costs. However,
USRA has argued that the condition of most branch l i n e
trackage is very poor and w o u l d require r e h a b i l i t a t i o n
soon, so that decisions regarding the future of these
l i n e s s h o u l d incorporate r e h a b i l i t a t i o n costs.

A p o l i c y of complete federal subsidy would raise
questions regarding the incentives for the local or state
bodies to i d e n t i f y w i s e l y services for continuation.
Further, it w o u l d not resolve some structural problems
resulting from the operation of l i g h t - d e n s i t y l i n e s ,
i n c l u d i n g the requirement to continue separable-car
r a i l r o a d i n g to service small-volume shipments. Where
service continuation is contemplated, Congress could
consider alternatives such as s u b s i d i e s to defray h i g h e r
rates v i a truck or assistance to relocate adversely
affected industries before becoming committed to long-
range support of s u b m a r g i n a l r a i l services. R a i l service
need not be continued with federal support if other alter-
natives could be provided at less overall cost.
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F I N A N C I A L A I D BY THE FEDERAL GOVERNMENT

The USRA p l a n c a l l s for the federal government to
invest $1.84 b i l l i o n in C o n R a i l through the purchase of
debentures and preferred stock; it also proposed that an
a d d i t i o n a l $250 m i l l i o n be made a v a i l a b l e for contingency
purposes. The p l a n recommends that the federal government
invest in C o n R a i l securities, rather than s i m p l y guarantee
private loans, in order to provide ConRail w i t h the f l e x i -
bi I i t y to defer cash interest payments in the early years
w h i l e r e t a i n i n g the private-enterprise character of the
proposaI.

USRA anticipates that t h i s federal investment of
$1.84 b i l l i o n ($2.1 b i l l i o n i f contingencies a r e used)
w o u l d be r e p a i d , w i t h interest, since the funds w o u l d be
used to finance property r e h a b i l i t a t i o n and service
improvements that are projected to result in a successful
income-based reorganization of the r a i l properties. How-
ever, future repayment of both p r i n c i p a l and interest does
h i n g e on the e a r n i n g power of C o n R a i l , w h i c h would compete
w i t h p r i v a t e l y financed r a i l r o a d s as w e l l as other trans-
portation modes.

This section discusses USRA projections for ConRail
operations, then o u t l i n e s the projected federal outlays,
i n c l u d i n g federal assumption of other r a i l - r e l a t e d costs
in a d d i t i o n to direct support of ConRail. F i n a l l y , it
discusses several potential variations from the USRA
scenario that could s u b s t a n t i a l l y increase the Federal
f i n a n c i a l commitment.

Direct Costs of ConRail Operations

H i g h l i g h t s of USRA's projected income statement for
ConRail for 1976 to 1985 are presented in Table I I I . As
compared to deficits since 1967, net revenues from r a i l w a y
operations are expected to be positive in 1976, the first
year after consolidation, and to increase steadily
thereafter, as shown in the table. (The ConRail pro-
jections are based on accounting procedures that differ



Table III

CONRAIL PRO FORMA STATEMENTS OF NET INCOME (LOSS):
SELECTED ITEMS

(Millions of inflated dollars)

Years Ending December 51

It 1976 1977 1978 1979 1980 1981 1982 1985 1984 1985

Net railway operating
revenues 222 585 516 652 885 995 1,152 1,258 1,590 1,520

Income (loss) before income
tax expense and
extraordinary items (552) (220) (79) 56 259 554 415 475 544 597

Net income (loss) $(552) $(220) $(79) $56 $259 $554 $415 $545 $554 $597

Source: USRA, Final System Plan, Volume I, p. 51.
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from the standard railroad accounting used by its
predecessors.) Income before income taxes and extraor-
dinary items Is projected to turn positive in 1979, as
is net income adjusted for those items. Thus, USRA
projects a p r o f i t a b l e operation in the fourth year of
consolidated operations, with profits amounting to $597
m i l l i o n a n n u a l l y b y 1985 (in i n f l a t e d dollars). A l t h o u g h
ConRail would show a c u m u l a t i v e loss of $336 m i l l i o n in
net income over the first f i v e years, after ten years
aggregate after-tax profits of $1.53 b i l l i o n are projected,

The early d e f i c i t s would be supported by cash i n f l o w s
from federal purchase of ConRail debentures and preferred
stock, representing es s e n t i a l l y a federal Investment In
the corporation, and, i f necessary, deferral of cash
interest payments. The direct cash needs from the federal
government e x c l u d i n g $250 m i l l i o n in contingency funds
total just over $1.84 b i l l i o n , as projected in the C o n R a i l
income statements. The profits in later years would then
be used to pay accumulated interest and g r a d u a l l y to
retire or redeem the federally held securities. Repay-
ments are projected to total over $7.5 b i l l i o n , returning
p r i n c i p a l and interest at about 7.5 percent on the direct
cash invested.

As shown in Table IV, cgs,h needs for calendar year
1976 w o u l d be $698 m i l l i o n gnd w o u l d d e c l i n e to $74
m i l l i o n i n 1980, Tab|@ IV also shows USRA estimates of
these cash needs by fiscal year! $465 m i l l i o n for 1976
( i n c l u d i n g the transition quarter) ind $515 m i l l i o n for
1977, then a gradual d e c l i n e to I98Q, Some of the- contin-
gencies could be needed early to cover start-up needs for
working c a p i t a l er delays. In c o l l e c t i n g accounts recelvabh
Anticipated appropriatloni of $600-700 m i l l i o n through
the transition quarter e n d i n g September 30, 1976, ire
larger than projected, deficits In recognition of these po-
tential §tart=up needs,



TABLE IV

DIRECT FEDERAL EXPENDITURES TO IMPLEMENT THE FINAL SYSTEM PLAN1

(Millions of Dollars)

Year 1976 1977 1978 1979 1980 Five-Year
Total

Calendar Year:

USRA Purchases of

ConRail Securities2

7.5% Debentures 698 302

Series A Preferred ... 2Q3 28? 2J? ?4

TOTAL DIRECT FUNDS 698 505 287 277 74 1,841

Fiscal Year Needs:

USRA Estimate3 4654 515 400 345 125 1,850

Direct ConRail needs under USRA assumptions; does not include Federal assumption
of other rail-related expenditures, from which ConRail could benefit.

2USRA estimates, FSP, Volume I, pp. 55.

^Does not include allocation of $250 million in contingency funds requested for USRA.

4Includes the transition quarter to new fiscal year beginning Oct. 1, 1976.

Sources: USRA, FSP, and USRA staff estimates.
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Achievement of the Projections

A major turnaround from deficit to profit is required
to achieve the USRA projections of ConRail operating
results shown in Table I I I . Expressed in 1973 dollars,
reconciliation of the 1985 income statement with actual
1973 levels i m p l i e s a turnaround in ConRail net income
of $516 m i l l i o n . This improvement includes increased
operating revenues amounting to $325 m i l l i o n and a
reduction in expenses by 1985 of $191 m i l l i o n .

The revenue improvement of $325 m i l l i o n consists of:

• Increases in volume/mix of $242 m i l l i o n from
basic traffic growth.

• Selective rate increases of $53 m i l l i o n ,
p r i m a r i l y a p p l i e d to specific commodities and
services judged to be noncompensatory at the
present time.

• Traffic diversions to ConRail of $30 m i l l i o n .

Basic traffic growth accounts for most of the
projected ConRai I revenue increase when stated in
constant 1973 dollars. Real revenues are expected to
d e c l i n e u n t i l I960 or 1981, due p r i m a r i l y to the s l u g g i s h
traffic resulting from the current recession and a s m a l l
downturn or mini-recession in 1978, forecast by an USRA
contractor. Projections by other groups do not i n c l u d e
this mini-recession, however, so the traffic forecast
may prove conservative.'0 After that time, USRA

9. USRA, F i n a l System Plan, Volume I, pp. 74 & 75.

10. Two prominent projections of economic activity, those
of Data Resources, Inc., and Wharton Econometric Fore-
casting Associates, do not reflect the s m a l l recession in
1978 which was forecast for USRA by Chase Econometrics
Associated, Inc.
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contractors forecast a reversal to an upward trend in
traffic revenues, i n c l u d i n g a sharp increase in coal
traffic. Coal represents 62 percent of the projected
Increase in tonnage, though it represents a s m a l l e r
proportion of the projected revenue increase. Piggyback
traffic, truck t r a i l e r s moving by r a i l flatcar, is
expected to result in about 15 percent of projected
revenue growth.

The importance of coal warrants closer attention.
Coal production and transport projections are closely
related to domestic energy problems. Numerous studies
jhave forecast different levels of national demand. The
projections used by USRA are r e l a t i v e l y conservative,
being lower than the "Business as Usual" forecast under
Project l n d e p e n d e n c e . i l On the other hand, coal traffic
growth could be constrained below the l e v e l projected by
USRA by a reluctance of u t i l i t i e s to enter long-term
contracts for coal because they may convert to methods
that would not require coal transportation, that w o u l d
transport it by other modes, or that w o u l d convert coal
to synthetic f u e l . Further, C o n R a i l does not serve areas
west of the M i s s i s s i p p i River where the majority of coal
reserves are located.

The selective rate increases forecast by USRA,
w h i c h w o u l d produce about 16 percent of the revenue in-
crease, w o u l d be a p p l i e d to the charge for transit p r i v i -
leges, as w e l I as charges for major commodities such as
farm products, p u l p and paper, and waste and scrap. The
assumption that selective rate increases can be imposed
may be optimistic, since current rate regulation by the
ICC has tended more toward approval of across-the-board
changes, making selective increases very hard to accom-
p l i s h . However, one of the purposes of the o m n i b u s r a i l
bi I I agreed to by the House and Senate is to "permit
r a i l r o a d s greater freedom to price their services in

USRA, F i n a l System Plan, Volume I, pp. 74-75.
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competitive markets."'^

The f i n a l revenue item, traffic d i v e r s i o n , w o u l d
a p p l y to traffic now o r i g i n a t i n g or t e r m i n a t i n g on the
L e h i g h V a l l e y or Central of New Jersey but not now moving
v i a Penn Central. Traffic d i v e r s i o n i m p l i e s that ConRai I
would be a b l e to s e l l shippers longer routings for
traffic. However, ConRail would have to offer preferred-
q u a l i t y service to achieve this d i v e r s i o n .

The r e m a i n i n g improvements in 1985 are projected to
be realized by a reduction in expenses amounting to $191
m i l l i o n (1973 dollars). There w o u l d be a number of
increases in expenses, p a r t i c u l a r l y in maintenance-of-way
and maintenance-of-equipment accounts, but these w o u l d be
offset by substantial reductions in fixed charges and
transportation expenses. The latter reductions alone
account for $147 m i l l i o n of the projected improvement of
$191 m i l l i o n in 1985. These savings would result from
improved car h a n d l i n g systems, coordinated and consolidated
operations, r e h a b i l i t a t i o n of f a c i l i t i e s , and improved
management. S p e c i f i c a l l y , car u t i l i z a t i o n is projected
to improve by 28 percent; yard operating expenses are
expected to d e c l i n e by 8 percent, p r i m a r i l y from better
blocking; and yard r e h a b i l i t a t i o n is expected to y i e l d a
further 6 percent reduction in yard expenses.'3

If ConRail operating expenses were no higher than
the average Class I railroad, these reduced costs could
be accomplished; however, major improvement would be
required to achieve that level. The bankrupt railroads

12. Section 1 0 1 , S. 2718, the Railroad RevitaI ization
and Regulatory Reform Act of 1975.

13. USRA, FSP, p. 79.
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have been s i g n i f i c a n t l y less efficient than Class I r a i l -
roads in the past, showing a 1973 operating ratio
(operating expenses over revenues) of 83.3 versus a
Class I average of 79.4. The bankrupt railroads have
experienced freight expenses per thousand gross ton-miles
that were 26 percent higher than the average Class I
railroad. The FSP notes that a delayed and/or partial
realization of these improvements in operating efficiency
might increase the required level of government f i n a n c i a l
support by as much as $1 b i l l i o n .

Interest Considerations

The private-market aspects of the reorganization
funding deserve consideration. Whenever government funds
are provided to a program v i a federal borrowing by the
Treasury or Federal F i n a n c i n g Bank, federal outlays for
interest are increased. These interest payments are not
g e n e r a l l y associated with program costs, though they
might be considered i m p l i c i t costs.

The FSP proposes federal purchase of ConRail
securities on which interest and d i v i d e n d s would be
earned for the Treasury, thereby offsetting the i m p l i e d
federal outlays for interest. Since C o n R a i l w i l l be
u n a b l e to pay cash interest, Series A preferred shares
would be issued by ConRail in l i e u of cash interest and
d i v i d e n d s in the early years. These " i n - l i e u " shares
would not be in themselves federal expenditures on behalf
of C o n R a i l , but w o u l d be i m p l i c i t interest payments on
federal debt. The amount of deferral, as measured by the
face or redemption value of outstanding Series A shares
issued in l i e u of d i v i d e n d s and interest, is projected to
total $510 m i l l i o n at the end of I960.

The omnibus r a i l b i l l agreed to by the House and
Senate w o u l d e l i m i n a t e the issue of " i n - l i e u " shares and
not require C o n R a i l to pay interest and d i v i d e n d s except
as cash earnings are a v a i l a b l e . This would avoid the
b u i l d - u p of a heavy debt burden and increase the possi-
b i l i t y of an income-based reorganization. Even so,
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the proposed f i n a n c i n g is different from a grant, since
positive earnings w o u l d generate federal receipts.

Sensitivity of Projections

In summary, the basic five-year federal cash require-
ments for C o n R a i l are a m i n i m u m of $1.84 b i l l i o n . T h is
is the USRA base-case projection. E v a l u a t i o n s of the
USRA f i n a n c i a l projections carried out for the Trans-
portation Subcommittees of the House and Senate Commerce
Committees, however, indicate that the risk of shortfalls
in revenues and operating improvements far outweighs the
s m a l l u p s i d e profit potential and makes it l i k e l y that
the cash requirements w i l l b e higher. Three i l l u s t r a t i v e
p o s s i b i l i t i e s of p a r t i c u l a r interest are noted below.

• Among the various operating improvements
projected by USRA, improvement in freight car
u t i l i z a t i o n was the most severely questioned
by these evaluations. In fact, a shortfall
was b e l i e v e d to be probable. By itself such
a shortfall was estimated to increase the
federal cash costs of C o n R a i l by about $460
m i l l i o n to a total of $2.3 b i l l i o n over the
first five years, not i n c l u d i n g deferral of
interest payments.'4

14. Princeton University Transportation Program,
"Evaluation of the F i n a l System Plan's F i n a n c i a l
Analysis," September 15, 1975, prepared for the Sub-
committee on Interstate and Foreign Commerce, House of
Representatives, Section 4, pages 9, 13, and 14.
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If the package of delays and p a r t i a l r e a l i z a t i o n
of operating improvements examined by USRA were
realized, then ConRail's f u n d i n g requirements
would increase by about $1 b i l l i o n . ' 5 A d d i t i o n a l
expenses incurred as a result of these negative
factors are estimated to exceed the USRA-prejected
net income over the period, jeopardizing the con-
cept of an income-based reorganization.'"

Assuming that no improvements at a l l in operating
efficiency were achieved after 1976, the cash
needs were estimated to rise by $1.3 b i l l i o n to
$3.1 b i l l i o n . W h i l e t h i s outcome i s u n l i k e l y , i t
suggests an upper l i m i t of p o s s i b l e direct five-
year federal f i n a n c i n g costs for ConRail. If the
no-improvement situation persisted over a longer
period, the federal costs would grow r a p i d l y . '

15. USRA, FSP, p. 79.

16. Energy and Environmental A n a l y s i s , Inc., "The
F i n a n c i a l V i a b i l i t y of CONRAIL -- Review and A n a l y s i s , "
prepared for the Office of Technology Assessment, U.S.
Congress, at the request of the Subcommittee on Surface
Transportation, Committee on Commerce, U.S. Senate, p. 6

17. Princeton University's "Evaluation."
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Other Related Federal Expenditures

Several a d d i t i o n a l related federal expenditures,
both current and potential, support eastern railroads.
Most of these are not d i r e c t l y reflected in the above
projections of ConRai I cash needs. Some of the expen-
ditures w o u l d benefit ConRai I; these appear as receipts
in the projected income statement and are essential to
ConRai I's f i n a n c i a l success. S t i l l other related
expenditures are not s p e c i f i c a l l y associated with ConRai I
and would not benefit ConRaiI, but result from Con-
gressional action on other related programs. Related
items of both types are presented in Table V and i n c l u d e :

• Passenger operations, which would continue to
require federal support. USRA proposes that
ConRai I continue passenger operations on a
custodial basis, but the ConRai I income statement
anticipates that Amtrak and the local commuter
authorities w o u l d finance c a p i t a l projects,
working c a p i t a l needs, and total operating
deficits from their own resources. In order to
achieve break-even results on passenger
operations, USRA estimates a requirement for a
total of $699 m i l l i o n , through 1980 in inflated
d o l l a r s , over and above the level of reimburse-
ment p r e v a i l i n g in 1973.18 An estimated $384
m i l l i o n of the total relates to Amtrak oper-
ations and is i n c l u d e d in Table V. The
remaining $315 m i l l i o n for state and local
commuter services is not i n c l u d e d in Table V, but
m i g h t receive federal support in the event of an

18. Some revisions in Amtrak contracts have been made
w h i c h w o u l d increase current reimbursement and thus
decrease the a d d i t i o n a l amount needed, without changing
the totaI.



Table V

OTHER RELATED FEDERAL EXPENDITURES3

(Millions of Dollars)

Program Type

2
Passenger Service (intercity)

Diversion From Corridor
4

Labor Protection

Light Density Subsidy

Section 215 Maintenance

Section 213 Emergency Assistance

Calendar Year

1976 1977 1978 1979 1980

86 62 68 81 87

9 53 52 38 59

107 34 12 11 10

34 35

58

41

Five Year
Total

384

211

174

69

58

41

Does not include direct cash purchases of ConRail securities.

2Amtrak share of total (from USRA, FSP, p. 60) increment to existing shortfall estimated at 551.
Does not include Federal contribution to commuter increments.

•%SRA, FSP, p. 60. Does not include acquisition of route or trackage rights.

4USRA, FSP, p. 166. Does not exhaust $250 authorized.

5Includes Federal share of property return at $7 annually. Assumes two-year continuation at 70%
share. Based on FSP, p. 11, and USRA staff estimates.

60riginal authority of $300, less outlays to 9/30/75 of $105.5, less $72.5 for one-half commitments
outstanding to 3/1/76, less $64 to be included in ConRail debt structure.

Authorization of $282, less outlays to 9/30/75 of $199, less assumed outlay of $42 for remainder

of 1975= Requires supplemental appropriation.
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expanded r a i l program -- see Table VI below.
If ConRail were required to continue passenger
services without the assumed increase in the
subsidy, then receipts and net income would be
reduced, whether or not the amounts are justi-
f i a b l e as passenger expenses.'^ Expenditures
related to passenger service may be expected to
continue i n d e f i n i t e l y .

Upgrading of the Northeast Corridor passenger
services to truly high-speed operation, which
would involve major expenditures. This program
is referred to in the act, but it is not an
integral part of the reorganization scheme.
USRA d i d , however, base the ConRail freight
system on the accommodation of upgraded corridor
service. USRA assumed that two costs would be
defrayed by federal support: the purchase of
B&O right-of-way or payment for trackage rights
(amount subject to negotiation) in order to
separate freight from high-speed passenger
trains, and the net cost of d i v e r t i n g freight
traffic to that route. The latter cost is
estimated at $ 2 1 1 m i I I ion.20 These costs are
e n t i r e l y related to the Northeast Corridor program,
not the proposed reorganization.

19. The amount of j u s t i f i a b l e subsidy is quite contro-
v e r s i a l . A New Jersey Department of Transportation report
ent i11 e d , USRA Projection of S u b s i d y Payments to C o n R a i l
for Passenger Operations, suggests that passenger
expenses have been s i g n i f i c a n t l y overstated by USRA and
adequate compensation already exists.

20. Further costs to i m p l e m e n t improved Northeast Corri-
dor service are h i g h l y dependent on the decision as to
top operating speed and have been v a r i o u s l y estimated at
$1.5 to $3.0 b i l l i o n . In Section 206(2) (3) of the act,
Congress established the goal of improved passenger
service on the Northeast Corridor.
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Federal expenditures for labor protection, not
to exceed $250 mi I I ion, as authorized in
Section 509. This w o u l d i n c l u d e a l l o w a n c e s
for employee displacement, separation, and
moving expenses. USRA estimates that five-
year labor protection costs w o u l d total $174
m i l l i o n , 81 percent o f w h i c h w i l l b e incurred
in the first two years of operation. These
costs are p r i m a r i l y related to Congressional
action in Title V of the act, though existing
labor contracts would have required some pro-
tection costs as a result of the reorganization.
Thus ConRail would benefit m a r g i n a l l y from these
funds .

Light-density l i n e s that were not i n c l u d e d in
the C o n R a i l system. These are e l i g i b l e for
s u b s i d y under Section 402, w h i c h authorizes
$180 m i l l i o n ($90 m i l l i o n in each of two years)
and a federal share of 70 percent to subsidize
r a i l service continuation. I f a l l l i n e s i n
service were continued, the federal share should
be about $69 m i l l i o n for the first two years,
based on USRA figures for 1973 traffic and
operations and i n c l u d i n g payments as return to
the property holders.21 This figure does not
i n c l u d e r e h a b i l i t a t i o n of branch-Iines, nor
does it incorporate p o s s i b l e a c q u i s i t i o n by the
states under Section 403. If a l l in-service
b r a n c h - l i n e s were r e h a b i l i t a t e d and operated for
f i v e years, the total a d d i t i o n a l cash require-
ments should be about $316 m i l l i o n , of which a

21. Based on $38 m i l l i o n operating loss for first year
(FSP, p. I I ) , and $10 m i l l i o n property return (USRA staff).
Lines out of service d u r i n g the p l a n n i n g period are not
incorporated and w o u l d show proportionately h i g h e r cost.
S h o u l d i t become law, t h e o m n i b u s r a i l b i l l ( S . 2718) w o u l d
increase the federal share.
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70 percent share w o u l d amount to $221 m i I lion.^2
Revised estimates by -LJSRA staff, w h i c h reflect
estimated costs and revenues for 1976, are about
40 percent higher than the figures presented
here. These costs are not a c t u a l l y associated
with the proposed ConRail system; it appears
that they c o u l d be l a r g e l y avoided if the l i n e s
were abandoned. If ConRai I were required to
operate the l i n e s without s u b s i d y , net income
w o u l d be reduced commensurate Iy.

Payments to the bankrupt rai Iroads for emergency
assistance (provided under Section 213) and for
maintenance and improvement (provided under
Section 215). Section 213 authorized $282
m i l l i o n for DOT and Section 215 provided $300
m i l l i o n in USRA o b l i g a t i o n a l authority. These
funds have a l r e a d y been substantial ly spent or
committed, and are expected to be exhausted by
the time of conveyance of the bankrupt l i n e s to
C o n R a i l in early 1976. C a l e n d a r 1976 outlays
were ro u g h l y estimated to be $99 m i l l i o n , based
on the r e m a i n i n g authorizations as of September
30, 1975.23 These funds are c l o s e l y related to
the reorganization, e s s e n t i a l l y p r o v i d i n g for
operation and maintenance u n t i l the ConRail
start-up date.

22. An attempt is made here to estimate the i m p l i e d
federal share of 70 percent, i n c l u d i n g property returns
and/or a c q u i s i t i o n costs. Constructed from USRA ten-
year totaI, FSP, p. 78.

23. See Table V, Notes 6 and 7, for construction of the
amount. USRA has designated that $236 m i l l i o n of the
o b l i g a t i o n s incurred under Section 215 should be forgiven,
as provided for in the act, and this amount c o u l d appear
as a rail-related budget item in fiscal year 1976 if it
is brought on-budget, but no new expenditure w o u l d be
refIected.
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• S u b s t a n t i a l federal l i a b i l i t y in the event that
USRA projections prove overly optimistic and/or
the courts require a d d i t i o n a l compensation to the
bankrupt estates. These items are discussed in
the next section, but were not i n c l u d e d in
Tab I e V.

These other rail-related expenditures for 1976 to
I960 total $937 m i l l i o n , n e a r l y h a l f as much as the
$1.84 b i l l i o n in direct costs of C o n R a i l operations.
C o m b i n i n g these funds with the direct costs i n c l u d e d in
the previous section gives a five-year federal cost of
$2.78 b i l l i o n for general r a i l programs in the East. This
f i g u r e does not i n c l u d e a l l o w a n c e for a federal contribu-
tion to r a i l commuter costs (see Table V I ) , nor does it
i n c l u d e the contingency funds requested by the p l a n ($250
m i l l i o n ) , nor Northeast Corridor passenger service improve-
ments. Also, w h i l e the direct costs are projected to
terminate after f i v e years, many of the i n d i r e c t costs,
isuch as passenger s u b s i d i e s , w o u l d continue into the
i f u t u r e .

A l t e r n a t i v e Projections of Total Federal Expenditures

A large number of projections about the future
were required in order to construct the forecasts of
C o n R a i l revenues and expenses incorporated in the pro-
jected income statement. Such forecasts are i n h e r e n t l y
imprecise; only the course of future events can be the
f i n a l arbiter. However, a discussion of several cases
w i l l serve t o i l l u s t r a t e potential federal costs if
projections c r i t i c a l to C o n R a i l ' s f i n a n c i a l self-
sufficiency are not realized;

• A moderate shortfall in ConRail earnings
r e l a t i v e to USRA projections w o u l d b r i n g into
p l a y the contingency funds and uncommitted
authorizations, assuming such funds have been
authorized and appropriated, and would be f u l l y
u t i l i z e d . The funds a v a i l a b l e w o u l d i n c l u d e
the r e m a i n i n g authorization of $49 m i l l i o n
under labor protection (Section 509), USRA
contingency funds of $250 m i l l i o n , and possibly
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the requested DOT contingency fund of $400
m i l l i o n , assuming that Congress provides it and
DOT w o u l d choose to u t i l i z e it for t h i s purpose.
The r e s u l t i n g a d d i t i o n a l federal expense w o u l d
be $699 m i l l i o n over the five-year p e r i o d , as
shown i n Table V I .

An expanded program of federal support has been
approved by the Congress. Two areas i n c l u d e d are
s h a r i n g of the added state and l o c a l cost burden
for r a i l commuter services i m p l i e d by USRA pro-
jections and support of b r a n c h - l i n e continuation.
Numerous b i l l s on each were introduced in the
Congress to achieve p a r t i c u l a r r a i l service goals
without b u r d e n i n g C o n R a i l . T a b l e VI shows the
federal expense authorized by the o m n i b u s r a i l
b i l l for expanded programs covering commuter and
b r a n c h - l i n e operations. The total comes to $236
m i l l i o n , even though commuter support is proposed
o n l y through f i s c a l 1978. Both authorizations
are c o n s i d e r a b l y less than the five-year d e f i c i t
burden projected by USRA.

A fai l u r e by ConRai I to achieve the operational
improvements incorporated in USRA's projections
could result in the need for major a d d i t i o n s in
federal support. Such a f a i lure is in part
i m p l i c i t in the moderate s h o r t f a l l case, where
a l l contingency funds were assumed to be u t i l i z e d
An estimate was presented e a r l i e r of the
a d d i t i o n a l federal support that w o u l d be required
if improvements in car u t i l i z a t i o n were o n l y 14
percent instead of 28 percent as projected by
USRA. The added cost was $460 mi I 1 ion in new
federal cash, not i n c l u d i n g issuance of more



Table VI
SENSITIVITY OF FEDERAL EXPENDITURES TO ALTERNATIVE PROJECTIONS

(Millions of Dollars)

Five Year
Total

Basic ConRail

Direct Costs 1,841
Other Related Costs 937

Moderate Shortfall

Labor Protection Exhausted- 49
Contingency Funds Expended 650

Subtotal Additional Cost of Moderate Shortfall 699

Expanded Program Example

Commuter Service Funded 125
Branch Lines Funded m
Subtotal Additional Cost of Expanded Program 236

TOTAL For Both Alternatives 935

•^Allocates remainder of $250 authorized.
2
Assumes USRA contingencies of $250 and DOT'S $400 are needed in the first five years

Based on authorizations in the omnibus rail bill, S.2718. See Sections 805 and 808.
Commuter subsidies authorized only through fiscal 1978. Branch line figure is $180
less $69 already in Table V. USRA projects considerably higher five-year deficit
burdens for both services.
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" i n - l i e u " shares.24 T h i s f i g u r e compares
reasonably w i t h USRA's estimate of $1 b i l l i o n
in increased f u n d i n g requirements over ten years
(twice as long) under the assumption that many
of the projected improvements in operating
efficiency would not be f u l l y obtained.25

Other Federal L i a b i l i t i e s

Two other sources of federal l i a b i l i t y are even less
predictable than those discussed above: the certificates
of v a l u e , and the p o s s i b i l i t y of a d e f i c i e n c y judgment.
These costs are associated w i t h the conveyance of
properties to C o n R a i l as p r o v i d e d for by the act rather
than actual C o n R a i l operations.

The USRA p l a n c a l l s for compensating the creditors
of the bankrupt r a i l r o a d s ' estates based on the net
l i q u i d a t i o n v a l u e of the properties to be acquired by
C o n R a i l . The net l i q u i d a t i o n v a l u e for ConRail properties
was estimated to be $422 m i l l i o n , e x c l u d i n g Northeast
Corridor properties designated to Amtrak.26 In order to
insure that the estates of the bankrupt carriers receive
at least the $422 m i l l i o n evaluation designated by USRA,
the FSP stipulates issuance of certificates of v a l u e
redeemable by the government through USRA under certain
circumstances s h o u l d the C o n R a i l common stock f a i l to
represent fair and e q u i t a b l e consideration. Since

24. Princeton U n i v e r s i t y Transportation Program, " E v a l u -
ation of the F i n a l System Plan's F i n a n c i a l A n a l y s i s , "
Section 4, pages 9-14.

25. USRA, FSP, p. 79.

26. I n c l u s i o n of the net l i q u i d a t i o n v a l u e of Northeast
Corridor properties would add another $86 m i l l i o n .
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government guarantees w o u l d be attached to these certifi-
cates of v a l u e , a f a i l u r e of C o n R a i l earnings to
m a t e r i a l i z e at the projected l e v e l s w o u l d u l t i m a t e l y
require a d d i t i o n a l federal funds to redeem the certifi-
cates. If a l l o w e d to accrue interest unti I the
scheduled redemption date in 1987, the federal l i a b i l i t y
w o u l d grow to $1.05 b i l l i o n .

The USRA v a l u a t i o n process used to derive the $422
m i l l i o n f i g u r e i s controversial a n d w i l l u n d o u b t e d l y
be contested. The process incorporated several
assumptions that m i g h t be the subject of j u d i c i a l review,
The major assumptions were that:

• O b t a i n i n g the authority to dispose of the
assets w o u l d take time, and disposal could
not b e g i n u n t i l January I, 1979.

• Disposal i t s e l f w o u l d take time and w o u l d be
of s u f f i c i e n t m a g n i t u d e to depress prices for
the assets.

• The cost of l i q u i d a t i o n would be substantial
and s h o u l d be deducted from gross proceeds.

• F i n a l l y , that the net proceeds to be realized
in the future s h o u l d be discounted back to
January I, 1976, using a discount rate of 15
percent on real estate, and 12 percent on other
assets.

It seems l i k e l y that this v a l u a t i o n is a bare m i n i -
mum and that it c o u l d be increased when reviewed by
the courts, even though the approach is a f f i r m e d by the
o m n i b u s r a i l b i l l . A judgment against ConRail on narrow
grounds concerning the d e t a i l s of the c a l c u l a t i o n , such
as the l i q u i d a t i o n costs or the discount rate used,
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c o u l d raise the v a l u a t i o n c o n s i d e r a b l y . For example, if
the assumed l i q u i d a t i o n costs were reduced by one-half
and a uniform discount rate of 10 percent were used, the
r e s u l t i n g v a l u a t i o n w o u l d r o u g h l y d o u b l e to $856
mi I I i on.27

On the other hand, if the USRA approach were
rejected entirely, a very large judgment could result.
For example, the Penn Central trustees have recently
suggested a going-concern e v a l u a t i o n of r o u g h l y $7.4
b i l l i o n , and a bare m i n i m u m of $3.5 b i l l i o n as l i q u i -
dation v a l u e . The First N a t i o n a l City Bank suggests a
f i g u r e of $4 b i l l i o n to $8 b i l l i o n . ^ A judgment in
this range coupled with no operating improvements at a l l
co u l d push total costs into the $8 b i l l i o n to $12 b i l l i o n
range. If the courts were to r u l e for reproduction
costs of the properties in question, the federal l i a b i l i t y
in a d e f i c i e n c y judgment c o u l d go even h i g h e r . The
government w o u l d also be asked to assume l i a b i l i t y for
d e f i c i e n c y judgments on properties to be transferred to
other r a i l r o a d s , p r i m a r i l y the Chessie System.

27. CBO staff c a l c u l a t i o n , based on USRA, FSP, p. 155.

28. First National City Bank, "A C a p i t a l Markets
A n a l y s i s of the F i n a l System P l a n as Proposed by the
United States R a i l w a y Association," statement by John
W. Ingraham before the Transportation Subcommittees,
September, 1975, p. 38.
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TIMETABLE FOR CONGRESSIONAL ACTION

An unusual feature of the act stipulated that the
FSP would be deemed approved after 60 days of continuous
session unless disapproved by either chamber. The p l a n
was submitted on J u l y 26, and the 60-day period expired
on November 9. With almost no debate on its merits, the
USRA p l a n was therefore tacitly approved when neither
chamber passed a resolution of disapproval before the
d e a d l i n e . Since then, both the House and Senate have
passed an omnibus r a i l b i l l , in effect authorizing the
plan's implementation. The President has indicated he
wi I I veto the b i l l , however, p r i m a r i ly because of opposi-
tion to other t i t l e s in it. Regardless, a d d i t i o n a l legis-
lation is needed to appropriate funds for the purposes
authorized i n t h e omnibus b i l l .

Action by December 9

The designated transfers of bankrupt properties to
various railroads, e s p e c i a l l y the Chessie System, are
important to the system structure recommended by USRA,
e s p e c i a l l y because they ensure continued competition in
major r a i l markets and provide for the presence of a
solvent railroad against which to measure ConRail's per-
formance. The approval of the USRA p l a n established a
deadline of December 9, 1975 (or 30 days following approv-
al of the FSP), for the acceptance by solvent railroads of
designated transfers.29 This d e a d l i n e has of course
passed, bu t t h e pending r a i l b i l l would amend it t o f a l l
five days after enactment of the new b i l l .

USRA and the Chessie System reached conditional agree-
ment for the transfer of approximately 2,000 m i l e s from
the bankrupt estates to Chessie for a purchase price of
$54.5 m i l l i o n . The Chessie board of directors approved the

29. P.L. 93-236, Section 206(d)(4)
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agreement on November 17, but, as a condition of the
agreement insisted on protection or i n d e m n i f i c a t i o n
against additional acquisition costs that might be
imposed by a court judgment. The conditional agreement
obviated the need for ? mmed i ate Congressional action to
provide assurances to Chessie regarding protection
against deficiency judgments; however, the purchase
cannot be f i n a l l y completed u n t i l the assurances are
prov i ded.

Th e omnibus r a i l b i l l does provide this protection
against future court judgments for solvent railroads
and ConRail. The potential f i n a n c i a l exposure related
to solvent transfers is subject to j u d i c i a l determination,
but based on USRA's net l i q u i d a t i o n values it could add
about 10 percent to the ConRail exposure. However, if
the b i l l is vetoed or if other obstacles block Chessie's
participation, presumably that would convert the USRA
p l a n to the larger U n i f i e d ConRail system with its monop-
oly position in several major eastern markets. The same
r a i l l i n e s also would be i n c l u d e d in this alternate p l a n ,
so the risk of a deficiency judgment would revert to the
government regardless. According to USRA, the larger
system would also require larger i n i t i a l five-year funding
of $2.03 b i l l i o n , versus the $1.84 b i l l i o n for the basic
system. W h i l e offering the potential for higher earnings
in the future, much raiI-versus-raiI competition in the
East would be eliminated, and the potential losses would
be greater if projected operating improvements are not
ach i eved.

Action by February 7 (or March I I )

The current timetable requires the submission by
February 7, 1976, of the FSP to a special court established
pursuant to Section 209 of the act, and, more importantly,
certification of "the amount, terms, and v a l u e of the
securities of the corporation ( i n c l u d i n g any obligations
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of the Association [USRAH), to be exchanged."30 The
pending r a i l l e g i s l a t i o n provides for a time extension to
not later than March II at USRA's option. The funding
authorized by the o r i g i n a l reorganization act is inade-
quate for f u l l realization of the p l a n and might lead the
court to question the adequacy of the v a l u e of ConRail
securities.3' Therefore, the conveyance of r a i l proper-
ties to ConRail and the solvent railroads could be delayed
or enjoined in the absence of further Congressional action,
thus increasing the l i k e l i h o o d of a deficiency l i a b i l i t y .

If the omnibus r a i l b i l l is vetoed and the veto is
sustained, Congress w i l l have to find an alternative
mechanism to amend the act in ways that are both e x p l i c i t
and i m p l i c i t in the USRA Plan, such as providing pro-
tection for Chessie, continuing jurisdiction for the
Special Court for review of system changes after convey-
ance to ConRail, and adjustment in the composition of
ConRail's board of directors. In a d d i t i o n , if the p l a n
is to be implemented, Congress w i l l need to authorize and
appropriate the funds required to make the p l a n opera-
t i o n a l , which was estimated above to i n c l u d e $1.84 b i l l i o n
in direct cash investment and $250 m i l l i o n in contingency
funds. Most of the a d d i t i o n a l related expenditures are
currently authorized.

F a i l u r e of the Congress and the A d m i n i s t r a t i o n to
reach agreement on implementation of the FSP (or some sub-
stitute) w i t h i n these time periods increases the l i k e l i -
hood that the special court would delay conveyance of pro-
perties to ConRail and the other solvent railroads involved
or would decide that the terms of exchange were not f a i r
and e q u i t a b l e to the bankrupt estates. Such a combination

30. P.L. 93-236, Section 209(c)(3).

31. Sections 210 and 2 1 1 of the reorganization act author-
ize loans of up to $1.0 b i l l i o n to ConRail by USRA and
provide guarantees for USRA o b l i g a t i o n s in that amount.
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of events h o l d s out the threat of trustee action l e a d i n g
to a cessation of r a i l freight service in the East. The
railroads' deficits could be argued to be an erosion of
creditors' assets; during the first six months of 1975, the
railroads recommended for consolidation experienced a com-
bined deficit in ordinary net income of over $300 m i l l i o n .
Therefore, the trustees would undoubtedly a p p l y to the
courts for relief or permission to cease operations.
Interim s u b s i d i e s would then be required for service
cont i nuat i on.

Current experience with emergency assistance under
Section 213 resulted in the expenditure of about $192
m i l l i o n , p l u s another $25 m i l l i o n i n interim r e h a b i l i t a -
tion funds under Section 215, over a period of about 18
months in order to preserve operations. Combined expen-
ditures for these programs in f i s c a l year 1976 are pro- |
jected to be $365 m i l l i o n , or approximately $1 m i l l i o n per
day, assuming that a l l funds currently authorized w i l l
be expended. Such expenditures probably could be expected
to be demanded i n d e f i n i t e l y by the trustees as long as j
operations were required by the government, and the
l e v e l w o u l d perhaps rise to provide for more maintenance
and r e h a b i l i t a t i o n of capital p l a n t as time passes, though
economic recovery provides some offset v i a increased
revenues.

A complete stoppage of r a i l service by the bankrupts
would also have important i m p l i c a t i o n s for federal expendi-
tures. The level of economic activity is certain to be
disrupted and depressed, at least in the short run, l e a d i n g
to increased levels of unemployment and increased expendi-
tures for assistance programs. Eight weeks after a Penn
Central stoppage, a reduction or economic activity in the
region on the order of 5 to 6 percent has been projected
by DOT, representing a $47 b i l l i o n loss in output (annual
rate, 1975 dollars). The estimates are q u i t e sensitive
to assumptions regarding the a v a i l a b i l i t y of excess capac-
ity in other railroads and other transportation modes;
a more recent update suggests a much s m a l l e r impact of
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about 0.5 percent on eastern output.-52 The reduced impact
estimate reflects excess transport capacity r e s u l t i n g from
the current recession and the reduced traffic share of
Penn Central. Both estimates assume that other railroads
and truckers couId absorb f a i r I y smoothly a considerable
redirection of traffic; the impact would tend to moderate
over time as adjustments are achieved.

In addition to its general impact on economic activ-
ity, a railroad shutdown i m p l i e s a diversion of freight
shipments to trucks, which would cause a major increase
in truck movements in the region. Such an increase has
two major impacts: first, a comparison of current freight
rates suggests considerably higher s h i p p i n g costs for the
region; second, increased trucking levels would have sub-
stantial impact on the level of highway construction and
maintenance required, and therefore on the level of highway
expenditures by a l l l e v e l s of government. i

The transfer to trucks i m p l i c i t from a r a i l shutdown
was estimated in a study for USRA, which covered the
diversion of intraregionaI shipments of II selected com-
modities in six major states.33 Diversion to truck was^
estimated to increase truck movement by 3.5 m i l l i o n vehicle
m i l e s and to increase traffic v i a tractor-trailer combina-
tions by 47 percent, with a 72 percent increase in Pennsyl-
vania. However, this would increase total traffic, in-
.cluding autos, by only 2 or 3 percent. Highway construc-
tion and maintenance requirements, and therefore expendi-
tures, would certainly Increase. Increased trucking would

32. Jack Faucett Associates, Inc., "Projected Impacts of
a Penn Central Railroad Work Stoppage: February, 1975",
submitted to U.S. Department of Transportation.

33. W i l b u r Smith and Associates, Economic Study of
Alternative Modes for R a i l Traffic and Their Costs:
F i n a l Report^January 15, 1975, prepared for USRA.
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also tend to require more fuel and produce more exhaust
emissions, although the impact varies considerably with
assumed local conditions.

Extending these estimates of traffic diversion to
intra-regionaI shipment of the II commodities across
the entire region, USRA has estimated that annual high-
way expenditures would increase by $170 m i l l i o n for
capital outlays and $129 m i l l i o n for maintenance expen-
ditures, i m p l y i n g a d d i t i o n a l 20-year highway needs of $5.8
b i l l i o n for the region.34 In addition, s h i p p i n g costs
were estimated to increase by approximately $800 m i l l i o n
a n n u a l l y , p a r t i c u l a r l y when traffic shifts from r a i l to
truck; these cost increases suggest the need at least for
transition-period assistance to shippers by the federal
government where r a i l service is withdrawn.

The Significance of the Plan

The USRA reorganization p l a n , if implemented and
successful, would m a i n t a i n the r a i l freight option for
most shippers. Since future scenarios about energy costs,
environmental protection, land use, and other factors
affecting the d e s i r a b i l i t y of various transport modes
are so uncertain, m a i n t a i n i n g system f l e x i b i l i t y could
prove very important. Thus, the USRA p l a n for ConRail,
or an alternative that could also result in profitable
reorganization of the bankrupt lines, would represent a
contribution toward this broad goal. However, even if
successful, this reorganization would not solve the longer-
term question about the appropriate transportation m i x for

b_i_d_. , and USRA Draft Memorandum to Members of Con-
Impact of Total Shutdown." Figures in 1975 d o l l a r s
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the region, nor deal with questions of regulatory reform
or improvements in the efficiency of operations. However,
l e g i s l a t i o n on several of these other matters is incor-
porated in the pending omnibus railroad b i l l .




