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NORTHEAST RAIL TRANSPORTATION 

THUBSDAY, MAY  10,  1073 

HOUSE OF REPHESENTAnvES, 
SUBCOMMITTEE ON TRANSPORTATION AND AERONAUTICS, 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to notice, in room 2322, 
Raybum House Office Building, Hon. Brock Adams, presiding [Hon. 
John Jarman, chairman]. 

Mr. ADAMS. The subcommittee will come to order for the continua- 
tion of the public hearings on the northeast railroad matter. 

We have remaining as a witness from yesterday, who was not 
heard and who will be the first witness this morning, Mr. Michael 
Walsh, vice president of the St. Regis Paper Co., accompanied by 
Mr. Joseph McGrath, vice president for Government AflFairs, National 
Forest Products Association, and Mr. Roy E. Olson, director of 
Transportation and Distribution, American Paper Institute. 

Is that correct? 
Mr. WALSH. That is right. 
Mr. ADAMS. Fine. 
You may proceed. 

STATEMENT IS BEHALF OF THE FOREST INDUSTRIES COUNCIL, 
PRESENTED BY MICHAEL J. WALSH, JR., VICE PRESIDENT, ST. 
REGIS PAPER CO. AND CHAIRMAN, TRANSPORTATION COMMIT- 
TEE, FOREST INDUSTRIES COUNCIL; ACCOMPANIED BY JOSEPH 
McGRATH, VICE PRESIDENT FOR GOVERNMENT AFFAIRS, NA- 
TIONAL FOREST PRODUCTS ASSOCIATION; AND ROY E. OLSON, 
DIRECTOR OF TRANSPORTATION AND DISTRIBUTION, AMERICAN 
PAPER INSTITUTE 

Mr. WALSH. Mr. Chairman and members of the subcommittee, 
my name is Michael J. Walsh, Jr. I am a vice president of the St. 
Regis Paper Co. of New York City and I appear here today as the 
chairman of the Transportation Committee on the Forest Industries 
Council. Appearing with me are Mr. Roy Olson, director of Trans- 
portation and Distribution for the American Paper Institute and Mr. 
Joseph B. McGrath, vice president for Government Affairs of the 
National Forest Products Association. 

We appreciate this opportunity to appear and to present the views 
of the Forest Industries Council on the northeastern railroad crisis 
which vitally affects our industry. The Council is a policy-coordinating 
body located in Washington, D.C, composed of organizations with 
nationwide interests in the growing, processing, production and mar- 
keting of wood and wood fiber forest products. 
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The term "forest products" includes fiber raw material from the 
forest—logs, pulpwood, chips, ground material for fuel. It also includes 
solid wood materials—lumber, plywood particleboard and the like. 
And it includes products made from woocl fiber, such as pulp, paper, 
paperboard, cartons, shipping containers and other items. 

The producing member organizations of the FIC all relate to one 
or more of these forest products. They are the American Paper 
Institute, American Plywood Association, American Pulpwood Asso- 
ciation, American Wood Council, the National Forest Products 
Association, Southern Forest Products Association, and Western 
Wood Products Association. The NFPA is a federation of 25 regional 
species and product organizations in the solid wood products industry. 

The FIC coordinates policjy on national issues for thousands of 
member firms. In the paper mdustry, we represent 700 mills of all 
sizes, and in lumber, plywood and other wood products we represent 
over 2,500 mills. The forest products industry is one of the largest 
employers of manufacturing labor in the United States. It is without 
question one of the Nation's largest users of rail service—if not the 
largest—both in tonnage and in dollars. Paper and wood products 
together generate some $2 bUlion annually in rail freight revenue— 
more than 15 percent of the total. 

We estimate that about 86 percent of the total mill volume of the 
paper industry goes by rail. In the solid wood products industries, 
roughly 78 percent of all lumber, plywood and other wood products is 
shipped by railroad. We are responsible for about 3}^ million carload 
shipments a year of wood fiber products, and this does not include the 
inbound shipments of chemicals, et cetera, used in processing wood 
fiber. Collectively, as shippers, we represent the largest single source 
of revenue to the railroads in the United States. 

On the eastern railroads, which are the ones dependent most directly 
on the solution of the northeast crisis, shipment data for forest prod- 
ucts in the year 1970 show an equally great involvement as shown by 
the following: 

Revenue (reight originated Revenue freight 

Carloads 

ermlnated 

Carloads Tons Tons 

Pulp, paper and allied products  370,299 
154,655 

n, 048,741 
6,549,096 

621,971 
415,222 

23,969,249 
Lumbar and wood products, except furniture... 16,640,936 

ToUl  524,954 17,597,837 1,037.193 40,610,185 

In terms of revenue, these shipments totaled over $365 million to 
the eastern carriers. This represents almost 9 percent of their total 
revenue in 1970 of $4,139 billion. These figures do not include the 
incoming chemical and other raw materials used in the manufacture* 
of paper and its allied products. 

A   GENERAL   APPRAISAL 

It seems apparent that legislation will be needed by mid-June to 
keep the bankrupt rail lines in the Northeast in operation following 
July 2, 1973, the deadline for court-ordered liquidation proposals. 
We therefore urge the Congress to act as promptly as possible on the 
proposals now pending on this matter. 
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SUPPORT FOE THE DOT PLAN 

We believe the plan proposed in the report of the Department of 
Transportation, with certain amendments, provides the most practical 
solution for the bankrupt lines. In our opinion, it also offers to the 
courts, to creditors, to labor and to all others involved a means to 
resolve disputes and to negotiate issues toward mutually acceptable 
settlements. 

We therefore support the DOT plan, with some very necessary 
amendments as outlined in the body of this statement. It seems to be 
the better of the possible alternatives. Furthermore, we beUeve it is 
essential for any corporation, any new corporation, to be formed 
without the loss elements now present which would destroy its chances 
of success with private funding. 

We also believe the DOT plan is meritorious because the regulatory 
revision which it contains would free-up all railroads, and not just 
those in the Northeast. This would provide for a healthier and more 
efficient national system, which unquestionably would also redound 
to the great benefit of the Northeastern roads. 

STUDY OF REPORTS AND PROPOSALS 

The reports submitted to the Congress by DOT and the ICC are 
incomplete, according to their own statements, but the concepts 
proposed are clear. We have considered both of these reports, and also 
the bill introduced on February 28, 1973, by Representative Adams, 
H.R. 4897 and similar bills before arriving at our conclusions. We 
look forward to studying the bill or bills yet to be submitted by the 
DOT. 

Prior to the two Government reports being made public, we should 
also advise the committee, the FIC filed a brief with the ICC in ex 
parte No. 29S, on the Northeastern Railroad Investigation. A copy 
of this brief is attached and made a part of this statement. [See p. 354.] 

In examining the proposals before the Congress, we have been 
especially conscious of who it is that must pay the costs of the various 
proposals, and the extent to which this burden can or should be borne 
Dy some or all of the taxpayers. These, we believe, are crucial points 
to consider in any resolution of this matter. 

We see this crisis as an opportunity to improve the entire rail 
situation in the Northeast and possibly in the Nation. Only through 
congressional legislation, however, can all of the pieces be molded 
together which are necessary for a comprehensive, long-range solu- 
tion to the rail problems. Congress is the focal point for all of the 
interests involvea. 

COMMON POINTS OF AGREEMENT 

Our statement sets forth a series of specific comments on the ICC 
and DOT plans. Both agree, for example, that nationalization is not 
the answer. Also, both agree that there is a real need for the continua- 
tion of the Northeast rail service and that we must eliminate excess 
trackage and develop a core rail syst«m. Both favor a restructuring 
of the system, really the creation of a third and new system. Finally, 
we are pleased that both plans recognize the need for rehabilitation of 
the bankrupt rail lines and for meeting some of the difficult labor 
and employee protection problems. 
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Beyond these common elements of agreement, the plans depart 
from each other on the means to implement the objectives on which 
both agree. Here they take diflFerent tracks. We would like to comment 
on each separately. 

THE ICC REPOBT 

In general, we do not agree with some of the key proposals in the 
approach of the Interstate Commerce Commission as set forth in its 
submission to the Congress dated March 26, 1973. Specifically, we 
cannot support the proposals for massive Federal financial assistance 
to maintam services while longer range programs are set in motion. 

The ICC was established as, and continues to be, a regulator—and 
not a manager of transportation services. Furthermore, we believe that 
every priority should first be given to working out the Northeastern 
railroad problems with as Uttle further Federal funding or financial 
assistance as possible. If some form of Federal aid is necessary, we 
recommend this be done without ransfers of property and Federal 
ownership or operation of the rail lines. 

We, therefore, oppose title II of the bill proposed in the ICC report, 
for a 3-year lease oi rail properties to the United States, and subse- 
quent supervision of operations by the Government. For these same 
reasons, we also oppose H.R. 4897 which would estabUsh a Govern- 
ment-run Northeast rail line corporation with powers to own, possess, 
construct, control, maintain, rehabilitate and modernize rau lines. 

We do agree with and support the proposal in the ICC report for 
cooperative effort in identification of the high-density corridors and 
selection of lines to be upgraded. We would expect that the DOT 
would draw upon the capabiUties of the ICC in carrying out this 
selection process. Our view is that the ICC should be in the role 
of assisting DOT in this, but that DOT should have the primary 
responsibihty. 

The selected, high-density "core" of rail lines in the Northeast 
must be self-supporting and, to be successful, they must render 
first-rat« transportation services to the public. Only in this way will 
they have the confidence of creditors, which is a necessity for success 
in the future. Selection of the core rail service should be, as set forth 
on page 39 in the DOT report, "based on the concept of long-term 
economic eflSciency in the use of transportation services." 

THE DOT REPORT—GENERAL  COMMENTS 

The report on the Northeastern railroad problem submitted by 
the Secretary of Transportation to the Congress on March 26, 
is, in our view, the main vehicle on which to build remedial legislation. 
This report, as we see it, tackles the basic problems of the bankrupt 
railroads and, most importantly, it includes much needed regulatory 
reform. 

The DOT plan is simple, quick and practical. It promotes efficiency 
and contains the nucleus of success for the future. 

Having said all this, we hasten also to note that the DOT report 
is based on assumptions, some of which, with respect to available 
financing, are questionable in our opinion. Moreover, we cannot 
support the DOT plan without emphasizing that there are essential 
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modifications needed in it. Accordingly, the following general com- 
ments are directed to the merits of the plan and also the critical 
points which need further attention. 

THE MERITS OF THE PLAN 

The merits of the DOT plan are several, for it endeavors to utilize 
the present crisis to achieve simultaneously a number of worthwhile 
objectives. These could probably not be reached in any other way 
and not without the pressures of the current crisis. 

Among the objectives of the DOT plan which we support are the 
following: restructuring of the bankrupt rail lines in the northeast, 
attracting private financing to the lines by freeing them of present 
encumbrances, providing creditors and claimants of the bankrupt 
railroads an opportunity for recovery on their claims, and providing 
an opportunity for resolution of diflBcult labor issues. A bold, in- 
tegrated and sharply defined approach is essential under the current 
circumstances and the DOT plan best meets these criteria. 

The plan announced by DOT seems to be dominated by a concern 
with fiscal matters, that is, the funding solutions wholly dependent 
upon private underwriting with an effort to avoid involvement of the 
U.S. Treasury through Federal expenditures in any form. We appreci- 
ate these concerns of the Treasury which are reflected in the DOT 
report. Yet the result is to put shipping groups as well as carriers into 
an extreme of choices. 

If the plan announced by DOT does not work, we will all be faced 
again with a possible repetition of the current crisis. And there is 
certainly no reUef to be found in the highly uncertain possibility 
that existing carriers in better financial shape might, in the event of a 
financial debacle, pick up the pieces and try at least to put some of 
Humpty Dumpty back together again. 

We believe the DOT plan is overly optimistic in its anticipation 
of success amidst the intensively competitive funding forces of the 
privat« securities markets. Everything may not fall into place as 
hoped for in the DOT plan. There should be a recognition that there 
are elements involved for which it is not likely that a 100-percent pri- 
vately financed approach can be found. 

Quite frankly, the confidence of the economists and others in 
Government who have developed the DOT plan is greater than ours 
as to the completeness of their reliance of private financing. We admire 
and we support this courageous step toward full reliance on the free 
market economy, but we are also concerned that this complete re- 
liance is not wholly realistic under the pressures of the economic, 
poUtical and social forces which are bearing down upon this transpor- 
tation crisis. This is the most critical point of judgment for this com- 
mittee on the course of legislative action to be taken. 

In our view, even though on principle we oppose Federal funding or 
subsidization of rail lines, there will have to be some kind of Federal 
financial assistance in order to resolve the northeastern railroad crisis. 
To some extent Government itself is responsible for this, with a 
history of overprotective concern for labor arrangements and heavy 
subsidies to competing modes of transport. 

But Federal aid can be given in several ways. For example, we 
support the legislation penfing in Congress which would provide a 
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substantial pro-am of Federal loan guarantees for the purpose of 
assisting financially weak carriers in the regulated rail, truck, and 
barge industries. This program is to be found under title I, section 
102 of H.R. 5385. We testified in support of this proposal last year 
and it also received the support of the administration. We regret 
this is not the case this year. 

The ICC report proposes a 1 percent transportation tax to be 
levied on all for-hire, domestic, surface freight transportation. Our 
industry is divided with respect to this proposed tax and its method 
of imposition and we do not support this ICC proposal as submitted. 
The objective, however, is to provide a means of supplying funds 
for the bankrupt northeastern railroads without callmg upon the 
general tax revenues of the Federal Treasury. This objective is 
commendable. 

As we see it, the need for funds which may not be satisfied from the 
private securities market is: 

1. To meet any losses that occur through defaults imder a loan 
guarantee program designed for the rehabilitation of the rail lines, 
and 

2. To provide a subsidy for rail services which would otherwise 
be abandoned. 

SPECIFIC   RECOMMENDATIONS   ON   THE   DOT PLAN—1.   FULL   COMPENSA- 
TION FOR PASSENGER SERVICE 

We beUeve that losses on passenger service are, directly or indirectly, 
a burden upon the costs and expenses of freight service, and thus 
paid by shippers like ourselves. We regret that the DOT report, 
specifically pages 30 and 31, says very little on this point. Our position 
is that continuation of passenger transportation services by the Penn 
Central and other lines involved should be required only if passenger 
service will produce enough revenue to the carriers to cover its luU 
cost. 

The Northeastern railroad corridor is the largest rail passenger 
channel in the Nation with reportedly a 70-percent ratio of train miles 
for passenger service. The reference in the DOT report, at page 42, 
of "possible" separate arrangements with Amtrak and transit author- 
ities may be pointed in the nght direction. But without more specifics, 
this is difficult to assess. 

Most freight traffic moving through this corridor could move over 
parallel trackage on other rail lines. This would avoid the inefficient 
and dangerous mix of freight and passenger traffic. Today this mix 
is causing undue freight delays and certainly creating hazards to 
passenger traffic of great concern to everyone. In the future, with 
high-speed pa.ssenger transport, the mix of freight and passenger 
traffic may become impractical if not physically impossible. 

In any event, the problems of passenger service constitute a separate 
issue which ought to be handled by the Congress independently of the 
proposals for restructuring the bankrupt Imes. Quite possibly this 
committee could devise a parallel bill to be acted on simultaneously 
with the legislation on the northeast roads. 

There Eire characteristics to the passenger question which do not 
exist with respect to the other issues. For example, there is already a 
Federal subsidy for passenger service and, for the most part, this 
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question is deeply involved with mass transit issues. We therefore 
strongly recommend that the question of passenger service compen- 
sation m the Northeast corridor be separated out from the freight and 
other transportation problems in the proposals for restructurmg the 
northeastern rail lines. Passenger services should be handled separately 
but concurrently. 

2. SUSPENSION OF SERVICE (ABANDONMENT) 

We a^ee that the core rail lines cannot be expected to support un- 
economic rail services. There must be some way of providing, bv 
contract or otherwise, adequate reimbursement for services rendered. 
Further, we do not believe that the core lines, once established, will 
deprive too many communities of having at least the service of one 
rau line. 

The large-scale savings from suspension of service or abandonments 
should come from the elimination of duplicate main rail lines, not the 
branches. 

The problem is recognized in the DOT report, on pages 42 and 48, 
but the DOT plan does not go far enough. The DOT proposal states 
that localities or shippers who want additional facihties should be 
willing to subsidize fully any deficits involved. This is simply not 
realistic. 

We favor the proposal contained in the recommendations of the ICO 
report for Federal payments to States to help with financing of con- 
tinuations of rail service on lines which otherwise would be abandoned. 

The matching grant program proposed by the ICC should be 
limited to a temporary measure to bridge the gap between the time 
of the selection of the core rail system and the time in which it will 
take States, communities, and shippers to develop alternative trans- 
portation services. These can be either through creation of sufficient 
commerce on the rail lines involved or through the utilization of 
other modes. 

We urge this committee to give serious consideration to the ICC 
proposal and to adopt the approach recommended in the ICC report. 
We see no other feasible alternative at this time with respect to the 
suspension of service or abandonment of rail lines. 

8. IDENTIFICATION OF THE CORE 

Related to the general question of rail service suspensions or line 
abandonments, and an important point in itself, is the question of 
procedure for identification of the core rail service, which can be 
found on page 39 of the DOT report. 

Apparently, during a 90-day period following enactment of the 
enabhng legislation, the DOT would prepare and make available 
for public comment a report on its selection of the core. FoUomng 
public comment, DOT would make a final identification of the core. 
This decision would not be subject to judicial review. A time schedule 
of 90-120 days is given in the DOT timetable for this procedure, 
which may be found on page 59. 

We object to the peremptory nature of this time schedule. There 
should be at least 90 days for general public comment following the 
announcement of the initial DOT selection of the core. Certainly 
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the States involved, and their communities and the shippers who 
would suddenly find themselves losing rail services—all should be 
given adequate time to protest and to make their case to DOT. 

This is especially important because under the DOT plan, once 
final core rail service is identified, the bankrupt railroads would be 
permitted to terminate rail service, but not abandon track, in all of 
those areas not included in the identified core, within a specified 
time period and without ICC approval. The proposal should therefore 
contain a provision for a 90-day "pubUc comment" period. 

4. REHABILITATION OF RAIL LINES 

We agree that the rehabiUtation of the basic rail systems which 
are involved in the Northeast must be accomplished at the earliest 
possible date. Also it is clear that this cannot be done at once, and 
more than likely it involves a 5- to 10-year program. Both time and 
money are needed. 

We support Federal financial aid for the rehabilitation of trackage, 
yards, terminals, and other facilities. These must be brought up to 
the physical condition which will enable the carriers to compete 
effectively with other modes of transport. 

We urge the committee to adopt a financing approach for rehabili- 
tation on the bankrupt northea.';tern rail lines comparable to the 
provisions of title I of H.R. 5385. This would be a Federal guarantee 
of loans for financing or refinancing of expenditures made in the 
acquisition, construction, maintenance, or development of needed 
railroad faciUties. These could include track, structures, communica- 
tions and power transmission systems, signals, terminal facilities, and 
all of the capital items related thereto. 

EMPLOYMENT  AND   LABOR  RELATIONS 

It is impossible, we believe, to separate from the transportation 
and financial issues the problems of labor relations and employment 
as they are affected by solutions to the northeastern rail problem. 
Obviously, the political and social considerations governing labor 
relations policies are also realities in relation to le^slative solutions 
in the Congress. 

CONGRESSIONAL   ACTION   NECESSARY 

Nevertheless, any plan must provide for legislative changes which 
will permit the resolution of labor disputes during bankruptcy pro- 
ceedings. Disputes on the bankrupt raillines must be resolved without 
serious strikes or work stoppages. These could wreck the chances of 
success under any plan. 

These employment and labor relations problems are intertwined 
with the general financial and operating problems of the bankrupt 
lines. Congress should act in a manner which will protect both the 
rights of labor and of management—and which, at the same time, 
will preclude the catastrophe of serious strikes. In doin^ this Congress 
should also make it possible for the courts and companies involved to 
adjust work forces so as to match reduced services and facilities. 
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Alternatives to strikes as a means of resolving disputes involving 
common carries have been proposed in the Congress during the past 
2 years. A strong case can be made for such proposals. Certainly during 
bankruptcy proceedings the courts responsible should have the neces- 
sary powers to protect the financial position of the bankrupt lines. 

AMENDMENT  OF  BANKBUPTCT  ACT 

Specifically we recommend statutory changes to the Bankruptcy 
Act. The power of trustees under section 77 of that act to reject execu- 
tory contracts should be changed so that it is the same as now held 
by trustees under chapters X and XI of the act. 

At the present time, under chapter VIII of the act, in case of certain 
labor a^eements, this power by section 77 trustees, is then restricted 
by section 205(n) of section 77, 11, U.S.C. 205(n). This states that 
with respect to railroad corporations, no judge or trustee "shall 
change the wages or working conditions of railroad employees" except 
in accord with detailed provisions of the Railway Labor Act. This 
restriction should be elimmated. 

We believe that the ability of the bankrupt northeastern railroad 
to reorganize, or to be reorganized, in a successful fashion, may depend 
in lai^e measure on this change in the bankruptcy laws. The railroads 
must be able to make adjustments in existing labor agreements es- 
pecially as to work rules, work forces, and other conditions of 
employment. 

EMPLOYEE  COMPENSATION—AN  UNRESOLVED  ISSUE 

A major issue is left unresolved in the DOT report by its failure to 
Erovide a reasonable plan to deal equitably with labor forces affected 
y the DOT plan. 
If, as DOT states, the six bankrupt railroads in the northeast employ 

approximately 116,000 persons in 1971, then there are possibly 300,000 
or more men, women, and children dependent upon the wisdom of the 
Congress in protecting their contract rights from arbitrary or capri- 
cious Government action. 

The DOT report simply says that, "Specific plans must be de- 
veloped." We believe this should be done with expedition and with full 
concern for the costs involved and for the principles of justice and 
humanity which come into play. 

We therefore support the DOT report which states an intention to 
develop a specific plan "to provide adequate job protection or com- 
pensation to affected employees." No estimate of precise figures as to 
the costs of such compensation or the numbers of employees involved 
can be determined until the core is identified. Because employment 
attrition in the east is high, it is possible that this may not be as great 
a problem as some evision. Also, if the core plan is successful, employ- 
ment rates may go up, not down. 

The discussion of railroad labor in the ICC report, on pages 36 
through 39, is also helpful. As in the DOT report, page 24, it is em- 
phasized that rail labor-management relations must be improved. We 
agree with the ICC report that changing the traditional practices 
governing that use of the work force "need not be at labor's expense, 
but that it should instead be to labor's ultimate benefit." 

»e-470 O—73 ^pt. 2-2 
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As noted in the ICC report, there has been a consistent (Govern- 
ment policy of protecting raikoad labor. Now, with respect to the 
northeast lines, because of these past poUcies, there may be no alter- 
native—as the ICC report states—except a Federal program to pro- 
vide for the contract-guaranteed separation payments. Hopefully, 
in the future, there will be no need for continuing such specialized 
protective arrangements for railroad workmen as compared with other 
employees in the Nation. 

BNVIBONMBNTAL   PROBLEMS 

The impact of heavier traffic from core rail lines, and the equally 
significant impact of traffic from lines scheduled to be abandoned and 
shifted to highways, will both create environmental problems. The 
highway traffic will be increased with resultant air pollution and 
depletion of oil resources. The noise and traffic levels will be increased 
on both rail lines and highways. 

Meeting these environmental problems will undoubtedly call for 
some form of Federal assistance which may or may not involve fi- 
nancing. Certainly the problems cannot be overlooked. This committee 
should address itself fully to this point. 

In the case of the forest products industry, for example, even if a 
portion of the wood fiber products could be transported by trucks, 
this would thrust upon the highways inordinate and possibly in- 
tolerable additional increments of trtdOEic, congestion, gas fumes, and 
consecjuent air pollution, plus further utilization of scarce energy 
supphes. 

The existing levels of air pollution in metropolitan areas have be- 
come of overwhelming concern to the entire populace. Further, at 
this very moment, it is a source of great national concern whether 
present trucking operations can be continued at present levels be- 
cause of shortages of essential fuels. Clearly these are matters which 
must be weighed very carefully in arriving at solutions in the course 
of these proceedings. 

Some of the considerations with respect to energy, the environment, 
and the full utilization of our railroad ^sterns were mirrored in the 
President's message on energy to the Congress, April 18, 1973. In 
this he emphasized that: 

. . . Our energy demands have grown so rapidly that they now outstrip 
our available supplies, and at our present rate of growth, our energy needs a 
dozen years from now will be nearly double what they were in 1970. 
... In the years immediately ahead, we must face up to the possibility of 

occasional energy shortages and some increase in energy prices. 
Clearly, we are facing a vitally important energy challenge. If present trends 

continue unchecked, we could face a genuine energy crisis. But that crisis can 
and should be averted, for we have the capacity and the resources to meet our 
energy needs if only we take the proper steps—and take them now. 

Obviously, as the increasing shortages of domestic fuel supplies, 
the higher price of imported fuels ancf tighter air pollution require- 
ments bring about higher total energy costs, the use of rail lines in- 
creasingly will make more sense from the standpoint of both economics 
and ecology. 

These and other related findings were recently set forth in an inde- 
pendent studysponsored by Amtrak, the National Railroad Passenger 
Corporation. We urge the committee to give careful attention to this 
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study and to the data which argue strongly for expansion of rail use 
in contrast with other modes of transportation. This would comply 
with the thought expressed at the end of the President's energy 
message, where he states: 

Today, the energy resources which have fueled so much of our national growth 
are not sufficiently developed to meet the constantly increasing demands which 
have been placed upon them. The time has come to change the way we meet these 
demands. The challenge facing us represents one of the great opportunities of our 
time—an opportunity to create an even stronger domestic economy, a cleaner 
environment, and a better life for all our people. 

BEOTJIATOBT REFORMS 

One of the reasons we favor the DOT report and its plan in contrast 
with other alt«matives is the inclusion of regulatory revisions, found 
on pages 49 through 55. We strongly favor some of these and we look 
forward to seeing more precise legislative language in order to assess 
others. 

Last year in extensive testimony in both the House and Senate on 
surface transportation legislation, we presented a series of recom- 
mendations for regulatory reforms which we believe would be helpful 
to the future success of railroads generally. A copy of excerpts from 
our testimony is attached and made a part of this statement. [See 
attachment B, p. 366.] At this point we would like to comment specifi- 
cally upon the regulatory revisions as they are proposed in the DOT 
report: 

LIBERALIZED BAIL ABANDONMENT PBOCEDURES 

We favor changes in the abandonment process so as to speed up the 
cases and provide standards for their resolution. Rapid investigation 
by the ICfC and quick disposition of contested abandonment cases 
would be helpful. Continued operation of rail lines should not be re- 
quired where they must operate at a loss. Detailed advance notice 
requirements are essential. 

MAKING RATEMAKINO MOBE FLEXIBLE 

We support efforts to make the ratemakine process more flexible 
and to improve the range of services offered without undue ICC delay. 

We take exception, however, to the proposal that rail carriers be 
required to raise all below-cost rates to the variable cost level. Before 
any such proposal is acted upon, there should be a thorough resolution 
of what constitutes "variable costs". We supported last year, and we 
are pleased to see the DOT propose, on page 51, that any new rate 
which is a reduction from current rates should go into effect without 
ICC delay. 

Flexibility in ratemaking is a matter considered at length by this 
committee m relation to the proposals last year in H.R. 11826, some 
of which have been reintroduced and are now pending before this 
committee under titles IV and V of H.R. 5385. We will examine 
with care the exact legislative proposals which are to be introduced 
at the request of the DOT to carry out the flexible ratemaking recom- 
mendations in the DOT report. At this point, however, we want to 
make our views on this matter very clear. 
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We believe a satisfactory zone of reasonableness for rates already 
exists today. It is to be found in the appropriate sections of the 
Interstate Commerce Act and in numerous interpretations by the 
courts and by the Interstate Commerce Commission. The floor, in 
noncompetitive rate situations, is the test of the variable costs specifi- 
cally applicable to the movement in the issue. 

Legislation establishing a floor and a ceiling would attempt by 
statute to provide cost criteria affecting transportation situations 
which essentially are fluid and changing. This approach is unwise in 
our opinion. So, too, could be "regulatory changes," as proposed in 
the DOT report, on page 50, to permit the same result. 

It is important for "variable costs" as well as "fully allocated 
costs" to be better defined. The Interstate Conmierce Commission 
should be provided with adequate funds and competent staff to 
allow it to improve materially its costing techniques on a continuing 
basis. 

The Commission rather than DOT should be directed to promulgate 
rules and regulations covering accounting and costs within 1 year. 
We believe this should include a basic revision in the uniform system 
of accounts and improved methods for joint cost allocation. This is 
just as important to the decisions which must be made on the north- 
eastern lines as it is for all railroads in the Nation. 

ELIMINATE SUBSIDIZATION OF GOVERNMENT SERVICE AT THE EXPENSE 
OF OTHERS 

We support the proposal that Federal, State, and local governments 
pay the same rate as other shippers. 

RESTRICT  CERTAIN  PRACTICES OF RATE BCREAU8 

We do not support the proposals on page 52 which would eliminate 
antitrust immunity in certain areas. We agree that changes can be 
made in the ratemaking procedures under section 5a of the Interstate 
Commerce Act, but to eliminate antitrust immunity in ratemaking 
could result in a chaotic situation for both shippers and carriers. We 
do, however, support independent action by mdividual members of 
rail rate associations. [See our further views in attachment B, p. 366.] 

PROVIDE PROCEDURES TO EXPEDITE MERGER DECISIONS AND THE 
ACQUISITION AND JOINT USE OF COMMON FACILITIES, AND TO 
FACILITATE INTERMODAL OWNERSHIP 

On this proposal, we prefer to see the precise legislative language 
before arriving at a policy decision. We are uncertain as to what the 
proposal means with respect to facilitating intermodal ownership. 

PERMIT   EASY   ENTRY   OF  MOTOR  AND  WATER  CARRIERS  TO   FILL  GAPS 
CREATED  BY LIBERALIZED RAIL ABANDONMENTS 

We support this proposal. It is an especially important matter 
for lumber, plywood and paper mills which often exist in isolated 
areas. 
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AMEND SECTION 77 OF THE BANKRUPTCY ACT TO GIVE COURTS ADEQUATE 
AUTHORITY TO ACT PROMPTLY AND RATIONALLY TO SOLVE RAILROAD 
BANKRUPTCIES 

We have already stated our views above on the necessity to amend 
section 77 of the Bankruptcy Act with respect to labor agreements. 
We do not support that portion of the proposal which would require 
trustees, with court approval, to raise rail rates to cover variable 
costs. 

This proposal is one where we would prefer to see the exact statu- 
tory language before arriving at a complete policy position. Accord- 
ingly, we would like to reserve judgment on the wisdom of the other 
amendments proposed to the Bankruptcy Act until we see the legis- 
lative language. 

ELIMINATE   DISCRIMINATORY   STATE   AND   LOCAL   TAXATION    OF   HAIL 
ASSETS 

We support this proposal. 

ELIMINATE  DELAYS  IN   STATE  APPROVAL   OF  INTERSTATE  RATES  THAT 
COORDINATE WITH CHANGES IN INTERSTATE RATES 

In general we support this proposal but we do not believe Federal 
law should mandate the timing of final action by State authorities. 
We prefer that only the initiation of action be required, in its final 
disposition. 

CONCLUSIONS 

We have devoted the major portion of this statement to a critique 
of the DOT and ICC proposals now pending in the Congress. How- 
ever, we emphasize again that there are many common positions 
taken in both reports, and it is upon these common gounds which 
we believe the Congress must hold a final legislative solution. 

Time is pressing and it seems unlikely that further delay will 
result in any more innovative, more potentially successful proposals. 
Therefore, we urge this committee and the Congress to adopt a bill 
along the general lines outlined in the DOT report. 

It. seems clear, no matter what the final legislation will be in detail, 
that refinements and corrections in the legislation adopted this year 
will be a matter of concern in the Congress next year and in the years 
thereafter. Only a broad outline of the proposal can be shaped in 
final form at this time. Some of the detail will have to be changed 
in the months and years ahead and others must be left for admin- 
istrative resolution. Thus, the solution to the northeastern rtdlroad 
crisis can and should be considered as a continuous legislative and 
executive process for both Congress and the administration. 

We express our desire to cooperate in every way possible toward 
constructive efforts now and in the future. 

Thank you, sir, for listening to us. 
[Testimony resumes on p. 371.] 
[Attachments A and B referred to follow:] 
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Attachment A 

BEFORE THE 

INTERSTATE  CCHMERCE COMMISSION 

EX PARTE NO.   293 

NORTHEASTERN RAILROAD INVESTIGATION 

VERIFIED STATQ1ENT BY ROY E,   OLSON 
ON BEHALF OF THE FOREST  INDUSTRIES  COUNCIL,  A POLICY 

COORDINATING  BODY  COMPOSED OF THE NATION'S  ORGANIZED 
PRODUCERS  OF  PULPWOOD,   PAPER,   LUMBER,   PLYWOOD AND 

OTHER WOOD FIBER PRODUCTS.     THE  COUNCIL'S  PRODUCING 
MEMBERS ARE THE NATIONAL FOREST PRODUCTS ASSOCIATION, 

THE AMERICAN PULPWOOD ASSOCIATION, THE AMERICAN 
PAPER INSTITUTE, AND THE AMERICAN PLYWOOD ASSOCIATION 

Roy E. Olson 
Director of Transportation 
and Distribution 
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STATEMENT FOR SUB^aSSION AND CONSIDERATION 

BY THE 

INTERSTATE COMERCE CCMMISSION 

IN EX PARTE NO.   293 

NORTHEASTERN RAILROAD INVESTIGATION 

In response to the Order dated February 9, 1973 In Ex 

Parte No. 293, Northeastern Railroad Investigation, before the 

Interstate Conmerce Conmission, the Forest Industries Council 

herein submits its evidence witii respect to matters appropriate 

to the purposes of this inquiry as described in the Order. 

In can()llance with the Order, the Interests of a nuniber 

of groups within the wood fiber industry have been consolidated 

so that this submission represents a Joint statement on behalf 

of the American Paper Institute, the American Pulpwood Association, 

the National Forest Products Association and the American Plywood 

Association, 

This statement, to the extent that it reflects the 

Interests of the groins herein is specifically directed at the 

points mentioned in the Order, namely. 
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(1) whether the operations, financial condition 

and practices of the railroads named in the 

Order are adeqiiate to the transportation 

needs of the public and sufficient to the 

iirplementation of the National Transporta- 

tioa Policy; and 

(2) whether there Is a basis for determining 

that the Northeastern section of the country 

should be limited to service by a single 

railroad system or whether adequate service 

to the public requires operation by two or 

more competing rail systems; and 

(3) what orders of the Commission or legislative 

changes would be appropriate in the premises. 

STANDING AND INTERESTS OF 
FOREST INDUSTRIF.S COUNCIL 

In accordance with the Order, the standing and interests 

of the Forest Industries Council, corposed of the organizations 

named above, is herewith set forth in relation to the Commission's 

request that evidence be supplied from interested participants in 

the proceeding on operating and financial affairs of the respondents 

subsequent to filing under the Bankruptcy Act, "including but not 

limited to all efforts at joint use of facilities, consolidation 

of properties, or coordination of operations with other carriers, 

and of such other matters as may be appropriate to the purposes 

of this Inquiry." 

As stated above this submission is presented on behalf 
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of a large and significant block of shippers who account for 

about one-slxrh of the total freight usp of all of the railroads 

in the United States. 

According to the best available data last year,  roughly 

86 percent of the total mill volume of the paper industry it. 

•hipped by rail.    In the solid wood products industry,  about 78 

percent of all lunber, plywood and other wood products travel by 

railroad.     Collectively,  as shippers,  this statement is therefore 

submitted on behalf of one of the largest single sources of revenue 

to the United States railroads. 

On the eastern railroads,  as  to which Ex Parte No.  293 

is specifically addressed,  shipment data for forest products in the 

year 1970 show an equally great Involvement as shown by the following: 

Revenue Freight Revenue Freight 
Originated Tenninated 

Carloads        Tons Carloads        Tons 

E>ulp,   Paper,   and 
Allied Products 370,299 Il,0t8,7i4l 621,971 23,969,2>»9 

Lumbrr and Wood 
Products,  except 
Furniture ISM.655 6.5U9.096 m5.222 16.6tO,936 

Total 524,95i» 17,597,837     1,037,193 1*0,610,185 

tn terms of revenue,   these shipments totalled over $365 

million to the eastern carriers.    This represents almost nine percent 

of their total revenue in 1970 of SH.139 billion. 

(Note:      These figures do not include the incoming 

chemical and other raw materials used in the 

manufacture of paper and Its allied products.) 

-  3 - 
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ESSENTIALITY OF CONTINUED SERVICE 

On behalf of all elements in the Forest Industries Council, 

the  central point here enphasized to the Connission is that a 

continuation of freight service is absolutely essential through- 

out the rail systems under examination in this proceeding.  The 

Nortlieastem Railroad Investigation must encompass the far-reaching 

economic impacts and dislocations to Uie forest products industries 

which would follow at once from any widespread or significant 

stoppage of shipments over the rail lines currently in reorganiza- 

tion.  Specifically In this matter the Forest Industries Council 

wishes to make the following major points. 

I.  Substitute or Alternative Freight Transportation Service 
is Impossible. 

For the total tonnage of shipments accounted for by 

elements of the forest products industries located on, or other- 

wise dependent upon, ^e Northeastern rail lines, substitute or 

alternative freight transportation service is a physical 

impossibility. 

First, the capacity, availability, and location of 13ie 

rail lines in the Northeast which are not in reorganization are 

simply inadequate to meet the shipping requirements of the forest 

products industries. 

Availability of rail lines in terms of locations of 

plants and of customers is the controlling factor.  Furthermore, 

the capacity and availability of alternative modes of freight 

transportation are even more inadequate.  Indeed, for many plants 

- "• - 
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the feasibility of any alternative mode is hi^tly questionable. 

In addition, the transfer of forest products shipments from one 

mode of transport to another, through IntermodaX transit arrange- 

ments, is ruled out almost confiletely because of the difficulties 

in handling pulp, paper, solid wood and allied products. 

II.  Adverse Iimacts of Alternative Methods of Shipment. 

Beyond the impossibility of substituting alternative 

methods of shipment for the existing transport of the total tonnage 

of forest products, there are also serious and adverse Inpacts on 

the economy and the environment which must be considered in this 

proceeding. 

Even if a portion of the wood fiber products could be 

transported by trucks, for example, this would thrust upon the 

highways inordinate and possibly intolerable additional increments 

of traffic, congestion, gas fumes and consequent air pollution, 

plus further utilization of scarce energy supplies. The existing 

levels of air pollution in metropolitan areas have become of over- 

whelming concern to the entire populace. Further, at this very 

moment, it is a source of great national concern whether present 

trucking operations can be continued at present levels because of 

shortages of essential fuels. Clearly these are matters which 

must be weighed very carefully in arriving at solutions in the 

course of these proceedings. 

RESTRUCTURING OF ALL EASTERN RAILROADS 

The Forest Industries Council strongly recormends that 

- 5 
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two or more economically viable and coimetltive railroad systems 

be maintained In the Northeast. They are absolutely required, in 

our view.  Ihis is the minimuni necessary to maintain a reasonable 

level of competition within the rail Industry and with respect 

to other modes of transportation. 

In brief, therefore, we oppose limiting rail service in 

the Northeast to a single railroad system. 

It is essential that a plan be formulated which would 

require elimination of duplicate, uneconomic and unneeded opera- 

tions.  Consolidation of facilities, joint trackage arrangements, 

abandonment of uneconomic lines, suspension of'service and other 

means are necessary to restore rail service in the Northeast within 

the minimum criteria mentioned above. 

To achieve this, amendments to the Interstate Commerce 

Act and to Sec. 77 of the Bankn^tcy Act appear to be needed. 

These should provide additional authority for coordination of 

individual court actions and for elimination of the present case- 

by-case approach. 

We do not presume to specify the details of such amend- 

ments . Nor do we believe it within our province in this submission 

to be involved in technical solutions. However, our response to 

the primary question posed in the Order as to limitation of rail 

service in the Northeast, is as set forth above: two or more 

economically viable emd competitive systems are required. 

COMPENSATION FOR PASSENGER SERVICE 

The Forest Industries Council believes that losses on 

6 - 
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passenger service are directly or Indirectly a burden upon the 

costs and expense of freight service. Accordingly, it is our 

position that continuation of passenger transportation services 

by the Penn-Central and other lines involved in this proceeding 

should be required only if passenger service will produce enough 

revenue to cover Its full cost. 

SETTLEMENT OF LABOR DISPUTES 

The Forest Industries Council believes that any plan for 

solutions to the crisis in the Northeast railroads which are the 

sub iect of this proceeding must provide for legislative changes 

which will permit a resolution of labor disputes during bankruptcy 

proceedings. We believe it is imperative that such legislation 

be recommended by the Commission and be acted upon expedltlously 

in the Congress so that disputes on the bankrupt real lines will 

be resolved without serious strikes or work stoppages. 

Interruptions of service will cripple any chances for 

solutions to the conplex transportation problems facing the rail- 

roads In this proceeding. 

Alternatives to strikes as a means of resolving disputes 

involving cortnon carriers have been proposed in the Congress 

during the past two years. A strong case can bo made for such 

proposals.  Certainly during bankruptcy proceedings the courts 

responsible should have the necessary powers to protect the 

financial position of the bankrupt lines. 

These labor problems are intert\4lned with other facets 

of the general financial and operating problems now before the 

Commission.  It seems to us tJiat the Congress must be urged to 

7 - 
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act In a manner which will protect both the rl^ts of labor and 

of management but will, at the same time, preclude the catastrophe 

of serious strikes. 

FEDERAL FINANCIAL ASSISTANCE 

The Forest Industries Council believes that every 

priority should be given to working out tiie Northeastern railroad 

problems without any further federal funding or financial 

assistance. Should this be lnf)0sslble, however, and some form 

of federal financial assistance became an absolute necessity, we 

strongly recommend that this be done without property transfers, 

federal ownership or federal operation of the rail lines, rolling 

stock or other properties. 

We oppose any federal acquisition of rlghts-of-way or 

other railroad properties. 

We believe the Comnlsslon should urge the  Congress to 

limit any federal financial assistance to security devices such 

as loan guarantees.  Ownership or operation of railroad properties 

would, in our view, commit the federal government to outlays which 

could In a short time become an enormous burden upon the people 

of America.  Every other solution should be fully explored and 

Implemented. 

COMCLUSION 

The Forest Industries Council strongly recommends that 

the outcome of Ex Parte No. 293, at least in part, be the develop- 

ment of a legislative proposal or proposals along the general 
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outline of the major points detailed above to carry out a plan 

for the continuance of tiie Northeast rail lines in this proceeding. 

Certainly we join -die Connlsslon and other parties to this proceed- 

ing in the hope that such a legislative plan would receive the 

most expeditious action in the Congress. 

Should the Conmission desire additional data or supple- 

mental views on any of the points mentioned In this Statement, the 

undersigned on behalf of the Forest Industries Council will do 

everything possible to conply and cooperate pronptly. 

Respec^fi'J'ly subr^ttei 

Roy E^^Dlson 
Diroftor of Transportation and 

lylstribution 
American Paper Institute 

on behalf of the 

Forest Industries Council 

REGISTERED PRACTITIONER 

Affidavit under Rule 50 and Certificate of Service 
attached hereto. 

9 - 
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AFFIDAVIT UNDER RULE 50 

Ihe affidavit appearing below is herewith submitted 

as an attachment and Integral part of the Statement filed in 

Ex Parte No. 293. 

STATE of New Yori< 
County of New York 

I, Roy E. Olson being duly sworn, depose and say that 
I have read the foregoing statement, know the comnents thereof, 
and that the same are true as stated. 

Subscribed and sworn to before me 

Notary Public of 
My Commission expires 

ULT KIENZLE, Notary Pub^: 
SMU of Hew York. No 4}'21us'uaS 

Qualified jn Kk'i-n.m.i Co 
v-»'.*;ai«  1.'       T Ni^-   Vo/K—...I, 
UHnniiuion Evpirct M«rch 3w, iy/J 
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CERTIFICATE OF SERVICE 

I herd>y certify that I have this day served the 

foregoing document upon all respondents in this proceeding and 

H)on all those listed in the first further ordering paragraph of 

the Order dated February 9, 1973; that I have this day served 

the foregoing document upon all parties which have given notice 

prior to this date of their intention to participate as provided 

in sub-paragraph 2 of the second further ordering paragraph of the 

said order, by mailing a copy in accordance with the provisions 

of Rule 22 of the Commission's General Rules of Practice. I 

further certify that 1 will have service made of the foregoing 

document on any other party which complies with the provisions 

of the said sub-paragraph of the Conmission's Order. 

Roy E:   01«on 
America^ Yaper Institute 
260 Madison Avenue 
New Yoyt,   New York 10016 

Dated:    March 12, 1973 

9«-474 O - 73 - pU 2 - 3 
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EXCERPTS FROM STATEMENT OF THE 
FOREST INDUSTRIES COUNCIL ON 

SURFACE TRANSPORTATION LEGISLATION BEFORE THE 
SUBCOMMITTEE ON TRANSPORTATION AND AERONAUTICS 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE 
U. S.  HOUSE OF REPRESENTATIVES 

MARCH 29,   1972 

Flexibility in Ratemaking 

"We have carefully considered the proposals in H. R.  11826 for 

greater ratemaking flexibility as set forth under Title II,  for railroads, 

and in the related parts of the bill for other modes,    (Sections 201 (b), 

204 and 205; Sections 304,  401 and 402. ) 

"These sections would legislate an arbitrary formula for   a zone 

of reasonableness in ratemaking.    But we believe a satisfactory zone of 

reasonableness for rates already exists today.    It is to be found in the ap- 

propriate sections of the Interstate Commerce Act and in numerous inter- 

pretations by the courts and by the Interstate Commerce Commission.    The 

floor,  in non-competitive rate situations,  is the test of the variable coats 

specifically applicable to the movement in issue. 

"We believe that Congress wisely recognized the dynamic character 

of transportation and,  quite rightly,  delegated enforcement of transportation 

policy to a permanent,  expert body,  the ICC.    Legislation establishing a floor 

and a ceiling would attempt by statute to provide cost criteria affecting 

transportation situations which essentially are fluid and changing.    This 

approach is unwise in our opinion. 
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"It is important, however,  for variable costs as well as fully allocated 

costs to be better defined.    The Interstate Commerce Commission should be 

provided with adequate funds and competent staff to allow it to improve 

materially its costing techniques on a continuing basis.    The Commission rather 

than DOT,   should be directed to promulgate rules and regulations covering 

accounting and costs within one year as provided for in Section 202(b) of the 

bill. 

"We support the general objective of permitting competitive forces to 

substitute for rate regulation.    Furthermore,  in meeting intermodal connpetition 

we recognize the carriers' need for flexibility to meet competitive prices. 

There are benefits from healthy competition and there are dangers in destructive 

rate cutting.    Also,  there is a point below which a carrier should not go to meet 

competition from another mode. 

"The urgent   need is to amend Section  15 a (3) of the Act to allow carriers 

to reduce rates to nneet competitive situations without Interstate Commerce 

Commission approval,  provided they meet  the variable costs of providing the 

specific transport service to which the rate is applicable.    This would allow 

carriers to compete for traffic based on true,   inherent advantage. 

"The railroads generally have been barred from doing this because of the 

present rule of rate making in Section IS a (3) of the Act, which was enacted in 

1958 as a compromise measure.    It has caused great difficulty for the Commission 

and for the courts in its interpretation.    Fourteen years after the 1958 amendment 

it is entirely possible that we may be back in the approximate posture of the law 

prior to that date.    For example,  it remains unsettled what is a proper test of 
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the low-cost carrier and,   even if a coat advantage can be demonstrated, how 

far a carrier may go in asserting that advantage in its rate. 

"Meanwhile, the rail share of freight traffic has continued to decline 

especially in respect to the more remunerative types of business. The con- 

dition of the industry has worsened to a degree that makes the mounting of a 

competitive offensive considerably more difficult. Unless the railroads are 

according some degree of flexibility in the use of ratemaking initiatives, we 

•ee little hope for a redress in the industry position." 

* « * * * 

Rate Bureau Provisions -- Section 5a Iininunity 

"We support continued antitrust immunity in rate making.    We agree that 

changes can be made in the rate making procedures under Section 5a,  but 

Title V of H. R.   11826 goes too far.    Moreover,  we believe the provisions under 

Title V,   if enacted,   could result in a chaotic situation for both shippers and 

carriers. 

"Long haul shippers rely heavily upon the services provided by rate 

bureaus.    Rpntoval of antitrust immunity,  in our opinion,  could place restric- 

tions upon rate bureau actions so severe as to render them ineffective in the 

areas of service needed by shippers.    In lieu of this proposal,  we think that 

the objectives of increasing competition annong railroads could be accomplished 

much more effectively by a relatively few and minor changes in the existing law. 

"Rate bureaus could perform a more valuable service, and competition 

would be enhanced, if their procedures were more clearly prescribed. What 

is needed,  we believe,  is to strengthen ICC's enforcement authority over rate 
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bureaus.    We recommend, -therefore,  that this transportation legislation contain 

amendments to the ICC Act to cover the following: 

(1) Assurance of the free right of independent action by carriers must be 

strengthened.    Carriers should have authority to establish rates which 

are local to their own line or in a joint action with a connecting carrier. 

(Z) Rate bureaus should not be permitted to oppose such freight rates 

established independently and announced by individual carriers.    The 

total strength of a rate bureau should not be used against an independent 

action by any carrier. 

(3) It should be required that procedures of all rate bureaus be made 

uniform and provide for public hearings and appropriate appeal of 

bureau action. 

(4) Only those carriers which participate in traffic involved in a rate action 

should be eligible to vote on the matter.     Carriers which do not or will 

not participate in traffic should be ineliuible to vote in any rate bureau 

action on the matter. 

f5) The value ^nd need of total publication of all rate bureau actions, 

including independent agreements between shippers and carriers,  has 

been demonstrated throughout our industry.    Any new legislation should 

certainly carry clear requirements for publicizing procedures to assure 

that all rate setting decisions are kept in the public domain. 

"Some parts of these recommendations are now included in the language 

of subsections of H. R.   11826 under Title V (Sections 602(6),   (7) and (12)),   and 

other elements were included within antitrust guidelines offered by the 
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Department of Justice in its testimony.    We would be happy to work with the 

Subcommittee and its staff,  therefore,  in developing our recommendations as 

appropriate amendn^ents to H. R.   11207 or H. R.   11826 in place of the proposal 

to remove antitrust immunity.    This proposal is far too drastic a measure,  in 

our opinion,   and would do more harm than good." 

***** 
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Mr. ADAMS. If there is no objection to the record being held open? 
Is there objection? Hearing no objection, that will be so ordered. 
Thank you very much for an excellent statement. 
Mr. Podell? 
Mr. PODELL. Thank you, Mr. Chairman. 
I am sorry that I was a little detained and missed the earlier part 

of your statement, but I was very much interested in knowing as a 
shipper, and obviously you use tne rails substantially, is there any 
significance to the fact you were the only shipper requested to testify 
before the committee? 

Mr. WALSH. Mr. Podell, we couldn't understand it ourselves. We 
thought there would be greater shipper interest. I have no way of 
knowing why other shippers did not request time to appear. We 
thought it was important to us. 

Mr. PODELL. NOW your industry—and if I am wrong please correct 
me—cuts lumber, cuts trees, and delivers them? 

Mr. WALSH. That is right. We manufacture, well, everything from 
the tree, from the wood fiber product including plywood, lumber, 
paper, corrugated containers, and such things. 

Mr. PODELL. Isn't it possible that under DOT proposal there is a 
substantial amount of branch lines that will have to be eliminated 
and your industry will be most adversely affected because yours is 
probably the most remote of all branch lines and the least used by 
passenger services or most industries. You are out in the forest, yet 
you support the DOT proposal? 

Mr. WALSH. We support it because it identifies the core and in 
most cases the traffic generated at the stations would justify the con- 
tinuation of a line from the revenue point of view with the exception 
of losses where small operations exist. 

Mr. PODELL. But isn't it a fact that the branch lines that go out 
to your forests are probably the least used of most branch lines totay? 

Mr. WALSH. Probably when you consider the passenger element, 
yes; but not the freight element. 

Mr. PODELL. And therefore wouldn't you say that these branch 
lines that you use are perhaps more expendable than others in the 
fact that they are less used than others, and wouldn't that be a 
normal followthrough? 

Mr. WALSH. It would be normal if you only considered passenger 
aspects, but these lines are heavy freight-generating points and I 
thmk the railroads rely in many cases on those lines as revenue pro- 
ducing. It is true we have pulpwood operations in isolated areas and 
we believe we would lose some service unquestionably. 

We are also interested in a healthy viable industi^, so we have to 
forgo some service in order to accomplish this. 

Mr. PODELL. Did you have a meeting with the DOT to discuss 
what branch lines may or may not be cut down under their proposal 
as yet? 

Mr. WALSH. We have talked to them, but we have not been able 
to determine exactly what would be cut down. 

Mr. PODELL. They have not given you any indication at all? 
Mr. WALSH. No. They have not provided information. 
Mr. PODELL. I notice on page 8 you stated that under the DOT 

proposal it will attract a great deal of private financing. You, sir, are 
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a businessman and I am sure that on occasion you have invested in 
various enterprises as an individual. Would you mvest your capital in 
such a railroad, or buy stock in such a railroad, as an individual? 

Mr. WALSH. Mr. Podell, did you imderstand we had a favorable 
impression as far as the availability of capital? 

Mr. PODELL. Yes. 
Mr. WALSH. We do not. We don't beUeve capital from private 

sources would be available to the carriers. 
Mr. PODELL. It is not what you said unless I misread your state- 

ment. I will refer to it. 
Mr. WALSH. That is what I meant to say. 
Mr. PODELL. "Among the objectives of the DOT plan," and this is 

Eage 8, "which we support are the following: restructuring of the 
ankrupt rail lines in the Northeast, attracting private financing to 

the lines by freeing them of present encumbrance" and so on and so on. 
That indicates to me you feel somehow along the line the DOT 

proposal will attract private financing. 
Mr. WALSH. Somewhere along the line at a future date, it would. - 

However, we said later on in the statement we did not think at the 
outset private capital would be available, but perhaps as the lines 
became viable by virtue of restructuring, capital could oe made avail- 
able to them. 

Mr. PODELL. Right now you wouldn't put your hot iron into it, 
though^ould you? 

Mr. WALSH. No, sir. 
Mr. PODELL. And is it true you have 9 percent of the total amount 

of freight that is transported? 
Mr. WALSH. In terms of tonnage and revenue, it is 15 percent 

actually. We are talking nationwide. 
Mr. PODELL. And in the Northeast? 
Mr. WALSH. The Northeast, we have about 389 paper operations 

on the northeastern railroads. On page 3 we give statistics and we 
have over 700 or 800 lumber operations on the northeastern railroads. 

Mr. PODELL. TOO bad we can't get wood. 
Mr. WALSH. We need it. Yes. 
Mr. PODELL. NOW, some industries are subsidizing some of the 

railroads and I think the Central of New Jersey does get subsidy 
from private industry. 

Would you consider subsidizing some of these branch lines or 
underwriting some of the operations that might be needed? 

Mr. WALSH. Where it is essential that the line be continued for 
our own operations, we have entered into arrangements with the 
carriers to provide a differential over and above tne normal freight 
rate to contmue those lines. 

Mr. PODELL. Now, what happens if they knock out your branch 
lines? What are you going to do? 

Mr. WALSH. I think at that point we would have to find some 
alternative, which is normally trucks, piggyback or some other means 
of moving the freight. 

If we could not mid an economical system of doing it, we would have 
to close down a particular operation or consider other alternatives, 
but, generally speaking, there are alternatives. 

Mr. PODELL. YOU JUSO said in the statement there should be some 
days for public comment after the core routes are announced. Don't 
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you think before the Congress acts, these core routes should be an- 
nounced? 

Mr. WALSH. I did interrupt the statement for a minute and we 
really recommended that the idea suggested yesterday concerning 
the identification of the core should be made to this committee prior 
to the time legislation is adopted. 

We did say that. 
Mr. PoDELL. All right, I must have not been here. You also in- 

dicate that the mortgage trustees of a railroad would be willing to 
exchange their present secured obligations for the stock of the new 
corporation. 

Do you really believe that? 
Mr. WALSH. I think it is one alternative for them and I think it 

is perhaps a better alternative than just liquidation of a nonoperating 
facility. 

Mr. PoDELL. Let's say, for example, there is 4K billion of secured 
creditors of Penn Central, and I think if the Penn Central were to go 
down or were to be sold at such a good price that the secured creditors 
would get their money; do you thmk any one of the secured creditors 
would change their secured position for a plain stock, no matter who 
issues it? 

Mr. WALSH. It would be hard for me to judge it. It depends on 
what is involved. 

Mr. PODELL. Well, would you as an individual? 
Mr. WALSH. I might do it rather than getting nothing. There is at 

least a possibility if the new system becomes viable that that stock 
would be worth something. 

Mr. PODELL. You mean everyone of these people that lost monev 
in the stock, generally the average fellow that bought railroad stock 
is not Mr. Laborman oi* the guy on the street or the middle class, but 
he is usually the guy that got himself a little tax writeoff along time 
^o for the stock he bought, so he is even and the Government pays 
for it one way or another. 

The fellow who loses his secured interest, of course, will do the same. 
Is he going to jeopardize the possible tax writeoff he would be able 
to achieve by his loss to take paper that you yourself agree is not 
worth very much at this point and may be worth sometning years 
from now? 

I wouldn't think so, really. 
Mr. WALSH. It is questionable. 
Mr. OLSON. That would depend on everybody's individual tax 

situation, would it not? 
Mr. PODELL. Yes; I just assumed for the moment that most 

people who get involved with railroads and railroad stock are in a 
pretty good bracket. 

Secretary Brinegar had indicated that about 53,000 jobs, or about 
half of the northeast railroad employees, would be eliminated during 
the first year of the core system. 

Now, could you tell us how we could improve the rail system—and 
obviously it must be iinproved—if we are going to fire half of the 
people that work there? Do you have any thoughts on that? 

Mr. WALSH. I think if the core system were designed to attract addi- 
tional freight that might be moved by other modes of transportation 
today and improve its position—well, with regard to the lessening of 
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jobs I don't know, I think there should be a relationship to the number 
of jobs required and if half of the jobs are required to operate this 
eflBcient system, I think the overall public interest would be improved. 

Mr. PoDELL. No; you know what disturbs me is this: You indicate 
you now transfer your lumber by rail and obviousljr if there is no rail 
you can use piggy-back or use the trucks and the highways and so on. 

But the fellow working on the railroad for 20 years cannot now drive 
a truck, and the individual that requires the railroad for personal 
transportation to get to where he is going on the branch line will find 
it difficult hitchhiking on one of the piggyback truck or trucks on the 
highway. 1 think the Congress has to Be primarily responsible to the 
passengers, tis the first order of business, and, of course, second, to 
see to it that the freight and that the appropriate goods are delivered 
from one point to another to satisfy the needs of our consumers. 

I think that the railroad is a quasi-public responsibUity.lt is not the 
kind of private business such as yours, cutting trees down and getting 
paper. Railroads are important for the needs of our country and of 
course in times of defense needs it is taken over by the Government 
for top priority. 

I was thinking that it might improve the situation, and I would 
like your reaction, sir, if there could be some sort of amalgamation in 
the northeast area. We have six or seven bankrupt railroads now. I 
was amazed to find out yesterday that these fellows never even sat 
down together over a table wath a cup of cofiFee to discuss their 
common problems. Don't you feel it wouldn't be a bad idea if the six 
or seven got together and determined that maybe together "We could 
solve one of these problems"? 

Mr. WALSH. We happened to be here and heard that part of the 
presentation yesterday. I would think they should. I believe Mr. 
Nash indicated he has been in contact with his connecting lines of 
Reading and the CNJ. 

Mr. PoDELL. Individually? 
Mr. WALSH. Yes, and we happen to have a plant located on the 

CNJ that went out of business and was taken over by Lehigh so they 
have worked out some agreements between themselves. 

Mr. PoDELL. My time is about up, but I would like to make a fur- 
ther point with you first. 

Do you feel it would be beneficial for the Federal Government to 
buy or take over the rail lines itself, the rights-of-way, and pay for 
them? 

Mr. WALSH. It is our position that we prefer they do not, but 
devise some sort of loan guarantees and keep the railroads under 
private enterprise. 

Mr. PoDELL. Yesterday Mr. Nash testified it was his hope the 
Government would do that. What about the yards and all of the 
appurtenances which Mr. Nash testified to that he hoped the Govern- 
ment would buy? 

Mr. WALSH. We would prefer they remain as private enterprise 
and that loan guarantees be modified. 

Mr. PoDELL. Well, I thank you very much. 
Mr. ADAMS. Thank you, Mr. Podell. 
Mr. Harvey? 
Mr. HAEVEY. Thank you,  Mr.  Chairman. 
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Mr. Walsh, I have one observation to make and I am not sure it 
is even a question, but on page 12 of your statement I notice you 
stated that you did not beheve that the core plan once established 
will deprive too many communities of having service on at least one 
rail line. Yet, Penn Central claims its system should be cut from 
20,000 to 11,000 miles or almost 50 percent. 

Then I note you said you believed DOT should have to make 
public the core plan prior to adoption of any legislation. 

Mr. WALSH. Yes. 
Mr. HABVEY. My observation is that if Penn Central has to cut 

their lines from 20,000 to 11,000 miles, we are going to have 10,000 
miles of unhappy dis^ntled mayors, city councilmen, businessmen, 
and others who are going to descent upon this committee after which 
we will not have any legislation whatsoever. 

I can tell you that we have been through this abandonment busi- 
ness before and the trouble that it causes, and basically that is why 
the ICC has such a diflBcult time wrestling with it and the railroads 
have such a tough time doing it. 

I don't think DOT can possibly set forth the specifics of a core plan 
before legislation is enacted establishing the criteria under wnich 
such a plan is to be drawn. 

Mr. WALSH. Mr. Harvey, we meant to indicate a general indication 
of the plan. We know you can't be too specific on it. 

In our off-the-cuff comment which was not in the printed statement, 
a general indication of the plan prior to enactment oi the legislation. 

Mr. HARVEY. YOU do agree it would cause great disruption? 
Mr. WALSH. Yes. We have one other point, though, certainly the 

11,000 miles announced by Penn Central is more than we contem- 
plated. They were talking about 5,000 miles originally of excess track. 

In many cases you do nave two railroads either in a town or city or 
village that could extend their line and operate into those plants 
formerly served by Penn Central, a major point I think you would 
have to clear up. 

Mr. HABVEY. NO further questions. 
Mr. ADAMS. Mr. Kuykendall? 
Mr. KUYKENDALL. It is good to have you with us, gentlemen. 
Could you summarize what the DOT anticipates, and the part that 

you generally approved by saying that you took the guts out of the 
system and put it back together as a viable institution? 

Mr. WALSH. That very much describes it under the private 
enterprise system. 

Mr. KUYKENDALL. Under the private enterprise system. 
Then and only then can we stay private? 
Mr. WALSH. Yes. 
Mr. KUYKENDALL. Let's talk for a minute about who gets rescued 

if you go to nationaUzation or seminationalization. Is it not correct 
that in the order of priorities, in any sort of receivership, the common 
stock is last in order? 

Mr. WALSH. I believe so. 
Mr. KUYKENDALL. That whatever little people are involved in the 

Penn Central receivership are probably involved through common 
stockholdings from profitrsharing trusts, pension plan ownership of 
stock, and so forth? 

Mr. WALSH. Yes. I have to believe that, yes. 
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Mr. KuYKENDALL. So is it not true that the huge financial institu- 
tions of this country will primarily be the ones rescued if the Govern- 
ment goes in and buys and pays off? 

Mr. WALSH. That is a logical conclusion, yes. 
Mr. KuYKENDALL. I think we ought to get on record as saying that. 
Mr. OLSON. But aren't the facts on the record on this point as to 

who the creditors are, and their size, and stockholders? 
Mr. KuYKENDALL. Yes. 
Mr. OLSON. SO it is not speculation. 
Mr. KuYKENDALL. No, it is not speculation except in the talk of 

people who do not bother to read the record and that accounts for 
ninety-nine and ninety-nine one-hundreths percent of all of the people. 

When you saddle any institution with a continuing loss, what b 
your inevitable result—other than the Federal Government? 

Mr. WALSH. That would be the inevitable result. Federal Govern- 
ment. 

Mr. KuYKENDALL. Bankruptcy, right? 
Mr. WALSH. YOU have the same situation in Canada, where you 

have Canadian Pacific operating at a profit, $28 million last year. 
Mr. KuYKENDALL. There is also Southern with a stock spHt last 

year. I happen to feel that railroads can be successful. I happen to 
feel that railroads can be profitmaking organizations. We have proof 
all over the United States except in the northeast corridor that they 
can be. 

Now, I like your comment a while ago that our free system can come 
up with alternative solutions. 

I am sorry that truck lines are not scheduled to be witnesses in 
the hearing at all. Is that not so? 

Mr. ADAMS. They have not been scheduled as yet. 
Mr. KuYKENDALL. There are many rescue operations to be handled 

by them and I would like their opinion of their ability to do it. I 
happen to think their ability to do it is very great. 

Mr. WALSH. We find it is very great under some circumstances. 
Mr. KuYKENDALL. I bclieve you said flatly that you did not see 

any way that passenger service, could be part of a viable corporation? 
Mr. WALSH. Yes, I don't think it pays its way. 
Mr. KuYKENDALL. No Way it can? 
Mr. WALSH. Unless you raise the charges to the point they cover 

the expenses and then people wouldn't ride the trains. 
Mr. KuYKENDALL. So thcrc is no way? 
Mr. WALSH. That is right. 
Mr. KuYKENDALL. You are the biggest single user? 
Mr. WALSH. We believe we are. 
Mr. KuYKENDALL. You are both heavy and bulky, so you take a 

lot of space and weight both. 
Mr. HARVEY. Nothing personal. 
Mr. WALSH. I was not sure where he was going. 
Mr. KuYKENDALL. Well, "slim and trim" might be an insult. 
OK. So can we summarize by saying this, that the necessity of being 

tough in cutting down to the bone is because this is the only way 
that the thing can survive and not be back in our laps? 

Mr. WALSH. Right. We believe that, Mr. Kuykendall. 
Mr. ADAMS. Thank you, Mr. Kuykendall. 
Mr. Shoup? 



977 

Mr. SHOUP. Thank you, Mr. Chairman. 
Mr. Walsh, you state you support the DOT plan with amendments 

and as I go through all of your testimony it appears as though the 
only thing left are the letters "D-O-T." I would say that in your 
testimony you do not show any optimism for private-risk capital 
bailing out the railroads. 

It seems to me that this is the core of the DOT plan, this is the 
entire thrust of the plan. 

Mr. WALSH. Yes. 
Mr. SHOUP. I don't believe after reading your testimony that you 

really do support the DOT plan. 
Mr. WALSH. I think there is one basic part of the DOT plan we 

do believe in, and that is ability to keep the railroad in private enter- 
prise rather than any Government corporation or Government 
operation at that point. 

Mr. SHOTJP. That leads me to the next question. 
Have you had the opportunity to review the suggestion made by 

the president of the Umon Pacific on a solution of the overall problem 
of railroads? 

Mr. WALSH. I know he made a statement recently, but it is in 
connection with RFT-type operation. 

Mr. SHOUP. Yes, but may I suggest you get familiar with it and 
perhaps you may find it will be more to your liking, and I know it is 
to mine, and I think the answer is within the private enterprise field 
with possibly some assistance. 

I have no further questions. 
Mr. PoDELL. Will you jrield? 
Mr. ADAMS. Yes. 
Mr. PoDELL. Mr. Kuykendall, in questioning you, indicated that 

in nationalization the common-stock owner is the last to be satisfied. 
Mr. Kuykendall makes a very good point, as he usually does. Under 
the present system, is it not a fact that the only way the rails can 
survive is by an infusion at this time of Federal assistance in one 
form or another? 

Mr. WALSH. Yes, I believe so. 
Mr. PoDELL. Now, the only distinction between that and nationali- 

zation is, as was put by one of my southern colleagues some time ago, 
that under the program of infusion Federal funds without nationaliza- 
tion, the Government pays for the bam, the Government pays for 
the feed, and the Government pays for the fodder and the railroad 
gets the cow. 

Under nationalization, the Government gets the entire operation 
that is just about the entire distinction. 

I am not much on farming, but I thought it sounded pretty good 
in any event. 

Mr. WALSH. YOU got the wrong end of the business. 
Mr. ADAMS. The cow? 
Mr. KUYKENDALL. AS a representative of the heart of the farm 

belt, I would like to welcome to the farm bloc Mr. Podell. 
Mr. PODELL. The Borough of Brooklyn in New York, if the 

chairman will yield for a moment, was at one time great farming 
country, by the way. 

Mr. ADAMS. Gentlemen, we want to thank you very much for 
your testimony this morning. It was very helpful and we will certainly 
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examine your whole statement which has I notice a number of other 
specific comments which I referred to, such as that perhaps we should 
give the Secretary of Transportation the authority to carry out his 
plan, but provide a financial oasket in the event it does not work. We 
will actively work on that. 

Thank you very much. 
Our next witness this mominp is Mr. Stephen Ailes, president of 

the Association of American Railroads. 
Mr. Ailes, the subcommittee welcomes you to the witness stand 

this morning. Would you announce to the subcommittee, so we have 
it for the record, the name of the gentleman who is with you. As regards 
your statement, I notice that you have a written statement and you 
can certainly give a summary of it or you may proceed to read through 
it, whichever you prefer. 

I have just one thing to indicate to you. I know the committee 
members will be very interested in questioning you about the position 
generally of the American railroad industry, because we have had the 
trustees here and I might also announce to you that we are scheduling 
representatives of the major brotherhoods as soon as possible and we, 
of course, are hopeful of having other trustees and other people who 
are involved in this situation. 

Now, if you want to proceed, the committee will be happy to hear 
your testimony. 

STATEMENT OF STEPHEN AILES, PRESIDENT, ASSOCIATION OF 
AMERICAN RAILROADS; ACCOMPANIED BY A. SCHEFFER LANG, 
DIRECTOR OF SPECIAL STUDIES 

Mr. AILES. Thank you very much, Mr. Chairman. 
I am accompanied by Mr. Schefler Lang, who is the director of 

Special Studies of the Association of American Railroads and is also 
known to this committee as a former and the first Federal Railroad 
Administrator. 

My name is Stephen Ailes. I am president of the Association of 
American Railroads. The members of the Association of American 
Railroads are class I railroads representing 97 percent of railroad 
mileage and 97 percent of railroad revenues received in the United 
States. The memoership also includes some railroads other than class 
I as well as members from Canada and Mexico. 

This committee has received a number of analyses in varying depths, 
some of which propose and recommend specific courses oi action. 
Among them have been those presented by the Interstate Commerce 
Commission, the U.S. Department of Transportation, and the trustees 
of various carriers in section 77 bankruptcy proceedings. All contribute 
toward a better understanding of the problem, of its underlying causes, 
and all contribute to the search for the best possible solution. I 
commend this committee, the Senate Commerce Committee, DOT, 
and the Commission for their constructive efforts in this regard. 

This statement will not offer still another set of recommendations 
but, instead, will attempt to focus on what we consider to be the 
salient facts involved, and will offer some conclusions which seem 
basic to whatever resolution may finally be adopted. 

At this point, I should emphasize that the railroad industry fully 
recognizes the magnitude and seriousness of the problems of the 
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Northeast and the extensive impact that any course of action will 
have on the industry. We, like many others, are extremely gratified 
that the principal proposals fall far short of proposing permanent 
Government ownersnip or operation of the Northeast system, a devel- 
opment which would alter the course not only of the railroad industry, 
but of the Nation. We are satisfied that in the Northeast, one or more 
privately owned and operated railroad systems can succeed. We do 
Delieve, however, that some form of Federal financial assistance, at 
least on an interim or transition basis, will be needed. We are dedi- 
cated to making the plan work once the course is charted. I do not 
suggest that there is only one appropriate course of action—I do 
suggest, however, that there are a few fundamental concepts which 
must be essential features of any plan of action. 

One of those concepts which appears most fundamental and most 
important, and with which there seems virtually no disagreement, is 
that the problem is not one railroad alone, just the Penn Central, or 
indeed six bankrupt railroads—the problem is the entire Northeast 
region. 

The causes are general throughout the region and affect each of the 
separate railroad companies which serve the area. The solution must 
create a viable railroad system for the region and include all of the 
railroads in it, both those m bankruptcy and those which are not. The 
highly important point is that a solution cannot be based solely on the 
problems, needs and rights of the bankrupts and those they serve but 
must deal with the problems, needs and rights of the nonbankrupts and 
those which they serve. 

Indeed, the rail system nationwide is extremely sensitive to what 
happens to the railroad system in the Northeast. The scope and sig- 
nificance of the railroads now undergoing section 77 Bankruptcy Act 
proceedings compared with those in the entire eastern district and with 
the total rail 8yst«m of the United States can be seen from the table in 
exhibit A. The railroads of the eastern district comprise around one- 
third of the U.S. railroad industry and the section 77 railroads repre- 
sent about one-half of the system operating in the eastern district. 
Railroads in the eastern district receive 35 percent of total rail freight 
revenues nationwide. A large portion of the transportation service 
represented by such revenues mvolves interregional shipments and 
otner railroads. 

What has been happening in the Northeast? The railroads of the 
eastern district, as railroads have collectively, lost money every year 
for at least the last 5 years. 

Mr. PoDELL. Will you yield at this point? 
Mr. AiLES. Surely. 
Mr. PoDELL. Wifl you provide us with a population ratio as well? 
Mr. AiLES. I am sure we can. Yes, sir. 
Mr. PoDELL. Population of individuals per square mile per route 

mile. 
Mr. AiLEs. Certainly. 
[See letter dated May 15, 1973, to Chairman Jarman, p. 379, this 

hearing.] 
Mr. AiLEs. The railroads of the eastern district as railroads have 

collectively lost money every year for the last 5 years. Even as freight 
railroads their operations have been marginal or worse throughout 
that period. The chart in exhibit B [See p. 387] indicates that, compared 
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with freight revenues for all class I railroads, the freight revenues of 
both the section 77 Northeast railroads and five other selected North- 
east railroads have declined rather steadily over the last 6 years. 

Exhibit C [See p. 388], "Eastern District Freight Income," shows a 
steady decline since 1966 in net ordinary income attributable to freight 
service for the eastern district railroads, and that in the past 3 years 
such railroads collectively have been unable to earn income, suflfering 
substantial losses, even disregarding passenger operations. 

One of the factors both resulting from the financial situation and 
contributing to the problem, and one which tends to have a pyramiding 
effect, is described in exhibit D [See p. 389] which shows that the 
capital replacement rates of section 77 bankrupt roads for the past 
10 years nave been seriously behind the national average for the 
industry. When it is considered that the national average is depressed 
because of the relatively low earnings of the industry as a whole, the 
low capital replacement rates of the bankrupt carriers become still 
more si^ificant. 

In spite of this grim recital, it is extremely important to note 
that the economy of the Northeast is not itself in desperate condition. 
Beyond a doubt, there is an adequate business base in the northeast 
region to support a privately owned railroad system. There has been 
a steady growth in the economjr of the northeast region. The constant 
dollar value of shipments—exhibit E [See p. 390] for the New England 
region and the mid-Atlantic region for the years 1965 through 1971 
have followed the same upward trend lines as for the United States 
as a whole. Measured in terms of real personal income—exhibit F 
[see p. 390]—the northeastern region shows little variation from the 
United States as a whole. 

The conclusion is inescapable that the region has not collapsed 
economically, but that it has grown steadily and prospered during 
the last 6 years. The difficulty, however, is demonstrated by exhibit 
G [see p. 390], which shows that while the economy of the region im- 
proved in terms of value of shipments, the share of such shipments 
handled by rail as shown by tonnages originated has declined steadily. 
Essentially the same conclusion is apparent from exhibit H [see p. 391], 
which shows that while the constant dollar personal income increased 
steadily during the 6-year period, rail freight tonnage received in the 
region declined. And lastly, a similar conclusion is apparent from ex- 
hibit C showing a steady decline in net ordinary rail income from 
freight service. 

The railroad financial record in the northeast, moving in an opposite 
direction from the economy of the northeast, simply reflects the fact 
that within eastern territory there is today an overexpanded railroad 
system. A partial cause is Government policy whicn is developing 
the interstate highway system, and in concentrating a significant part 
of it in this area, produced tremendously effective truck competition. 

Yet, as the Commission, in its report, stated: 
The maintenance of high quality railroad service in the northeast, capable of 

meeting the reasonable transportation requirements of the users and of the 
communities in the region, is essential to the economic health of the region as a 
whole. 

Because this region is still heavily dependent on rail service, as is 
so clearly demonstrated every time a strike occurs or is threatened, 
because the national rail network cannot function without an efficient 
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northeast segment, and because a privately owned and operated 
system represents the optimum end result, some way of solvmg the 
current economic problem of railroad operations in the northeast 
must be found. 

It is the conviction of the railroad industry that a private enterprise 
solution is possible and that a privately owned and operated network 
can render the needed service, be self-supporting, and function 
smoothly and eflBciently as part of the national system. 

Heaven knows, that is a goal worth striving for. 
The Department of Transportation report shares this view: 
"Quite clearly there is a healthy rail system trying to crawl out of 

the northeastern wreck. All of us working together can help it escape." 
Gentlemen, we have talked about this subject for the last 6 months 

continuously and it is a major item of discussion at all of our board 
meetings and at every conference I have with any railroad president 
anywhere in the country. 

I am confident, based on these extensive discussions in the industry, 
that solvent railroads are prepared to cooperate in the achievement of 
a private enterprise in the northeast solution and to undergo reasonable 
enterpreneurial risks toward that end. 

Some matters need to be solved, however, before that solution can 
be achieved. And their solution may well require participation by the 
U.S. Government. Thus, passenger transportation in the nortneast 
corridor, particularly between Washingron and Boston, must be 
recognized as a special problem and dealt with as such. 

The portion of the Penn Central which extends from Washington, 
D.C., to New York City and on to Boston, comprises some 450 route 
nules of high-quality, high-capacity railroad line. It is a very good 
railroad. This is predominately a passenger railroad in the sense that 
more than two-thirds of the train miles are represented by commuter 
and intercity passenger trains. The best and most heavily patronized 
passenger service in the United States uses this route. Yet, the corridor 
passenger services fell substantially short of providing adequate com- 
pensation to Penn Central in 1972. 

A solution to this problem is regarded by the trustees as one of the 
basic conditions for a successful reorganization of the company. 
Continued operation of the corridor by the Penn Central under present 
conditions substantially impairs the prospects for a successful re- 
organization of that company under section 77 of the Bankruptcy 
Act. Indeed, I believe most consider a solution to the corridor problem 
to be an essential part of any solution to the northeastern problem 
generally. 

It is inconceivable that the Congress or the public would permit the 
abandonment of these passenger operations. For instance, if the Penn 
Central were to be ordered to be liquidated. I am confident no private 
railroad would want to purchase the corridor if it incurred the render- 
ing of passenger service with it. 

If that is true, the only choice would be abandonment of that service 
unless the Government would be prepared to buy the corridor itself 
in front of the courthouse and continue the service. 

I just can't believe—Mr. Harvey was talking about abandonment a 
while ago—I can't believe that that passenger service could be ter- 
minated in view of the use it receives and the important function it 
serves. 

96-474 O—73—pt. 2 1 
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That is why I say it is inconceivable to me that this Congress or the 
pubUc would permit the abandonment of it. This problem of the cor- 
ridor must be considered in that context. 

On the contrary, there is growing demand for more and better serv- 
ice, particularly in terms of the speed of intercity trains. Projections 
of the travel market by the Federal Department of Transportation 
point to a very substantial growth potential, and—quite apart from 
considerations of ecology and the conservation of energy resources— 
the prospect that improved passenger services could eventually be 
made economically self-supporting. To achieve this potential, however, 
will call for major expenditures for improvement of the plant, and this 
in turn leads to consideration of the acquisition of the corridor right-of- 
way by Government, either through purchase or long-term lease. 
Such a transaction could not only resolve the problem of inadequate 
compensation for present service but could also make much needed 
funds available to the trustees—subject, of course, to the rights of 
creditors. 

As I said earlier, no other railroad has indicated an interest in 
acquiring this right-of-way, and in all circumstances, no such offer 
can be expected. On the other hand, the so-called northeast corridor 
project developed by the Department of Transportation contemplates 
the purchase or lease of this property by the Federal Government or 
one of its agencies. 

There seems to be a growing consensus in the railroad industry, and 
I must say on many other sides, and certainly on the part of both 
management and labor that Federal acquisition of the corridor would 
be a logical step, and if proceeded with immediately, could make a 
significant contnbution to the prospects for a successful reorganization 
of Penn Central. 

I must say as long as the Penn Central is in reorganization the 
options available to the Government with respect to how that corridor 
could be acquired are substantially greater than they would be on 
Uquidation. 

Mr. ADAMS. What was that again, Mr. Ailes? 
Mr. AILES. AS I say, as long as the Penn Central is in reorganization, 

the options available to the Government as to the manner in which 
the corridor could be acquired are significantly greater than they 
would be if the property were up for sale in front of the courthouse. 

Mr. ADAMS. Which would be cheaper. 
Mr. AILES. Well, this option could include a lease. It is perfectly 

conceivable, to me at least, that a lease arrangement could be worked 
out with the trustees of Penn Central, perhaps loaded at the front end 
if necessary, but I don't know how that could ever be done if the prop- 
erty were up for sale in an ordinary equity receivership situation m 
front of the courthouse. 

Mr. ADAMS. Wouldn't it be cheaper to buy it after the court 
receivership sale, rather than buying it while operating? 

Mr. AILES. I don't think so at all. In the equity receivership situ- 
ation, you are going to have other bidders who are not saddled with 
the problem of running the passenger service. 

In other words, I think there is one thing quite clear under the law 
and that is that if the railroad is to be liquidated, because the reorgani- 
zation has failed, that property is to be sold free and clear of any 
obligation to render common carrier service. Therefore, we are talking 
about its value as real estate. 
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I am, you know, not thoroughly familiar with everything on that 
line, but I am fairly familiar with what is in the city of Washington 
in that passenger business and I can tell you it is worth a tremendous 
amount of money as real estate. 

If the Government sought to condemn it out from under the sale 
at liquidation, the price that the Government would pay would be 
based on the market value on liquidation of that property as real 
estate unencumbered by any obligation that the common carrier 
service be rendered. 

Mr. PoDELL. Will you yield? 
Mr. ADAMS. Yes; I am sorry I interrupted because I am going to 

limit everybody to 5 minutes, because I know everybody wants to 
question. 

Mr. PoDELL. On that one point? 
Mr. ADAMS. Yes; but I will take it out of your time. 
Mr. PoDELL. Isn't what you are sajdng that the Government, if it 

does, under one form or another, take over the rights-of-way, that it 
is best to take it in liquidation, rather than buy in at the sale and wipe 
everybody out? 

Mr. AiLES. I think those last two things are the same. What I 
am saying is it would be much better, and I am going to so recom- 
mend when I get to the end of my statement, that a corporation be 
created today to take over the corridor and operate it and that 
it be a Government corporation and be authorized to go ahead and 
negotiate with the trustees on the manner in which it is to be taken 
over. 

My point is that it would be a lot better for the Government to 
take it now under an agreement made with the trustees and approved 
by the coirt, on perhaps some sort of lease basis, something negotiated 
and worked out carefully, than it would be to take it on liquidation, 
because at that point they have to either go in and outbid everybody 
else piece by piece, which is obviously no way to take a railroad, or 
condemn it. At that point a valuation proceeding follows which raises 
not only the question of, "What is this property worth when sold in 
front of the courthouse unencumbered by this obligation to render 
common carrier service" but also other principles of law that grow 
out of the Hvdson Tube case which Bob Blanchette talked to the 
committee about 2 days ago. That is a case, if I am thinking about 
the same one that he is and I think I am, where the tubes under the 
river with zero salvage value and a losing value as a going concern 
were held by the courts to be worth a great deal of money because 
the city of New York wanted to buy them to operate a tube, or a 
subway through them. 

So, you can end up in that kind of proceeding owing not only the 
liquidation value but a going concern value as well as all of these 
principles come into play. 

I am just saying, in terms of price the Government would be so 
much better on to undertake to negotiate some sort of arrangement 
with Penn Central while in reorganization. 

Another fundamental concept is that the eastern railroad freight 
system must be restructured in order to be self-supporting. The 
system is incapable of supporting itself in its present configuration 
even if the burden of passenger service were to be removed entirely. 
This is demonstrated m exhibit C portraying the inadequacy of in- 
come of the northeastern railroads from freight service today. 
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This restructuring undoubtedly ^vill make possible the abandon- 
ment of some railroad mileage. It has become clear, however, that 
the mere abandonment of light density lines will not generate enough 
savings to solve the problem. Neither will the mere abandonment of 
redundant main line trackage generate enough savings. 

The industry recognizes, moreover, that the wholesale discontinu- 
ance of rail service to thousands of communities throughout the 
Northeast is neither in the public interest nor in he 1 mg-run interests 
of the viable U.S. railroad system. 

What is necessary and desirable is the elimination of the wasteful 
duplication in railroad operations that persists in the overbuilt eastern 
district of our national system. Thus, the "restructuring" to which I 
refer would be intended not to abandon service, but to make that 
service more efficient and effective through a drastic reduction in 
circuity of routing, unnecessary train-yard and industrial switching, 
unnecessaiy freight car delays, and duplication of management 
functions. The resulting improvements in public service and elimina- 
tion of unnecessary costs is the only answer to the Northeast railroad 
problem short of massive, continuing Government subsidization of an 
anachronistic collection of railroad operations which are incapable of 
a satisfactory job for the public. 

Note here that any plan which provides Government financial as- 
sistance only to bankrupt railroads will inevitably put any presently 
solvent railroads, and their employees, in an impossible competitive 
position. The inevitable result of any such differential Government 
financial assistance is that those companies which are still solvent will 
be forced to sell their properties to any Government-created entity set 
up to provide financial assistance to their competitors or ^o banlu"upt 
and go on the Government dole along with their competitors. 

This process of "creeping nationalization" will, in its turn, eliminate 
the interrailroad competition which so many insist must be maintained 
in any private enterprise solution to the Northeast railroad problem. 
An entity supported directly or indirectly by tax dollars will not abide 
the economic inefficiencies inherent in the present pattern of wide- 
spread railroad-to-railroad competition in the Northeast. It will 
inevitably take over the operations which compete with it. 

If restructuring, which I have discussed before, is essential to finan- 
cial viability, it seems clear that we should get on with that job 
forthwith. It is too early, moreover, to talk in detail about the legis- 
lative provisions and the corporate arrangements appropriate to such 
a restructuring; inasmuch as we still do not have a clear idea of what 
it would involve. Specifically, the creation of the ultimate plan to deal 
with the Northeast railroad problem requires three inquiries at the 
outset: 

1. A reasonably detailed specification of how railroad operations in 
the eastern district, including those of both the bankrupt and non- 
bankrupt carriers, should ideally be reconfigured. 

2. Based on the restructuring plan, a reasonably detailed estimate 
of the costs associated with labor displacement and relocation. 

We just don't know what it is unless you know how this system 
should be restructured. 

3. A preliminary estimate of the subsidies that might be required 
for contmuing operations on lightly used but socially necessary branch 



385 

line mileage, if indeed it proves to be desirable, but you have to know 
what that problem is before you know what the cost of solving it is. 

Once such information is in hand, the need for Government finan- 
cial assistance can be properly assessed and the need for new or revised 
corporate structures can be identified. In other words, then and only 
then will it be possible for Government and the responsible railroad 
companies, present and future, to work out a plan that will satirfy 
all of the widespread public interests which are so clearly involved. 

Finally, I should point out that any workable plan for thus restruc- 
turing and revitalizing this crucially important segment of our national 
transportation system could not go forward except to the extent an 
expeditious procedure is provided for Government approval of the 
changes required. Lengthy proceedings are out of the question in 
this context. 

Clearly, the interests of present railroad employees must be recog- 
nized and c'ealt with fa'riy in whatever we propose. The diversion of 
intercity freight and passenger travel to other modes of transportation 
has caused a steady and substantial reduction in railroad emp'oyment 
needs. The vitally important restructuring process which T have 
discussed above will predictably reduce those needs even fur he;-, at 
least in the short run. 

Hopefully, that situation will bottom out if what we are talk"ng 
about here really works. 

As the report of the ICC emphasized, this problem derives most 
importantly from our national policies and programs of recent y ar?. 
Thus, the cost of protecting the employment rights of labor now or 
prospectivcly rendered excess, as well as the cost of the substantial 
restructuring of work a,=signments and relocation of employees re- 
quired by the restructuring now so clearly in prospect, can be viewed 
as "social costs" for which Government logically bears a major 
responsibility. 

Against the backdrop of these fundamental considerations and 
requirements as we see them, let me go on to give vou my personal 
observations on how this whole problem should be dealt with at this 
point in time. First, I think prompt and immediate steps should be 
taken to create a Northeast Corridor Corporation, wholly Government 
owned, that would be authorized to acquire, by lease or by purchase, 
the railroad facilities extending through the Northeast comdor from 
Washington to Boston that are necessary to the operation of improved 
intercity and commuter rail passenger service. 

As I have already suggested, this is a natural and inevitable evalua- 
tionarj^ development which must take place independently of any 
resolution of the Penn Central bankruptcy or of the other problems of 
our eastern district railroad system. All the Penn Central bankruptcy 
says about this problem is that, if it is to be done inevitably, it should 
be done now. As I said earlier, the options are greater if it is done now. 

Second, a special study commission should be created forthwith 
under the aegis of the I)epartment of Transportation to prepare a 
report on the required restructuring of our northeast railroad system, 
together with estimates of the social and capital costs attendant there- 
to. This commission should be instructed to report back to the Con- 
gress within a period of no more than 3 months, or 4 or 5, whatever it 
really looks like is required. 
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I am sure that the major raihoad companies owning and operating 
property in the eastern district would contribute time and effort to 
and participate in such a commission study with enthusiasm. 

I visuaUze that the proposals emanating from the work of such a 
commission would provide a basis for such congressional action as is 
required to enable a group of private railroad companies to create an 
efficient, high-quality railroad freight transportation network spanning 
the entire region east of the Mississippi and north of the Ohio and 
Potomac Rivers. 

Congessional action may involve: 
1. Prompt approval of facility transfers and new operating arrange- 

ments among railroads. 
2. Possible interim Government financial assistance for dealing with 

the social problems of displaced and relocated labor. 
3. Possible Federal and local government assistance for the con- 

tinuance of uneconomic but necessary branch line service. 
4. A program of loan guarantees for the restructuring and rehabilita- 

tion of the necessary fixed plant. 
Such a program, the whole program, would obviate the need for any 

program of continuing Federal subsidies and would not require the 
Government to undertake the financial risks of railroad property 
ownership other than for the Northeast corridor passenger railroad. 

As a final word, I would point out that the financial assistance pro- 
visions of H.R. 6880, the Surface Transportation Act, provide for one 
part of the Government assistance that this overall scheme would 
require. And, in my judgment, financial assistance of this character 
should be available to all who can qualify under the terms of that 
statute rather than being limited to bankrupt carriers. 

That is why I think it is so important it be done that way 
Mr. Chairman, that completes my statement. 
[Testimony resumes on p. 391.] 
[Exhibits A through I, referred to, follow:] 

EXHIBIT A 

EASTERN DISTRICT RAILROADS (1972) 

Total, United 
States    Eastern district       Sec 77 roads 

Routemiles  204,000 52,000                 27,000 
Freight revenue (millions)  J12,600 K300                 J2,400 
Net ton miles (millions)  800,000 237.000               106,000 
Employees  523,000 207 000                109,000 
Route miles/square mile  5.72                 12.25  
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pilIBIT H 

FREIGHT REVENUS COMPARISONS 

R«lAtlv« R«T«ini*s In Conatant y«ar Dollar* 
AU Othar CUsa I Roftda 

5 Other Northeast Roads; 
Baltlznore & Ohio 
Bangor & Arooatook 
Maine Central 
Weatern Marylaxid 
Delaware 4 Hudaon 

Saetloa 77 Nonhaut Roada 
Central of New Jcraey 
Penn Central 
Boston & Maine 
Reading 
Erie Lackawaona 
Lehlgh Valley 

-1_ _L- 
1905 IMI 1967 1968 1969 

Source:    Transport Sutlstlcs to the U.  S.   (I.CO 
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EXHIBIT D 

CAPITAL REPLACEMENT RATES 0962-71)1 

1962-66 
avtrap 

1967-71 
avirif* 

Boston t Malm   
Cantril of New Jersty   
Erie-lKkjwanru „. 
Lrtiigh Vjlley  
P»nn Ccntril   
RMding.   

Eittarn district—ill  

Southern Railway  
Soutlwrn Padlic   

Class I roads outside eastern district. 

All dass I roads  

1.3 
1.9 
3.0 
1.1 
3.S 
3.8 I 
4.5 4.0 

5.4 
5.8 

8.9 
5.3 

5.7 5.4 

5.2 5.3 

> Rate in percent ol net investment replaced per year (capital expenditures per net investmenO. 

Sources: Transport statistics (ICC); annual reports of class I railroads. 

tXHlBIT £ 

COtmANT DpLUlR VALtlB OF SHIPMENTS BY PECION*   . 

IWf 

I1» 
United States • All Regta 

KM EiijUnd Rtgtcii 

md^tlutlc teglon 

I9ej IMS 19S7 19C8 19S9 1971 

*   VtiM of Shtpnnitt deflated by Wholesale tr\ct Index.   1971 values by ftegton estimated froB Dcpartaent 
of Coenerce data. 

Source;    Ccsue of Manufacturee ind Annual Survtya of ViL.iufacture* (U.   S.   Bureau of the Censual 
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nniiT r 

BXM. PEIvSONAE mCOME BT REGION 

1«6S OoIUrt 

> UntUd StlUl 
Hat Cnglind Region 

1965 1966 1967 19e« 1969 1970 1971 

Sourc«;    Deparlmant of Conunerca. orrtc* of Business Economics 

lull Fntfht Tonnagvs of Manufmetttrfed Cominodltlsa Orlglnattd 

Valo* of Uannfacturvd ShiptDsma In Now EngUnd tt Mid AtUatte ROflooo 
(lM5-igTI) 

ValM of Mamfietnnd Shlpnoet 

i Olhsr Northout Road* 

Soction 71 Nortteist Roads 

Sourcs:    Census of Manufscturos and Anno^ Survay of Manufacturas (U.  S.   Buraaa of Iha Caosuo) 
Freight CominoiJIly Statistics:    Class I Railroads of tha U.   S.   II.CO 
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60 

Freight Tonnaga Terminated * 

Cooatant Dollar Paraooal Ineona In lUglona Sarvvd 

Peraooal loconM dadatod by 
CPI Naw England and 
llld-AtUntlc Ragloo 

5 Othar Mortbaaat Roadn 

Section T7 Nortbaaet Roada 

196S 1066 1967 1&68 1969 1970 1971 

•Excluding coal and ore*. 

Sourcea:    Office of Bualneaa Economics (Department of Commerce) 
r.*.'li'lil  rnmm.T«Iltv Rtnlf.-*Ilr:i:    ntinn \ n.TUm.i.H  of itir  V.   S.   (l.r.C.J 

EXHIBIT I 

INTERCITY RAIL AND TRUCK, REGUUTED VERSUS PRIVATE CARRIAGE MARKET SHARE 

(In billions of doltars] 

1961 1971 

Rail                                     8.7 11.7 
Rtfulated Intercity truck   .       ..-_., ...............                 7.5 16.8 
Privstf and unr«|ulated tnjci( .       .     .                11.7 21.7 

Source: All figures from TAA "Facts and Trends." January 1973, quarterly supplement 

Mr. ADAMB. Thank you very much, Mr. Ailes. 
I would like to say to the committee members I can see that with 

the available members, I will have to limit everybody to 5 minutes 
the first time around and that everyone will have an opportunity. 
Since I broke in, I will not question at the early stages imtil everybody 
else has and I recognize Mr. Podell. 

Mr. PODELL. I agree, Mr. Ailes, with a great number of things you 
spoke about in your stat€ment. You know m New York State we have 
a program that we have some 8,500 different units of local government, 
each operating independently, and with a multiplicity o7 operations 
and duplication of efforts there has been a proliferation of local 
governments over the years. The same thing is true of the railroads, 
and I think we can agree some consolidation of effort is required. 

Mr. AILES. Right. 
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Mr. PoDELL. Do you agree further we should consolidate the opera- 
tions perhaps of these seven railroads under this governmental umbrella 
that you mentioned? 

Mr. AiLES. What I say, sir, is you can't look at this problem in 
terms of the seven railroads or six that are in bankruptcy but you 
have to look at all of the railroads in the Northeast. 

Mr. PoDELL. You would expand it even further? 
Mr. AiLBS. Yes, sir. I think if you put all of the seven bankrupt 

railroads together, that you would have a permanent Federal subsidy 
for them and probably put the other railroads in the Northeast out of 
business in the process and that is a pretty poor solution to the 
problem. 

What we are talking about here is that it would make a lot more 
sense to rationalize the operation in the Northeast. 

To put it another way, what we need is operational rationality as 
well as system rationality. The only way to do.it is get the right 
people around the table under the aegis of the Government to figure 
out what the final system would look like. 

Mr. PoDELL. You would agree the long-term solution would be a 
consolidation of the rail systems in the Northeast area under one 
umbrella, isn't that exactly what you are saying really? 

Mr. AiLES. I am with you until you say one umbrella. I think you 
might end up with three or four railroads operating under private 
ownership and that would involve a lot of consolidation and further- 
more it involves some trades among those systems. 

Mr. PoDELL. Wouldn't it result, as you suggested, that this rather 
small umbrella would put into bankruptcy the other private railroads 
which would not be able to compete truly with a railroad that gets dl 
of the rights-of-way paid for by the Government? 

Mr. AiLES. I don't want to see anything like that happen. I think 
really, if you worked out a system in the East where you had genuine 
operational rationality, as we said here over and over again, you would 
have a railroad system that would be as healthy as the railroad sys- 
tems in the South and West, which are very healthy. 

Let me say this: The Government may have to do some things to 
facilitate getting from here to there, but that is the goal. 

Mr. PoDELL. Our problem is substantially different in the Northeast 
corridor than in the South. 

Mr. AiLES. When you say "Northeast Corridor," those problems 
are entirely different, but I put this corridor to one side, I would take 
it out of the problem today by buying it for the Government and 
saying, "let's now worry about the freight network for the rest of the 
northeast, which is really a different problem." 

Mr. PoDELL. In other words, what you would want the Government 
to do is in one form or another to buy the rights-of-way? 

Mr. AiLES. For the corridor and the corridor only. That means the 
old Pennsylvania line from here to New York, the commuter lines 
around there and the old New Haven line from New York to Boston. 

Mr.  PoDELL.  Won't you include the other six bankrupt lines? 
Mr. AiLES. No, sir. 
Mr. PoDELL. Then you disagree with Mr. Nash who testified here 

yesterday? 
Mr. AiLES. If he said the Government ought to buy the other six 

bankrupt railroads, I disagree with him. 
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Mr. PoDELL. He said the Government ought to buy his railroad, 
at least buy the rights-of-way to his railroad and then they ought to 
buy the buildings and terminals. 

Mr. AiLES. Then I disagree with him. 
Mr. PoDELL. Then he just said he would like to run it. 
Mr. AiLES. I am sure he is one of my members, but I am compelled 

to disagree with that conclusion. I don't think the Government has 
to buy anything but the corridor to do this job. 

Mr. PoDELL. The chairman just looked at me and my time is up. 
Mr. ADAMS. The time for the gentleman has expired. 
The gentleman from Michigan is recognized for 5 minutes. 
Mr. HARVEY. Mr. Ailes, I want to ask some questions about the 

passenger service  between  Washington,  New   York,  and  Boston. 
Mr. AILES. Right. 
Mr. HARVEY. YOU discussed it on pages 6 and 7 of your statement. 
You say: "The best and most heavily patronized passenger service 

in the United States uses this route, and, yet, the corridor passenger 
services fell substantially short of providing adequate compensation 
to Penn Central in 1972." 

Mr. AILES. Correct. 
Mr. HARVEY. If this is true, why has it fallen short? Isn't the best 

route in the United States the most heavily populated and heavily 
used and why has it fallen short in providing passengers? 

Mr. AILES. I suspect, Mr. Harvey, the passenger business loses 
money everywhere in the world no matter how it is operated. 

Mr. HARVEY. Give that to me again. 
Mr. AILES. 1 said I suspect that the passenger business loses monev 

everywhere in the world no matter how it is operated. All of the rail- 
roads of all of the other nations of the world which are with one ex- 
ception, as you know, operated by the government, and most of which 
are heavier m the passenger business than we are, have very substantial 
operating deficits and the simple reason is that it is almost impossible 
to support a passenger operation out of the fare box. The contracts 
that the U.S. railroads have with Amtrak does not begin to pay the 
railroads for the costs they incur in rendering the service to Amtrak, 
and yet Amtrak loses money. 

The Penn Central situation is worse than most, because in the 
corridor their railroad is predominantly a passenggr railroad and to try 
to put all of the maintenance of way costs on the freight end of it is 
really grossly unfair. 

There is a modification of their contract for that and a proceeding 
before the ICC to do something about it, but they are underpaid in 
terms of what it is costing them to render the service today. 

Mr. HARVEY. IS this true of the Metroliner also? 
Mr. AILES. Yes, sir. 
Mr. HARVEY. Even though it is running 100 percent, if you have to 

wait 2 weeks to get a reservation? 
Mr. AILES. Sure. The Metroliner produces positive cash flow but it 

does not—I have to be careful, because the Perm Central contract is a 
little different than the others—but it does not begin to pay the full 
cost of rendering that service. 

Mr. HARVEY. On page 11 of your statement your first recommenda- 
tion is "to create a ^fortheast Corridor Corporation, wholly owned, 
authorized to acquire by lease or purchase the railway facilities." 
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What do you have in mind—that this corporation in turn lease 
these facilities to Amtrak? 

Mr. AiLES. Yes. 
Mr. HARVEY. Why do we have to set up a separate corporation? 

Why shouldn't Amtrak itself own it? Why spend money to establish 
another corporation if one corporation can do the job? 

Mr. AiLEs. There is only one reason to say it should be separate 
from Amtrak and that is because Amtrak is privately owned in part. 
Three of the railroads own stock in Amtrak and I have a little trouble, 
and I am sure you do, with the Government stepping in and buying 
a huge piece of property that is valuable property, wiich is going to 
appreciate in price and turning it over to a privately owned corporation. 

That is the only problem I have. If there is a way to work it out 
legally in total fairness to the taxpayer who buys that right-of-way, 
then I would say "Give it to Amtrak." 

As you know, the Government also has to purchase some lines from 
the Erie Lackawanna and Central of New Jersey and others that are 
heavily used in this commuter business, which is vitally important to 
the people involved. 

Mr. HARVEY. The cost of purchasing that right now would be al- 
most prohibitive, would it not? 

Mr. AiLES. Yes. 
Mr. HARVEY. You are talking about extremely valuable properties. 
Mr. AiLEs. Yes; it is huge. 
Mr. HARVEY. And in probably the highest priced areas in the 

United States. 
Mr. AiLES. That is exactly right, but it is just inconceivable to 

me—again you were talking about abandonment here a minute ago— 
it is inconceivable to me if Penn Central goes into liquidation and the 
choice is buy or abandon that passenger service, that Congress will 
be willing to abandon it. 

Mr. HARVEY. If Penn Central went into liquidation, wouldn't this 
be one of the first areas that would be grabbed up by one of the 
other roads? 

Mr. AILES. NO, sir. No; I tried to make that clear and there is a 
sentence in the statement that so states. I don't believe for a minute, 
and I have heard it from all of the people involved—Graham Clayton 
has said it publicly—that another railroad will come forward to put 
up $1 billion to buy a piece of property that projects about $90 to 
$100 million loss a year to them. There is no way you can get that 
done. 

So the people that are going to buy this property are the real 
estate speculators, the fellow who would like to develop the coach 
yard down in back of the Union Station which is worth about $70 
million. He is the buyer that is going to buy it, but if the Government 
lets that happen, it will shut down the Aletroliner and all other cor- 
ridor passenger service which is so heavily patronized. 

I am of the view when that happens Congress is going to decide we 
have to continue this service. 

Mr. HARVEY. But that real estate you talked about is for use of 
the movement of freight as well as passengers? 

Mr. AiLEs. No, sir. 
Mr. HARVEY. Is it strictly a passenger line? 

_ j 
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Mr. AiLES. For instance I talked about the coach yard near Union 
Station and under agreement there is no freight that goes in there. 
No; there is a freight and passenger mix all of the way up, but they 
should be separated and divorced for the reasons Bill Moore stated 2 
days ago, for reasons of efficiency. He can't operate the freight system 
efficiently now because he has only 500 trains between 9 a.m. and 9 p.m. 
on that system. 

Mr. HARVEY. Thank you very much. 
You have been helpful and very informative. 
Mr. ADAMS. Thank you, Mr. Harvey. The gentleman from 

Tennessee. 
Mr. KuYKBNDALL. Mr. Ailes. for the matter of the record, let's 

clarify this. Government owner hi) of the property between here and 
New York would include leasing to a freight-hauling railroad as well 
as to Amtrak? 

Mr. AILES. It depends upon what property this Government 
acquires. 

Mr. KuYKBNDALL. But you do anticipate freight service between 
here and New York? 

Mr. AILES. Yes, sir. 
Mr. KUYKENDALL. Who is to run it? 
Mr. AILES. I anticipate extensive freight service on that system. 

There is a lot of industry whose freight goes westbound out of the 
corridor. 

Mr. KUYKENDALL. Would the owner of this strip of track and all of 
the property lease a service to Amtrak? 

Mr. AILES. Yes. 
^"T. KUYKENDALL. Will they not also be leasing service to a freight- 

hruli ig railroad? 
Mr. AILES. The only reason I don't categorically say yes is that I 

don't know whether you can split out of that six, five, four, three, two 
track system between here and New York a separate passenger system. 

Mr. KUYKENDALL. Do you think there is a viable freight business 
between here and New York? 

Mr. AILES. Yes; if it is not rendered impossible by the passenger 
business. 

Mr. KUYKENDALL. In other words, you say if Penn Central would 
come in between here and New York, and New York did not have so 
subsidized allocated costs between then and Amtrak, they would 
break even or better on the freight service? 

Mr. AXLES. Yes. One other point. There is a substantia' expenditure 
required to divorce that freight business from the passenger business 
in operational terms. 

If you assume that is done, the answer is: "Yes, that is an excellent 
freight business." 

Mr. KUYKENDALL. I heard a stoir the other day by a knowledgeable 
man. Somewhere slightly east of Philadelphia there was an imaginary 
north-south line that east of which, railroads, even without passenger 
service, would make no money and west of which they would make 
money. 

Have you heard of such a thing, a kind of dividing line that over 
here they can make money and over here they can't. 

Mr. AILES. Have you ever heard of that? 
Mr. LANO. No. 
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Mr. AiLEs. Even he does not know about that. 
Mr. KuYKENDALL. So vou are saying that there is no part of the 

whole eastern quadrant that could not be made into a viablis freight 
hauling area if you had your choice? 

Mr. AiLEs. That is right. I think that is right. What I am saying is, 
if you rationalize the plant, rationalize the operations and get them in 
tune with the economy of the area it would be a highly successful 
railroad freight operation. 

Mr. KuYKENDALL. I am sorry I didn't hear more testimony the 
other day because I have tremendous respect for the gentleman, 
particularly his home base. 

Mr. AiLEs. May I say something? 
Mr. KuYKENDALL. YcS. 
Mr. AiLEs. What Bill Moore said was that he operates 638 trains a 

day between New York and Washington, and over two-thirds are 
passengers and commuters, intercity passengers and commuters, and 
as a result his freight operation is in real difficulty. 

He gives the passenger trains priority, of course, but it takes forever 
to move his freight on that Une. 

One of the things that has to be accomplished is that division and 
severance of the two services. 

Mr. KuYKENDALL. You and your predecessor in the testimony 
before the committ€e, have stated there is a question of whether a 
heavy passenger and freight operation can operate on the same tracks 
effectively at all. What is your answer to that? 

Mr. AiLES. You have two or three problems there. 
Mr. KuYKENDALL. They wear up the track badly, for one thing. 
Mr. AiLEs. Yes; but that can be handled in the normal situation 

around the country generally. 
I think you have a difficult problem in a heavily congested area of 

running high-speed trains. 
If you have a lot of congestion and you are giving the passenger 

trains priority, your freight operation then may be in serious difficulty. 
Another is the problem of safety when running trains at speeds that 
some of these studies contemplate, in close proximity to freight service. 
That will be a serious problem. 

Mr. KuYKENDALL. Are you suggesting that there be a completely 
separate nonfreight entity between here and New York? 

Mr. AiLEs. Yes, sir. 
Mr. KuYKENDALL. Thank you, sir. 
Mr. ADAMS. Thank you, Mr. Kuykendall. 
Mr. Shoup of Montana is recognized for 5 minutes. 
Mr. SHOUP. Thank you, Mr. Chairman. 
Mr. Ailes, up until this morning I have been lacking the position of 

the Association of American Railroads because the answer I received 
from your organization has been that you preferred not to get involved, 
you didn't want to preside at the funeral of one of your members. 

Mr. AILES. That is not a direct quote, sir. 
Mr. KuYKENDALL. It is a pretty good one, though, isn't it? 
Mr. SHOUP. I see that this morning you have recognized the fact, 

it is a fact, that something must be done, and for this I congratulate 
you. 

Mr. AILES. Mr. Shoup, I have to say this. This is not a new stance 
with us. We have been working on this problem night and day for 
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months. We have been determined that we are not going to do any- 
thing to interfere with the ability of Penn Central to be reorganized 
and we have also felt that it didn't make a lot of sense for the railroad 
industry to have a plan that it was fighting for in competition with a 
lot of other plans. 

Mr. SHOUP. My disappointment, Mr. Ailes, was this: You people 
certainly have more expertise in operating a railroad and I look to 
you in the industry as advisers as to the best way to operate the rail 
transportation system that we need. To go along with this, there is 
one of your member railroads, I think only one, that has put forth a 
somewhat detailed plan and suggestion. 

Mr. AILES. Right. 
Mr. SHOUP. Have you any comments on that? 
Mr. AILES. No, sir. 
Mr. SHOUP. I am speaking for the record of the plan proposed by the 

Union Pacific. 
Mr. AILES. We, of course, are quite familiar with the plan and have 

had extensive discussions with Frank Bamett and Bill McDonnel, 
general counsel, who worked on it extensively. 

There are a lot of aspects of that that I am sure are useful. Our basic 
feeling is that there is an earlier problem that has to be solved before 
one really knows which of the various available routes to a solution 
should be used. 

That earlier problem is the problem of how to restructure the whole 
northeast and how to cut back on interrailroad competition in the 
northeast to the extent that it is plainly required—if any resulting set 
of railroads is going to operate successfully there. 

Mr. SHOUP. I would agree with you very much, that certainly his 
thrust is for the long run, the healthy revitalization. 

Mr. AILES. Right. It may very well be when we know more about 
the problem really is, that he has some mechanics that would be highly 
useful toward achieving the desired end. 

Mr. SHOUP. You sav, and I do agree with you, there we are faced 
with two problems ana I think probably we could fall into a trap if we 
attempt to solve them both with only one plan. 

One final question. 
Mr. Ailes, I am somewhat surprised with your statement on page 12, 

you have been around long enough and I do criticize this with tongue 
m cheek, but I think we must be practical, you speak of a special study 
commission and I find nothing wrong with that, but this commission 
should be instructed to report back to Congress within a period of no 
more than 3 months. 

Mr. Ailes, it takes more than 3 months to choose the members of the 
commission, you know that. 

Mr. AILES. I iust wanted to make it clear we thought it ought to be 
done quickly. There are those among my associates who would say that 
this time is a terribly brief time. The pressure comes in part from the 
fact that I would hope that if a step like this were taken that the Penn 
Central would not have to be forced into liquidation until the con- 
clusions of that study came out. That is why I tried to put a short time 
on it. 

Mr. SHOUP. The study commission, will you clarify it. Is it to study 
tl.e short term or long term problem? 

Oa-Ali O—73—pt. 2—6 
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Mr. AiLEs. No, we are trying to solve the long term problem. What 
the commission may come up with is the mechanism for doing it, but 
what has to be done is a reduction in interrailroad competition in the 
whole northeast. 

How much of that can be done in the first bite I do not know, but 
when the process is begun you are aiming toward financial viability for 
all of the carriers. 

Mr. SHOUP. Again, my congratulations for your taking a positive 
stand now in working toward a better transportation system. 

I yield back the balance of mv time. 
Mr. ADAMS. Thank you. I will try to proceed for 3 minutes and then 

go to you, Mr. Podell. 
Do you think, after, and I am asking this in the structure of your 

organization, that after the years and the fights that have gone on in 
the railroad industiy, take the Rock Island case, for example, take the 
rate division case of South versus East and so on, that your organiza- 
tion could come up with a plan, even if we authorize the Department 
of Transportation to have the railroads meet together or we provided 
some kind of antitrust immunity? 

Mr. AiLEs. Mr. Adams, I don't think our organization can if you 
mean of the AAR, although we have done a lot of work on the prob- 
lem, but I do think the railroad could individually. 

Mr. ADAMS. YOU say the railroads could. We asked the trustees of 
the Penn Central and Ihe other bankrupt railroads whether they 
could give us their plan as to how this would work. 

In your judgment, do you think that if we asked the solvent lines 
plus the bankrupt lines to come in and tell us what the plan is, that 
they could make such a presentation to the committee? 

Mr. AiLES. No, sir. They don't have such a plan, because this is 
something that has to be worked out cooperatively. You have to start 
with the idea that you want to find out what a rational efficient railroad 
operation in the Northeast would be and that requires some technical 
work by competent people who really know the properties. 

After you do that, then yo" sit down and try to work out by agree- 
ment who would do what. This is something that you can't do in- 
dividually. 

Mr. ADAMS. I have complete agreement with you, such a process 
has to be gone through. I have the same problem Mr. Shoup has with 
a commission. We just went through a commission on railroad retire- 
ment and after 2 years they came back and told us the same thing that 
Mr. McNutt told us in 1946, that basically it ought to be fixed, but 
they were not quite sure how to do it. 

What we are trying to decide in this committee and what we keep 
asking about is: We are worried about the fact it may devolve on us if 
nobody does this for us. 

The Secretary of Transportation has not given us a plan. Industry 
has not given us a plan. Maybe we should just try to create a process, 
maybe another corporation, as some have talked about, and let the 
process go forward as part of what you suggest. 

Is that a way to approach it? 
Mr. AiLES. I don't have any firm conviction that the only way to 

do this thing is through a commission. I frankly have never been able 
to understand why the recipient of this responsibility has to be in- 
corporated, if you see what I mean, as in the DOT plan or I think 
in the proposal you made. 
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What is important here is that we get around the table, under the 
aegis of Government authorities somehow, and with the appropriate 
antitrust community, the people who are affected in the situation. 

Mr. ADAMS. Shouldn't the ICC have authority presently to do that? 
I understand they have an investigation with which supposedly 

they are going forward and we have been awaiting a plan from them 
as to what this structure should be. Don't they have it pending and 
can't they ask the various parties in to state their position? 

Mr. AiLEs. Yes. I would be confident that the Interstate Commerce 
Commission has the authority to provide the necessary waivers, the 
necessary immunities and the necessary approvals, let's say for every- 
thing that anybody would have in mind here. 

I don't thmk though we have the time in this situation to work 
through the procedures and processes of the Commission. 

Mr. ADAMS. Suppose we put a time limit on them? 
Mr. Aii.Es. I don't think they can do it. In the first place you just 

can't do this sort of thing in an adversary proceeding with extensive 
hearings and all of that. 

You know we are talking about a monstrous job in the number of 
things that have to be worked out here. 

Mr. ADAMS. TWO quick questions which perhaps you can submit for 
the record. 

Mr. Nash, the trustee of the Lehigh Valley gave us an analysis 
yesterday of employees on that railroad who are over 60 and might 
qualify under H.R. 7200 provided it is passed in some form and we 
hope it will be, for retirement. 

Could the AAR, through its membership, provide such an analysis 
for all of the railroads in bankruptcy in the Northeast? 

Mr. AiLEs. We \v\\\ try to get that. I have looked at those figures 
which I believe Al Chesser showed me. 

Mr. ADAMS. YOU understand we are inviting Mr. Chesser to appear 
before the committee on May 21 but we would like to develop this 
information so we have some idea of the problems. If you can submit 
that to us. 

Mr. AiLEs. If it is aU right I ^vill get it from Mr. Chesser and submit 
it. 

Mr. ADAMS. YOU can submit it to Mr. Dixon so we will have it. 
Mr. AiLES. Yes. 
[The following letter and attachment were received for the record:] 

ASSOCIATION OF AMERICAN RAILROADS, 
Washington, D.C., May 16, 1973. 

Hon. JOHN JARMAN, 
Chairman,   Transportalion and AeronauliM  Subcommittee,  House Interstate and 

Foreign Commerce Committee, 81S6 Rayburn House Office Building 
Washington, D.C. 

DEAR MR. CHAIRMAN: YOU will recall that during the course of Mr. Ailes' 
testimony in your May 10 hearings on the Northeast situation, he was asked by 
Mr. Podell to supply for the record supplemental numbers for Exhibit A which 
was attached to his prepared statement. This information is as follows: 

Total, Easttrn 
United Statn district 

Koutt milts par 1,000 population  1.00 0.52 
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Additionally, Mr. Adams requested that we submit for the record the number of 
employees age 60 or more, and who might quaUfy for early retirement under 
H.R. 7200, for all of the Northeast railroads in bankruptcy. That statement is 
attached. You will note that the statement also lists those employees age 55 or 
more with 25-29 years of service. 

Should additional information be desired, we will be glad to furnish it. 
Sincerely, 

E. F. WALDBOP, Jr., 
Vice President. 

Attachment. 

SUMMARY DATA-RRB 4 PERCENT SAMPLE OF EMPLOYEES IN ACTIVE SERVICE IN THE YEAR 1971, MAJOR NORTH- 
EASTERN ROADS IN RECEIVERSHIP-EMPLOYEES AGE 60 OR MORE WITH 30 YEARS OF SERVICE. AND EMPLOYEES 
AGE 55 OR MORE WITH 25 TO 29 YEARS OF SERVICE 

6 roads • Pann Ctntril 

Perconl Percent 
Item Number        of total Number of total 

1. Total employees  130,775           100.0 99,775 100.0 
2. Employees with 30 years of service and attained ase of 60: 

(a)60to64  11,800               9.0 8,650 8.7 
<b)65fo69  1,300               1.0 775 .8 
(e>70to74  175               .1 175 .2 
(d) 75 and over  25  0  

Total  13,300 10.2 9,600 9.6 
3. Employees with 25 to 29 years of service and attained age of 55 

or more: 
(a)55to59  8,150 6.2 6,725 6.7 
(b) 60 to 64  6,000 4.6 4,775 4.8 
<c)65to69  1,050 .8 550 .8 
(d)70to74  300 .2 175 .2 

Total  15,500 ul 12,225 iTi 

• PC, B. & M., CRRNJ, EL, LV, Rdg. 

Note: Ages and length of services as of the end of 1971 for all employees in service in 1971 who were alive and not 
retired at the end of 1971. 

Source: RRB tabulations. 

Mr. ADAMS. My last question, and this goes back to Mr. Podell's 
and my original question, if you have two solvent railroads, the 
Northwest and the Chessie system and perhaps the Southern Railway 
system. 

Mr. AiLBB. You mean the Norfolk & Western, right? 
Mr. ADAMS. Yes, the Norfolk & Western and the Chessie system 

and perhaps the Southern, why wouldn't it be to their advantage to 
just wait lor Uquidation of the Penn Central and others and go up 
and buy pieces of it. 

Mr. AiLEs. I think it might be. But I think that if the only thing 
they had in mind on this subject was what can they do best on a 
short-range basis as a purely financial matter that might make some 
sense but it does not make any sense at all in long-range terms for 
them or for the rest of the industry. 

Mr. ADAMS. In other words they would buy just certain things that 
would be of—and I am trying to get some idea of how they bid into 
this process if we create a corporation that is bidding in, too. 

Mr. AiLEs. I think on that assumption they would just go by and 
say, "Well, I would like to serve this town, I can get this piece of line 
to do it." 

I don't think it would solve the problem at all in the long run and 
I don't think they think it would solve the problem. They are very 
interested in solving this problem. 
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Let me just say this: There was a time in my own experience when 
I worked in the airline industry and I watched airUnes desperately 
anxious to add service to one community after another or just to 
increase the total amount of route mileage they had. 

The railroad industry has gotten a Uttle past that. They are now 
interested in having a rational system with the bottom line on the 
financial statement with the right kind of number. That is what is 
really important. 

Mr. ADAMS. Thank you, Mr. Ailes. 
I yield to the gentleman from New York for 6 minutes. 
Mr. PoDELL. Mr. Ailes, you mentioned earlier something about 

value and you chose a particular example of some $70 million worth 
of real estate. 

I would like to point out some area of disagreement. 
Mr. AILES. All right. 
Mr. PoDELL. I think the value of real estate is based upon that 

which a seller is willing to sell and a buyer is willing to buy and one 
of the reasons Penn Central has been unable to sell itself very valuable 
real estate on paper is because of the fact that the real estate is en- 
cumbered by long-term leases which are of no value; so the so-called 
valuable real estate that the Penn Central owns is in truth not valuable 
at all because it cannot be operated at a profit. 

Mr. AILES. Sure. 
Mr. PoDELL. So I don't know that all of this real estate that rail- 

roads seem to own is as valuable as it may seem to be, because most of 
it is valuable only insofar as running a railroad over it. 

Mr. AILES. No, no, sir. I disagree there. It used to be the case. It 
used to be that the going value of a railroad was always more than 
the value in Uquidation, certainly with the western railroads. A lot of 
railroads were bought up in front of the courthouse for 5 cents on the 
dollar. 

Not any more. These railroads have a lot of downtown real estate. 
Certainly here in the East that is true. There is a wonderful example of 
a railroad, and maybe Mr. Lang can say the name, going from Balti- 
more to York, Pa., which on liquidation turned out to pay everybody 
off including stockholders and because the real estate downtown in 
two or three cities including Baltimore was highly valuable. 

Mr. PoDELL. I tried to explain a moment ago that while it may 
seem on its face to be valuable, the railroads sometimes can't find buy- 
ers. 

I think the Penn Central owns the Waldorf yet the property is 
subject to 100-year lease. 

Mr. AILES. Yes. But all of this has been appraised. 
Mr. PoDELL. It is not so valuable? 
Mr. AILES. And it should be appraised at what the equity is worth 

in view of the 100-year lease. 
Mr. PODELL. I can't determine the value of an equity until you 

determine the value of return on capital, and return on capital invest- 
ment is so insignificant that no buyer is ready and willing to buy the 
property because he cannot get a return, and you do not have any 
longer a valuable piece of real estate. 

Mr. AILES. Agreed, agreed, but when they have appraised the 
property and put that kmd of real estate in at zero, they still find a 
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huge value for the tremendous amount of real estate left, unencum- 
bered except by the liens which are wiped out in the bankruptcy 
process. 

Mr. PoDELL. When an appraiser appraises real estate, among other 
things, he does appraise it at the current market value and the current 
market value is that which a buyer is ready, willing, and able to pay. 

Mr. AiLBS. Agreed. 
Mr. PoDELL. Let me go to another point. 
Assuming liquidation of Penn Central there is no reorganization. 

There is a lot of talk about other railroads coming in or people buying 
in at the sale. There is no reason for us to assume that this sale would 
be a piecemeal sale or that the maximum here would indicate that there 
is a railroad up for sale, "Come on in and buy it" and one guy comes in 
and makes an offer for the entire package. 

Now the court may very well decide in its wisdom to sell the whole 
package and I am not so sure that 1 think the proper vehicle for the 
uovemment here is to go in and buy in at the sale and wipe out the 
creditors and go ahead and run a railroad and let the people have 
something to go on. 

So I think there is a big distinction between eminent domain and 
in buying in at a sale when there is nobody going to bid against you. 
You Know, it is a possibility in any event. 

1 think the Government is the only one capable of bidding in. We 
have a vote coming up so 1 will stop there. 

Mr. ADAMS. Thank you, Mr. Podell. 
Thank you, Mr. Ailes very much for your time. We appreciate your 

appearing before the committee. The committee will stand adjourned 
because there will be a full committee operation next week, until 
May 21 at 10 o'clock when representatives of organized railroad labor 
have been asked to appear and testify. 

The committee will stand adjourned until that time. 
[Whereupon, at 12:10 p.m. the committee adjourned, to reconvene 

at 10 a.m., Monday, May 21, 1973.] 



NORTHEAST RAIL TRANSPORTATION 

KONSAY, KAY 21, 1973 

HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON TRANSPORTATION AND AERONAUTICS, 

COMMITTEE ON INTERSTATE AND FORETGN COMMERCE, 
Wcishington, D.G. 

The subcommittee met at 10 a.m., pursuant to notice, in room 2123, 
Raybum House Office Building, Hon. John D. Dingell, presiding 
[Hon. John Jarman, chairman]. 

Mr. DiNOELL. The committee will come to order. 
This is a continuation of a hearing on H.R. 6591, a bill introduced 

by Mr. Staggers of West Virginia and Mr. Devine of Ohio, H.R. 4897, 
introduced Dv Mr. Adams of Washington, and H.R. 5822 also intro- 
duced by Mr. Adams et al., to create a nonprofit corporation to 
acquire and to maintain rail lines in the northeast region of the United 
States, to provide financial assistance for the acquisition, rehabihta- 
tion, and maintenance of such rail lines; also, H.J. Res. 50, introduced 
by Mr. Eckhardt of Texas having to do with the continued operation 
of the Penn Central; H.R. 5385, introduced by Mr. Adams of Wash- 
ington, and H.R. 6880, also introduced by Mr. Adams on the Surface 
Transportation Act, and H.R. 7373, introduced by Mr. Podell on the 
operation of bankrupt railroads. 

Our witnesses today will be Mr. A. H. Chesser, president of the 
United Transportation Union, Washington, D.C., and I understand 
Mr. Snyder is appearing in his stead. 

Also, we have Mr. L. E. Dennis, executive director of the Brother- 
hood of Railway, Airline and Steamship Clerks, Freight Handlers, 
Ejcpress, and Station Employees. 

The Chair calls for the first witness, Mr. Jim Snyder, appearing on 
behalf of Mr. Al Chesser. 

STATEMENT OF J. E. SNYDER, NATIONAL LEGISLATIVE DIRECTOR, 
UNITED TRANSPORTATION UNION; ACCOMPANIED BY W. R. WIL- 
SON, ALTERNATE LEGISLATIVE DIRECTOR, AND EDWARD FRIED- 
MAN, COUNSEL 

Mr. SNYDER. Good morning, Mr. Chairman. 
My name is J. R. Snyder, national transportation director of the 

United Transportation Union. On my left is Mr. W. R. Wilson, 
alternative legislative director to the United Transportation Union, 
and on my right is Mr. Edward Friedman, attorney for the UTU. 

Mr. DINGELL. YOU may proceed with your testimony. 
Mr. SNYDER. Mr. Chairman, we have two statements here, one on 

behalf of Mr. Chesser and one that relates to H.R. 5385, the Surface 
Transportation Act on which we testified last year and which is before 
your subcommittee here today. 

We will not read this. We would request it be inserted in the record 
at what point would be entirely up to the Chair. 

(403) 
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Mr. DiNOELL. The subcommittee will be glad to receive it for the 
record. 

Mr. SNYDER. This relates to H.R. 5385, this was after a tremendous 
amount of work last year and after testimony last year before your 
distinguished committee, meetings with the carriers and the UTU 
and other railroad labor organizations. 

Late in the session we arrived at a compromise bill relating to 
trackage amendments and this is a complete statement. 

Attached to it is an agreed-on bill and I would like to insert it in 
the record at this time, also. 

Mr. DiNGELL. Certainly, we will be glad to receive both the state- 
ment and the attachments and they will be incorporated into the 
record. 

[Testimony resumes on p. 445] 
[Mr. Snyder's prepared statement and attachment re H.R. 5385 

follow:] 

STATEMENT OF J. R. SNTDER NATIONAL LEQISLATIVE DIRECTOR UNITED 

TRANSPORTATION. UNION 

My name is J. R. Snyder. I am the National Legislative Director of the United 
Transportation Union with my office located at 400 First Street, N.W., 
Washington, D.C. 

My organization is vitally concerned with the continued well-being of the 
Nation's railroads. We represent the large majority of the railroads' operating 
employees, the conductors, firemen, trainmen, switchmen and many engineers. 
In addition, we represent many yardmasters and dining and sleeping car employees. 

I am appearing here, today, in connection with the abandonment provisions of 
H.R. 5385, Sec. 302, an related bills. We are strongly opposed to the provisions of 
these bills which permit easy and rapid abandonment of what is conservatively 
stated to be more than 10% of United States railroad mileage but which will much 
more realistically be in the neighborhood of H to ^i of present mileage. The figure 
of }i comes to us, admittedly, through rumor of a year old hush-hush Department 
of Transportation study of "skeletonizing" American railroads in the same fashion 
as passenger service was "skeletonized" by AMTRAK. 

"The biggest losers under such a scheme will be many of those who have testified 
before this Subcommittee last year and this in favor of easy abondonment pro- 
cedures. Instead of low tarffic branch lines being the only Unes abandoned, they 
will find traffic diverted from lines on which they are located to one chosen route, 
and the artificial and senseless guidelines of "gross ton annual miles" or "variable 
costs" will place their service in jeopardy if, indeed, they do not lose it. 

The American railroad network can be compared to a tree with a main trunk 
and large and small branches. All are connected, and the shipper can ship and 
receive without transfer to any other part, be it branch or main line. When enough 
of the tree is hacked off, it will die. In the case of railroads, when expensive trans- 
fers have to be made because part of the all rail route has been abandoned, the 
traffic will go to a mode not requiring transfer and all parts of the system suffer 
from the loss. For this reason truckers and barge operators heartily endorse rail 
abandonment. 

One of the outstanding features of the American rail network has been that 
nearly every place in the country could be reached. Now, the competitive enemies 
of railroads have advetrised on television that there are 25,000 places in this 
country reached exclusively by them. Abandonment is to their advantage; it is 
not in the interest of the public and shippers who wish to enjoy the lowest possible 
competitive rates. 

This is a matter in which it should be obvious to the Members of this Subcom- 
mittee that a carefully thought out regulation for handling abandonment applica- 
tions should be adopted only after study. There is no existing crisis which can 
stampede the Subcommittee into setting up standards which may benefit a few 
financially at the present moment and lead to national loss as the country grows in 
the future. We consider the proposals in the bills before the Subcommittee to be 
extremely unwise and shortsighted. If adopted, they will do irreparable harm to 
the future of railroads in any national transportation plan. 
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It is interesting to note that the claim is always made, as much so in pre- 
Amtrak passenger train discontinuance proceedings as in the present subject of 
line abandonment, that if allowed, shippers will get lower rates. Yet, rates are not 
lowered regardless of trains off or lines abandoned. We would urge that the future 
needs of the United States for rail transportation are paramount to relatively 
small dollar savings effected by abandonment of presently marginal or submargjnal 
rail lines. 

We are not negative in our thinking on this subject of rail line abandonment. 
We know that there are cases of two carriers paralleling each other through light 
traffic territory and that there are many spur lines which were built to serve one 
particular indiistry or shipper. When two lines are not profitable, but one would be, 
or the sole shipper on a line ceases to use it with no reasonable prospect of resump- 
tion of use, we realize that it is not in the public interest to require such lines to 
be kept in service unless it is the desire of the owning carrier to do so for reasons 
of its own. But where lines are the sole rail link of different towns and shippers, 
we believe that even break-even service should be maintained. 

As minimum protective conditions for public and shippers in a new abandon- 
ment procedure, we believe the following conditions should be required. The rail 
carriers and labor have arrived at these conditions after long study and you will 
find the agreed upon provisions in the nature of a substitute for Section 302 which 
has been furnished each Member of this Committee, and is attached hereto for 
inclusion in the record. We have also agreed on mutually acceptable language for 
labor protective conditions and loan guarantees in Title I of H.R. 5385 which 
we include herewith for the record. 

We do believe that in cases where line abandonment has been granted, as per 
our suggested Title III, Section 302, that all salvage rail, buildings, and other 
appurtenances should be sold and funds received thould be earmarked for use in 
maintenance of the company's remaining trackage. 

Further, that the right-of-way should be retained intact by the carrier for a 
period of 25 years for re-establishment of a rail line when growth conditions make 
it economically sound to do so. Should the carrier desire to convey the title to the 
intact right-of-way to the state in which the land is located, it may do so; but, the 
state .shall maintain it intact for future rail line use and use it for recreational 
purposes and sports activities in the interim period. 

These rights-of-way must be considered for what they are—valuable national 
natural resources which were obtained in an age when land was cheap or free and 
which now can only be obtained by right of eminent domain at staggering cost. 
When once abandoned, these rights-of-way are, as a practical matter, irretrievably 
lost to the future transportation needs of the Nation when changed conditions will 
require the rebuilding of rail Unes where they are now not sufficiently profitable. 

We do not believe that consideration should be given to what has become a 
common recitation in present abandonment appUcations wherein the applicant 
alleges that the track has deteriorated to the point where an enormous expenditure 
will be required to put the track back into safe operating condition. 

In the true public interest, we think this Subcommittee should give serious con- 
sideration to subsidizing the maintenance of track on those lines which are being 
operated on a "break-even" basis to perhaps a 10 percent deficit under "break 
even". We would suggest that it is in the public interest to subsidize part of the 
maintenance to keep such trackage in safe condition for 25 m.p.h. operation. It 
must be remembered that these lines are generating and receiving trafttc from any 
part of the national rail network. 

Serious consideration should also be given to removing all taxes from such lines 
until they become positively prosperous. Some states have already done this, but 
we believe it should be done nationally and in the first legislation on abandonments 
to be passed. 

I cannot too strongly emphasize to this Subcommittee that skeletonization of 
America's railroad network will result in its death. It will not necessarily be a slow 
death. Our highways, today, are glutted with huge pollution-emitting, pavement- 
destroying and traffic-jamming trucks. The pressure is on in every session of Con- 
gress to permit the use of ever wider, higher, heavier trucks pulling not one, but 
two, three and eventually more trailers. It is high time that Congress enact a 
national transportation policy that will effectively use the vast, low-polluting 
capacity now existing in our rail network. It is time the average motorist is allowed 
to enjoy his highways in safety. 

I wish to thank the Subcommittee for asking me to present our views on this 
most serious problem in America today. 

[UTU's proposed amendments to H.R. 5385 follow:] 





[H.R. 5385 is printed in full on p. 78. The following indicates proposed amend- 
ments to that bill.] 

6 

1 "(a) The Scciijtnry shall defemiiae that the piospcc- 

2 tivc earning power of the enterprise, together with the char- 

3 ncter and value of the security pledged, if any, furnish rea- 

i   sonable nssurance that the enterprise •vnll be a])!e to repay 

5 the loan -nithin the time fixed and afford reasonable protec- 

6 tion to the United.States. 

.7.        "(b)(1)   No loan,  including renewals or extensions 

8 thereof, maj- be guaranteed under section 606 for a period 

9 or periods exceeding fifteen years: Provided, That any loan 

10 guarantee may be extended for an additional five years 

11 beyond the fifteen-year limitation period if the Secretary 

12 determines that the carrier's financial condition is improving 

13 significantly and that such earner will be able to repay the 

14 loan within the additional five years: Provided further. That 

15 the foregoing restriction on maturities shall not apply to secu- 

16 ritJes or obligations received by the Secretaiy as a claimant 

17 in banki-.tptcy or equitable reorganization or as a creditor in 

18 proceedings under section 20b of thb Act, as amended. 

39 . " (2) The aggregate amount of loan guarantees to any 

20 comuion earner sliall not exceed  15 ]>er centum  of the 
^••QT-antPBs provided 

21 ^uiount-appropriated for such purpose under 4he provi«ons " 

22 af.seetien-61&.    this part._ 

23 "(3)  Tlie total amount of loan giiarantecs made after 

2-4   the date of enactment of this part which the Secretary may 

(407) 
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9 

1 guarantee with respect to a common carrier by railroad 

2 unless satisfied that the expenditures in the foregoing cate- 

3 gorics will improve the utilization and distribution of rolling 

* stock and materially contribute to the efficiency of rail 

^ operations. 

* " (d) The Secretary shall determine that the manage- 

" meat of the enterprise is efficient and is actively pursuing 

° programs designed to upgrade and develop plant facilities 

9 and operations sufficient to meet the needs of the public. 

"(e)(1)  The Secretary may not authorize any such loan 

guarantee with respect to a common carrier by railroad unless 

the railroad has certified to the Secretary that it will utilize 

to the maximum extent its existing facilities for performance 

of work described in Sec. 607(b)(S) for which the loan guarantee 

is sought. 

"(2)  The Secretary may not authorize any such loan 

guarantee with respect to a common carrier by railroad unless 

there shall first be presented to him an executed agreement or 

agreements between said carrier and the representatives of 

its employees providing fair and equitable arrangements for 

the protection of the interests of such employees which may be 

affected thereby; provided, however, that where such executed 

agreement or agreements are not presented to the Secretary as a 

part of an application for a loan guarantee or presented within 

6(1 days of the filing of such loan guarantee application, the 

Secretary of Labor shall certify to the Secretary who shall 
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prescribe, at the time of guaranteeing said loans, the protective 

arrangements to apply in connection with such guarantee.  Any 

such protective arrangements certified by the Secretary of Labor 

and prescribed by the Secretary shall provide no less protection 

for the interests of employees than is provided in Section 1, 

Paragraph (27) of the Interstate Commerce Act, as amended by 

Title III, Section 302 of this Act. 

"C3)  The Secretary shall require that work to be financed 

by a loan to a railroad guaranteed under this title shall be 

performed with the maximum use of its existing facilities and 

its employees, including employees on furlough, and not 

subcontracted, except to the extent that the Secretary finds in 

writing that such railroad lacks existing facilities or a 

sufficient number of employees, including employees on furlough, 

to perform all of the work financed by such a guaranteed loan. 

In the event that the Secretary makes such a finding, the 

railroad shall be permitted to subcontract only that part 

of such work which cannot be performed in its existing facilities 

by its employees, including employees on furlough. 

"(4)  The Secretary shall take such action as may be necessary 

to insure that all laborers and mechanics employed by contractors 

and subcontractors in the performance of construction work 

financed with the assistance of funds received under any loan 

guaranteed under this title shall be paid wages at rates not 

less than those prevailing on similar construction in the locality 



410 

9b 

as determined by the Secretary of Labor in accordance with the 

Davis-Bacon Act. The Secretary shall not enter into any such 

contract or agreement without first obtaining adequate 

assurance that required labor standards will be maintained 

on the construction work.  Health and safety standards 

promulgated by the Secretary of Labor pursuant to section 107 

of the Contract Work Hours and Safety Standards Act (40 U.S.C. 

333) shall be applicable to all construction work performed 

under such contracts or agreements, except any construction 

work performed by a railroad employee.  Wage rates provided 

for in collective-bargaining agreements negotiated under and 

pursuant to the Railway Labor Act shall be considered as being 

in compliance with the Davis-Bacon Act." 

10 "LOAN   CCARAXTEE   ArPKOVAL   AND   REVIEW 

11 "SEC. 608. (a) All applications for loan guarantees 

^ must be approved by the Secretary. In any instance 

1^   •where such an application is approved over the adverse rec- 

14 onuncndation of the Board of Review provided for in section 

15 609, or disapproved over the recommendation of said Board, 

16 B memorandum shall be placed in the loan guarantee file 

17 setting forth the Secretary's reasons (or such approval or 

18 disapproval. 

19 " (b) Each loan guarantee made by the Secretary under 

20 this part to any lender shall be conditioned u])on the cxecu- 

21 tion of an agrccniont between the Sccretnni- and the bor- 

22 rower by which such borrower shall undrrliikc that it will 

23 not, within two years after the date of the making of such 

24 loan, employ, tender any office or cmploj inent to, or retain 

23 for professional services any person who on the date such loan 

II.R. 5385 2 



411 

20 

i "TJiJJinXATIOX OF AUTtlOniTY 

8 "SEC. 019. Except with ri-spcct to such it)iplic-iili(iiis us 

3 may then lie iK'nding. tlic mitlmiily grnntcd liy lliis pirt 

4 shnll feiininntc nt tlic close of June 30, 1983: Procidrd, 

5 Tlint its provLMons Kliall remain in efTccI for the limited pur- 

6 poses of guarmilces made lij' the Secretnry luid nny fivc- 

^ yenr extensions pci-miltcd piirsunut to section 007(1)) (1). 

8 "sKPARAiai.r'n- CLAUSE 

9 "SEC. 620. If nny provision of this pnrt or the npplii-n- 

^0 tion thereof to any person or circumstance is held invalid, the 

11 vaUdity of the remainder of this part, and the application 

12 of such provision to other persons or circumstances, shall not 

13 he affected.". 

14 SEC. 103. ESTABLISHMENT  OF  A  RAILROAD  EQUIPMENT 

15 OBLIGATION INSURANCE FUND, DEPARTMENT 

18 •>                   OF TRANSPORTATION. 

17 . The Interstate Commerce Act, as amended, is amended 

18 by insertuig unmediately after part VI the following new 

19 part: 

ao "PART VII 

21 "ruRPOSB 

22 "SKC. 701. The purpose of this part is to assist railroads, 

23 and their car funiisliing sulisidinries jiiul-leasiHg-coiH^uHiiM In 
building,   rebuilding,   leasingr   and otherwise 

24/ iii'(|iiiiiiig iiiui utiliziiiji; lolling stocK, nud llu'ivby encourage 

23 the mnintennncc and growth of a private national transporta- 
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1 liiui sx.-'tPin ml('(|iiiilr to uui't tlic i.erd-; cif the (•oiiiiin'irc (if 

2 ihf Uuitwl Stiitfs, luul of t!ic ii;Ui.'t;nl (lefc»>:r. 

3 "DKtINITIOXS 

4 '"SKC. 702. For tliu pmixises of tbis part— 

5 •'(!)  'Setretary' means tlic ?ecit'tniy of Transporta- 

6 tioii. 

^ "(2)  'Bailroad'means a common carrier by railroad, as 

8 defined in section 1 (3) of this Act, fts amended, and includes, 

9 where determined appropriate by tiie Secretary, any railroad 

10 controlled by a railroad within the meaning of section 1  (3) 

11 (b) of this Act. 

12 " (3)  'Car furnishing subsidiary' means n corpomti&n at 
or  controlled 

l-'- least 80 per centum of the voting stock of which is ownetVCy 

14 one or more railroads and -which fiiniislies rolling stock to 

!•' one or more railroads owning the voting stock. 

1^ !'(4).^lie.isi"g company' -nicans ti rorporation wlrich 

17 -leases rolling stock tH o)ic-orinerc-r;Hlre;ul-r. 

18 ""(•fr) 'Kolliiig stock' means new or rebuilt standard 

1!) gage railroad freight cars, including cabooses, suitable for 

-0 use by more than one railroad in iionnal interchange under 

21 the Interchange Rule of the Association of American Eail- 

22 ro;ids, and standard gage railroad locomotives. 
S 

"•^ "-fC-)  'Ef|uipnient obligalinns' inean> bond.s, notes, coii- 
equipment leases 

2' diiional salt: ngrctiucnts. cqnipn.-'iit trust certificates^and 
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1 other obligations issued or guaranteed by raibwnds or car 
lease, 

2 furnishing subsidiaries to/financc or refinance rolling stock. 
ft 

3 " (?•)  'Holder' means the holder of nn equipment obiiga- 

4 tion, except that where a bank or tnist company is acting as 

5 agent or tnistcc for the holder of the equipment obligation, 

6 the bank or tnist company shall be deemed to bo the holder. 
2 .   guarantor,   or  les»ee 

7 "(a)  'Obligor' includes the original borrower/under an 

8 equipment obligation and his successors and assigns approved 

9 by the Secretary. An obligor must be a railroad or car fur- 

10 nishing subsidiary. 

11 "FBDEBAL KAILHOAD EQUIPMENT OBLIGATION INSURANCE 

12 FUND 

13 "SEC. 703. There is created a Federal Railroad Equip- 

14 ment Obligation Insurance Fund (hereafter in this port re- 

15 ferrcd to as the 'fund')   which shall be used by the Sec- 

16 retary as a revolving fund for the purpose of carrying 

17 out sections 704 through 707 of this part. Moneys in the 

Ig fund shall be deposited in the Treasury of the United States 

19 to the credit of the fund or invested in bonds or other obliga- 

20 'ions of, or guaranteed as to principal and interest by, the 

21 United States for the account of the fund. 

22 "AUTHORIZATION TO INSUKE EQUIPMENT OBLIGATIONS 

23 "SEC. 704.  (a)  The Secretary is authorized to insure 
the  Icaaee's obltgatlona under an equjpment   lease and 

24 /tHe interest on, aniT the unpaid principal balance of, any 

25 equipment obligation offered to him which he defcnnines is 

96-474 O - 73 - pt. 2 - • 
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"(1)  the equipment obligation is secured by/ rolling stock 

to be £inanced-or refinanced-thereby} built, rebuilt, leased 

or otherwise acquired by the obligor; 

"(2)  the terns of the equipment obligation require 

full payment within fifteen years from the date thereof; 

"C3)  the financing er-refinaneing building, rebuilding, 

leasing or other acquisition of the rolling stock is justified 

by the present and future demand for transportation services 

to be rendered by the railroad or car furnishing subsidiary 

for which the rolling stock is procured acquired; 

"(4)  the common carrier operations of the railroad 

or operations of the car furnishing subsidiary are sufficiently 

efficient at the date of any such financing er-refinaneing 

building, rebuilding, leasing or other acquisition to assure 

economic utilization of any rolling stock in which the obligor 

then has a beneficial interest or in which the obligor may 

obtain such an interest, as a consequence of such financing 

er-refinaneing7  building, rebuilding, leasing or other 

acquisition; 

"C5)  the purchase building, rebuilding, leasing or 

other acquisition of the rolling stock will contribute toward 

a national ear rolling stock supply adequate to meet the 

needs of shippers and the economy; 

"(6)  the probable value of the rolling stock will 

provide reasonable protection to the United States in the event 

of repossession of the rolling stock by the holder of any 

equipment obligation insured under this part; and 
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"(7)  the obligor has certified to the Secretary that it 

vlll utilize to the maximum extent its existing facilities 

for the building and rebuilding of rolling stock. 

"(8)(a)  There has been executed an agreement or agree- 

•ents bet.>een the obligor and the representatives of its 

employees providing fair and equitable arrangements for the 

protection of the interests of such employees which may be 

affected by equipment obligations insured thereunder; provided, 

however, that in the absence of such executed agreement or 

agreements th; Secretary of Labor shall certify to the 

Secretary who shall prescribe, at the time of insuring any 

equipment obligation, the protective arrangements to apply 

in connection with such insurance contract.  Any such protective 

arrangements certified by the Secretary of Labor and prescribed 

by the Secretary shall provide no less protection for the 

interest of employees than is in Section 1, Paragraph (27) 

of the Interstate Commerce Act, as amended by Title III, 

Section 302 of this Act. 

"(8)(b)  The Secretary shall require that work to be 

financed by an equipment obligation insured under this title 

shall be performed with the maximum use of the obligor's 

existing facilities and its employees, including employees 

on furlough, and not subcontracted, except to the extent that 

the Secretary finds in writing that such obligor lacks existing 

facilities or a sufficient number of employees, including 
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employees on furlough, to perform all of the work financed by 

such an equipment obligation.  In the event that the Secretary 

makes such a finding, the obligor shall be permitted to 

subcontract only that part of such work which cannot be 

performed in its existing facilities by its employees, including 

employees on furlough. 

"(8)(cJ  The Secretary shall take such action as may be 

necessary to insure that all laborers and mechanics employed 

by contractors and subcontractors in the performance of building 

or rebuilding of rolling stock financed with the assistance 

of funds received under any equipment obligation insured under 

this title shall be paid wages at rates no less than those 

prevailing on similar construction in the locality as deter- 

mined by the Secretary of Labor in accordance with the Davis- 

Bacon Act.  The Secretary shall not enter into any such 

contract or agreement without first obtaining adequate assurance 

that required labor standards will be maintained on the 

construction work.  Health and safety standards promulgated 

by the Secretary of Labor pursuant to section 107 of the 

Contract h'ork Hours and Safety Standards Act (40 U.S.C. 333) 

shall be applicable to all construction work performed under 

such contracts or agreements, except any construction work 

performed by a railroad employee.  Kage rates provided for in 

collective-bargaining agreements negotiated under and pursuant 

to the Railway Labor Act shall be considered as -being in 

compliance with the Davis-Bacon Act. 

"(b)  The Secretary shall fix a premium charge for the insurance 

of equipment obligations under this part of not 
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1 to  exceed   1   per  ceiiliini   per  annum   of  the  principal 

2 amount of the equipment obligation outstanding. Premium 

3 • payments shall be made when moneys are first advanced 
an or when  the  rolling  stock 

4 by the holder under "the equipment obligntion/and on each  is  first made 
available to 

5 anniversary date thereafter. the elXUnrieTstl^ 

6 " (c) All moneys received under sections 703 through 

7 707 of this part shall be deposited in the fund. Not to exceed 

8 5 per ceiitum of the suras collected each year under sub- 

9 section (h) of this section may be used to pay administra- 

10 tive expenses incurred by the Secretary incident to the ad- 

11 ministration of sections 703 through 707 of this part. 

12 " (d) The total number of rebuilt freight cars financed acquired or 
' leased 

13 pui-suant to the provisions of this part shall not exceed one- 
acquired  or  leased 

14 third of the total number of all cai-s/financed pursuant thereto. 

16 "ISSUANCE OP NOTES OR OBLIGATIONS 

16 "SEO. 706. (a) If at any time the moneys in the fund 

17 are not sufficient to pay any amount the Secretary is required 

18 to pay under an agreement made under section 704 of this 

19 part, the Secretaiy is authorized to issue to the Secretary of 

20 tlie Trea.«uiy notes or other obligations in such forms and de- 

21 nomination?, bearing such maturities, and subject to such 

22 tcmis and conditions as may be prescribed by the Secretary, 

23 with tlic approval of the Secretary of the Treasury. The notes 

24 or other obligations shall bcnr intevf=t at a rate dctorminrd 

25 by the Secretary of the Trcn:=iiry, taking into oonsidcralion 



418 

3H 

1 pursiinnt to the provisions of any cqiiipmciit oliligiilioii, slmll 

2 Lave first been obtained.". 

3 SEC. 104. ROLLING   STOCK   SCHEDULING   AND   CONTROL 

* SYSTERIS. 

•^ (ft) Tlio Snuiotnry ij nuthoi'iKed to n.iaiat m tlie ckaign— 

^   el-ft-l»t4M«4^•»H^Hg--s^ot•k-4^^{ol^u^t^o»>-*c^^^^ce-aBd--4o-€en— 

7   ti-nct with and provide-te^Moal—aa4-JTiia>i8ktl—assistanee— 

^   to individttal-railroads-or-a-gfeup of mUronda working to- 

9   getherr-jncluding-the-shftring-of-costs-and the funding-iiy part— 

^     of-demonstRiti»ii-projeet*r-t«-«ssist4B-{lie-est*blishineBt-of-ft 

^^   i»ational-*olli»g-stoek-4n{oHnation—sy6t«in-o{-app!oved-de- 

sigiK-Such-nfltional-volUng-stoek-information-systwH-shaH 

4100 compHtoP-and-Gommunication tcebniqttes-wt4-eq»4pmont 

14  •whwh-wili-focHitflt^-cqiHtiiWe-distribtttioft-and-eflicieBt^-and- 

16  *n.pablt^-«£--fttHMshing-i»{oHHftt40n—about-alt-roHing—stock 

1*^   owned directly or indirectly-by-tho-railroads-stMiit-as-tbe- 

19 tnblo di'itribntion and offioiont and coonnmicnl trtifaafci«ft-«f— 

^0 soiling Btocl;. Tlio Socrotary tilinll conBiiU with fibipporo, roil 

21 ToadsT-ftud-tlie—Interstate-G6mmer€e-Gemroissioiij—before- 

22 finttHy-approving the design-of-the-aystem-.-Tbe -Secretaiy — 

23 -aliftll pi'c.ipwbc- i'u1c3 to injui-c the confaletttiatity of certain— 

2-t -type-o of oonipotitivo iiiforniiitinu stfpplwd-loi'-tK 

t^itli tlio sy^tenv. 
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(l»)   FttttHieiftl lugintnuee 

4 <ire to Ij9 espeoded; 

S 

6 

7 

8 

9 

10 

U 

13 

18 

U 

.C T f. ITTIf 111^ IIV 

(2) can rottsonnbly be espeoted-4o-^reinot«-tee)t-— 

nologiool advanoo or more rapid developniont nnd C8t«b-- 

liahmont of a national information syetomi or 

(3) will aooiot in the est.nbliibment of part or parts. 

uso and whioh noods financiat-aS(-i^aMce4or-tiia«l3Mi&vel- 

epiHeDU«onsistenl-with-developraent-of ft national sj'Stem. - 

(o) The Sourotary oball  report  sonmH»tw41y to  tbe- 

15 Congn.iss-'a:itb-rog})ect-to-tbe-^preg^'e>s ina^e by raih'oads-in - 

16 implementing tb6-Bat4onal-syst«n>-pr»vided-for-in siibseelion- 

17 (ay .-S«efc-repert-shall-JnelHde-recemmendation3-for-siieh 

18 adttitwnal fimding as may be-He€cs.sHy-to-ninko-tlic-natioHal 

19 sysU!m-{«ll3t-eKoetiv«^ 

21 86eret<Hy-H»y--e»tei^into-ngreenients-oi=-eontr«el3~witIioHt • 

22 fegard-te-ooction 37Q&-ot-tbe-Itft\4?ed-«Stfttt>tes,-a8-ame»ded 

23 (41U.S.0. 6). 

24 (e)  Persons contractingwitb llie Sccrelaiy with respect 

25 to-tbe-desigFi-6l-ft-nntioiiol-or4mUvi«lHal-i«liinjj stuck-infoc— 
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1 jn.'Uu»n-»ysk'-iii-»>F-tJH>-iw6- »i-jii[ui'iiiiUiuii Hifj^i)Iif(l - by sue4t- 

2 syttoiii nlinll ha niid nru licfel>)H>elieveAiwin-all-pfobibition3- 

3 of oxieliiii; Uwi, iiKliKliiig-tUc aiitilmiit l;ms-of llic Uuitud 

4 Sla<«hv-t<»-tbe-frxteiit ncee~t^aiy-tf>-faeililiite-catrying out-tbe- 

5 yi-.rporog of this Act. 

6 (f)  TLcic is nulUorizod to bo m>tHt>t>riitteJ-te-tbe-Sec- 

7 r«r:-,'.rr out of money in the Tjea»tHy-Hot-otb«Fwise-appto-' 

S p-riatocl, tlio sum of $'^5;060;{)09-l<»y-pmy>se8-o{-tbis-sectio% 

9 s:wh nmomit to loiiiain nvailnblc until cspcndcA 

10 TITLE II—PROVISIONS RELATING TO DIS- 

11 CRIMINATORY STATE TAX PRACTICES 

Sec. 201. Discriminntory State tnxation. 

12 SEC. 201. DISCRIMINATORY STATE TAXATION. 

13 The Interetate Commerce Act, as amended, is Amended 

14 bj- inserting after section 26 of part I a new section 27 as 

15 follows: ' 

16 "Sue. 27.   (n)  Notwithstanding the provisions of sec- 

17 tion 202(b), the following action by any State, or siibdi- 

18 vision  or agency  thereof,  whether such action be takeu 

19 pnrs'uint to a constitutiomil provbion, statute, or ndminis- 

20 ti-aiive order or practice, or othenvise, is hereby declared 

21 ro   coiistituto   nil   imrca.sonablc  and  unjust  discrimination 

22 ti5:iun<t and an iiiuliic Ijurden upon interstate commerce and 

23 i? hori-by forbidden and declared to be unkwful: 

24 " (1)  till' iissi'ssnient  (Imt only to llio extent of any 
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1 properly ill (lie ilKSCiSincnt jmi-lictiuii in ^vIlicll is iiitliulcd 

2 Kicli taxing ilistiict nnd subject t" a properly tax lovy Jjcais 

3 to llic tnu' market value of all <iieU other property; or to 

4 collect any ad valorem property tax on siicli transportation 

5 property at n tax rate higher than the tax rate geneifilly 

C applicable to taxable property in the taxing district. 

7 "(d)  Notwithstanding the provisions of section 1341, 

8 title 28, United States Code, or of the constitution or laws 

9 of any State, the district courts of the United States shall 

10 have jurisdiction, upon complaint and after hearing, to issue 

11 such vrnts of injunction or other property process, mandatory 

12 or otherwise, as may be necessary to restrain any Stale, or 

13 subdivision or agency thereof, or any persons from doing 

14 anything or pcrfomiiug any act declared by subsection (a) 

15 to be unlawful: Provided, howciri; Tliat siidi jurisdiction 

IC shall not be exclusive of that which any Federal or State 

17 court may otherwise have: And pmvided further, Tliat llie 

IS provisions of Ihisi section shall iml  licconie cfTcclivc until 

19 three yeai-s after the date of its cuMtmcnlH.'lnd^irovhlcd 

20 jfMr/Acr,-Thnt-no relief sliall be -granted-hcroiuidep unless-the 

21 assessinMit-percentage applied t-o famer trai;sport<it!oii-prop- 

22 eity exceeds-by^at Jca«t-5-i)ci- cciUum the assessjiietit-pcT- 

23 ceiitage -applied- te all- othei' -jirojierty  in -tlsc iisyc-isiucut 

24 jurisdiction:".- 
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ment of any line of railroad or operation thereof pursuant to 

such notice and to this paragraph.  Upon the filing of any 

notice pursuant to this paragraph, the Commission shall during 

said forty-five- ninety days' notice period upon complaint 

of an-aggrieved a party in interest, or may upon its own 

initiative, enter upon an investigation of the action proposed 

in the notice.  If no such investigation is instituted, the 

CoRunission shall issue a certificate at the expiration of 

the ninety days' notice period that public convenience and 

necessity pernit the abandonment proposed in the notice.  If an 

investigation is instituted, the Commission, by order served 

upon the carrier or carriers affected thereby at least ten 

days prior to the day on which the abandonment proposed in 

the notice would otherwise become effective, shall postpone 

the abandonment in whole or in part pending hearing and such 

investigation, but not for a longer period than six months 

beyond the date when such abandonment would otherwise have 

become effective.  Any An investigation instituted under this 

paragraph at the complaint of a Governor or a shipper or 

receiver who has used the line during the preceding eighteen 

months shall include full public hearings at a point or points 

on or reasonably adjacent to the line proposed to be abandoned. 

At- the expiration-of the six month suspension-period,-if any, 

the The abandonment proposed in the notice shall become effective 

iinlessi prior to-such expiration-, 60 days after the Commission 
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shall have issued an order finding such abandonment net consistent 

with public convenience and necessity.  The Coniinission may, 

in such order, and subject to the other provisions of this 

paragraph, authorize the abandonment of a portion or portions 

of the line of railroad, or the operation thereof, described 

in the notice, or the partial exercise only of such privilege, 

and attach to the issuance of the certificate of abandonment 

such terms and conditions as, in its judgment, the public 

convenience and necessity may require.  In determining whether 
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to make such finding the Commission shall consider the 

following:  losses in operating the line proposed to be aban- 

doned, as measured by costs of service including maintenance 

cost and such repairs or improvements necessary to continue 

the line at a physical standard necessary to provide safe, 

reliable, and efficient service; extent of actual or potential use 

of and need for the line by shippers or receivers; the interests of 

the carrier er.ployees affected; and the development of an 

efficient and economical transportation system:  Provided, 

however, That no such finding shall be made unless if the 

carrier demonstrates that continued operation of the line 

proposed to be abandoned will- cannot reasonably be expected to 

produce sufficient revenue to cover the relevant variable 
the 

costs of/handling traffic^tOj frem; and beyond-the-line:- 

And provided further. That said finding shall be subject 

to the provisions of paragraph [26) of this section.  Partial 

changes in operation or service shall be treated in accordance 

with paragraph (4) of this section.  In any investigation 

hereunder, the burden of proof shall be on the carrier.". 

(b)  Section 1 of part I of the Interstate Commerce 

Act (49 U.S.C. 1) is amended by adding at the end thereof 

the following new paragraphs: 

"(25) Any construction, operation, or abandonment 

contrary to the provisions of paragraph (18), (19), or (22) 

of this section nay be enjoined by any United States 

district court of competent jurisdiction at the suit of the 
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United States, the Commission, any commission or regulat- 

ing body of the State or States affected, or any party in 

interest; and any carrier which, or any director, officer, re- 

ceiver, operating trustee, lessee, agent, or person, acting 

for or employed by such carrier, who, knowingly authorizes, 

consents to, or permits any violation of the provisions of 

paragraph (18), (19), or (22) of this section shall be 

fined not more than $5,000 or imprisoned not more than 3 

years, or both. 

"(24) The authority of the Commission conferred by 

paragraphs (18) to (22) of this section, both inclusive, shall 

not extend to the construction, ac^uirsi-t^oir, or abandon- 

ment of spur, industrial, team, switching, or side tracks, 

located or to be located wholly within one State, or of 

street, suburban, or interurban electric railways, which 

are not operated as a part or parts of a general railroad 

system of transportation. 

"(25) Within-one-handred-and-twenty days-after enact- 

nent-of this-paragraph-; eaeh-railread shall prepare and file- 

with-the-C6mmi3sion,-which-shall-pBbli9h-and-make avail-- 

able-te the public; a fuil-and-coraplete diagram of-its-trans- 

portation system-describing in-particular-those-rail lines en 

which iess-than thirty-five-carioads originated-or terminated 

per nile-during-the-prier-calendar year? -A-railroad shall 
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amend its diagram from-time to-time,-or as-the-CommissioB shall 

require to-refleet-any-changes-in this-systemi  No carrier 

shall abandon all or any portion of a line of railroad (or 

operation thereof) , the abandonment of which has not been 

authorized prior to enactment of this paragraph and which 

is opposed by any person who has used the service provided 

thereon durir.; the eighteen months preceding the date of 

filing of the abandonment application or is opposed by any 

State, county, or municipality served by that line or is 

opposed by any connecting railroad, unless such railroad line 

has been identified on the diagram provided for in subsection 

(A) of this section for at least one year. 

"(26)  In the event the Commission shall during the six 

months provided for in paragraph (22) make a finding that 

a hearing and investigation is-authorired under paragraph 

(22)-, the public convenience and necessity permit abandonment, 

it shall also make a determination within 60 days after 

said-hearing-and investigation such decision, whether revenues 

attributable to the line, lines, or operations in question may 

become sufficient to cover the relevant variable costs referred 

to in paragraph (22) as a result of improved operating efficiencies, 

rate adjustments, or direct financial compensation from users 

and/or State or political subdivision thereof or changed 

circumstances.  In the event the Commission shall determine 

that circur.istances' referred to in this paragraph warrant an 

additional suspension of the certificate, then the Commission 
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shall not issue the certificate but shall retain jurisdiction 

for an additional six months to determine if the paragraph 

(22) standards have been met.  If the paragraph (22) standards 

have still not been met during the additional six-month period, 

then the certificate of abandonment shall be issued.  The 

Commission shall not issue such certificate if it finds that 

direct financial compensation from users and/or offers of 

operating subsidies from a State or political subdivision 

thereof cover the difference between the revenues attributable 

to such line and the relevant variable costs of handling 

traffic on such line. 

"(27)  Any carrier undertaking the abandonment of a 

line of railroad or a portion thereof or the operations 

thereover pursuant to the provisions of this section, shall 

be required to protect the interests of employees affected by such 
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abandonment.  Such protective arrangements shall be those agreed 

to by the carrier and the representatives of its employees or, 

in the absenct of such agreement, as the Commission shall 

determine.  Such protective arrangements shall be included 

in an order to be issued by the Commission at the end of 

the ninety days' notice period or the six months' suspension 

period as the case may be.  Any such arrangements shall 

protect individual employees for a period of at least six 

years (or a lesser period equivalent to their employment 

with the carrier) from the date first affected against a 

worsening of their positions with respect to their employment 

and shall include, without being limited to, such provisions 

as may be necessary (A) to provide for notice and negotiation 

and execution of implementing agreements prior to the interests 

of employees being affected: Provided, however, That where sueh 

impleraenting-agreement-has-not-been executed-within thirty 

days-after-the-date en-whieh-such abandonment beeame-effective 

either without affecting the interests of employees, the 

abandonment as such may be made pursuant to the Commission's 

order and where such implementing agreement has not been 

executed prior to such abandonment or within 30 days thereafter 

either party may submit for binding arbitration any unresolved 

questions in connection therewith, the arbitration decision to be 

rendered if possible within thirty days thereafter, but if such 

decision is for any reason delayed beyond said thirty days, 

the rights of the parties to such arbitration shall not be 

affected; (BJ for the preservation of compensation (includ- 

ing subsequent wage increases), rights, privileges, and bene- 
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fits (including fringe benefits such as pensions, hospitaliza- 

tion, vacations, and the like, under the same conditions and 

so long as such benefits continue to be accorded to other 

employees or. the home carrier in active service or on fur- 

lough as the case may be) to such employees under existing 

collective bargaining agreements or otherwise; and (C) to 

provide for the arbitration of disputes arising out of the 

protective arrangements which cannot be settled by the parties. 

In such arbitrations the burden shall be upon the carrier 

party thereto to prove that the employee was not affected 

by the abandonment.  In no event shall said arrangements 

provide benefits less than those established pursuant to section 

S(2)(f) of this Act." 

"(28) Within one hundred and eighty days following the 

date of enactment of this title and as required thereafter, 

the Commission shall determine, pursuant to section 5S3 of 

title S, United States Code, and shall publish standards for 

determining the'relevant variable costs of handling the traffic 

and 'revenues attributable to the line' as those terms are 

used in this section. 

"(29)  In any instance in which the Commission shall 

have found that the present or future public convenience and 

necessity permit the abandonment of any line of railroad, 

the Governor of any State in which all or a portion of such line 

is located nay, prior to the effective date of the Commission's 

order, notify the Commission, the Secretary of Transportation, 

M-414 O - 71 - pt. a - T 
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and the railroad performins the service involved if it is the 

State's intention to provide operating subsidies for the 

railroad in order to assure continuance of service found by 

the State to be essential.  Upon such notice, the Commission 

shall order an additional six-month postponement of the 

abandonment pursuant to paragraph (26) in order to permit 

arrangements for subsidy to be made." 

Cc) Section 1 of part I of the Interstate Commerce Act 

(49 U.S.C. 1) is amended by adding at the end thereof the 

following new subsection '(A)': 

"(A) Within one hundred and twenty days after enactment of 

this paragraph, each railroad shall prepare and file with the 

Commission and publish in accordance with regulations promul- 

gated by the Commission a full and complete diagram of its 

transportation system describing in particular those rail lines 

which it considers as potentially subject to future abandon- 

ment; provided, that the information 

required by this subsection shall not be used by the Commission 

as a criterion or measure to support abandonment of any particular 

line of railroad." 

FEDERAL ASSISTANCE TO STATES FOR OPERATING 
 SUBSIDIES  

Sec. 503. (a) The Secretary of Transportation is authorized 

to reimburse a State for 70 per centum of the amount paid by 

such State as operating subsidy to continue service on a 

rail line or lines that would otherwise have been abandoned. 

In determining whether to make such reimbursement the Secretary 

shall consider the need for such service and the impact of the 
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abandonment of such service on the communities affected and 

the practicability of the plan of operating subsidy in 

relation to the benefits to be derived therefrom. 

(b) hithin six months from the date of enactment of 

this title, the Secretary shall prescribe regulations governing 

the procedure for application by a State for reimbursement 

of railroad operating subsidies, criteria to be used in deciding 

upon such applications, and terms and conditions required 

of all contracts or other arrangements for operating subsidy. 

(c) If the Secretary finds that an operating subsidy 

contract or other arrangement as submitted falls to comply 

with his regulations, he shall advise the State and afford 

it a period of not to exceed fifteen days within which to 

bring such contract into conformity with such regulations. 

(d) An operating subsidy contract between a State and 

a railroad may not exceed a term of two years.  At the end of 

such term a State may apply to the Secretary for continued 

reimbursement under the terms of a new contract.  If a con- 

tract expires and a new contract is not made to cover the amount 

by which the variable costs exceed the revenues attributable 

to the line, the Commission shall issue a certificate authorizing 

the abandonment 90 days after the expiration of the contract. 
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(e) The Secretary shall not reimburse a State for operat- 

ing subsidy paid to a railroad unless such State has adopted 

legislation extending authority to the Governor or other ap- 

propriate State official  or agency to perform its obligations 

in accordance with the terms of this title and regulations 

issued by the Secretary. 

(f) Upon approval of an operating subsidy contract 

or other arrangements by the Secretary, the United States 

shall become obligated to pay out of sums not otherwise 

obligated in the general fund of the Treasury, an amount 

equal to 70 per centum of monies paid to a railroad pursuant 

to such contract or arrangement upon the receipt of proof 

satisfactory to him that the payment for which reimbursement 

is sought has been made by the State.  Such payments shall be 

made to the States by the Secretary pursuant to regulations 

prescribed by him.  The Secretary shall not be authorized to 

obligate the United States for amounts in excess of $50,000,- 

000 in any fiscal year. 

CAPITAL IMPROVEMENTS 

Sec. 304. The initial capital costs of restoring or up- 

grading a line of railroad or other facilities to such condi- 

tion as necessary for the provision of service may be prorated 

over the life of such line or facilities and such prorated cost 

may be included as part of the cost of an operating subsidy 

contract or other arrangement.  The operating subsidy contract 

shall provide for payment to the railroad at the final termination 

of the operating subsidy of an amount equal to the difference 
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between the initial capital costs of restoring or upgrading 

less the suns of (a) the amount of such initial capital costs 

that were previously paid under the operating subsidy contracts 

and (b) the increased salvage value of the line of railroad 

or other facilities attributable to the initial capital costs. 

GENERAL ACCOUNTIXG OFFICE AUDIT 

Sec. 305.  (a)  The transactions of the Secretary under 

this title nay be audited by the Comptroller General of the 

United States in accordance with such rules and regulations 

as may be prescribed by the Comptroller General.  The rep- 

resentatives of the Comptroller General shall have access to 

all books, accounts, records, reports, file, and other papers, 

things, or property belonging to or in use by the Secretary 

pertaining to his financial transactions and necessary to 

facilitate an audit, and they shall be afforded full facilities 

for verifying transactions with the balances or securities 

held by depositories, fiscal agents, and custodians.  All such 

books, accounts, records, reports, files, papers, and property 

of the Secretary shall remain in possession and custody of the 

Secretary. 

(b)  To the extent the Comptroller General deems necessary 

in connection with such audits as he may make of the financial 

transactions of the Secretary, pursuant to subection (a), 

his representatives shall have access to all books, ac- 

counts, records, reports, files, and other papers, things, or 

property belonging to or in use by any carrier that has re- 

ceived operating subsidies or State that has been reimbursed 

pursuant to this title pertaining to such operating subsidies, 

compliance with conditions, and necessary to facilitate the 
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audit, and such representatives shall be afforded full facilities 

for verifying transactions with the balances or securities 

held by the depositories, fiscal agents, and custodians.  All 

such books, accounts, records, reports, files, papers, and 

property of such obligor remain in the possession and cus- 

tody of the carrier or State. 

(c) A report of each such audit shall be made by the 

Comptroller General to the Congress.  The report to the Con- 

gress shall contain such comments and information as the 

Comptroller General may deem necessary to inform Congress 

of the operating subsidy program, together with such rec- 

ommendation with respect thereto as he may deem advisable. 

The report shall also show specifically any program, ex- 

penditure, or other financial transaction or undertaking ob- 

served in the course of the audit, which, in the opinion of 

the Coroptroller General, has been carried on or made without 

authority of law.  A copy of each report shall be furnished 

to the President, to the Secretary, and to the Division at 

the time submitted to the Congress. 

TITLE IV - PROVISIONS RELATING TO COMPETITIVE 
EQUITY 

Sec. 401.  Short Title 
Sec. 402.  Establishment of minimum compensatory rates. 
Sec. 403.  Development and implementation of adequate 

rate levels. 
Sec. 404.  Development and implementation of interim 

rate adjustments. 
Sec. 405.  Report filing and rate publication extension 

to water transport of dry bulk commodities. 
Sec. 406.  Establishment of nondiscriminatory rates for 

the transportation of recycled solid waste 
materials. 
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Sec. 401.  SHORT TITLE. 

(a) This title may be cited as the "Competitive 

Equity Act of 1972". 

(b) AMENDMENTS TO INTERSTATE COMMERCE ACT. - 

Except as otherwise expressly provided, whenever in this 

title an amendment or repeal is expressed in terms of an 
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Sec. 505.  SINGLE LINE RATES. 

Paragraph (5) of section 5a of the Interstate Commerce 

Act (49 U.S.C. 5b) is amended to read as follows: 

"(6Ha)  The Commission shall not approve under this 

section any agreement which establishes a procedure for the 

determination of any matter through joint consideration un- 

less it finds that under the agreement there is accorded to 

each party the free and unrestrained right to take independent 

action either before or after any determination arrived at 

through such procedurej^^and in-ne event shall any con- 

ference,-bureau,-committee-or other erganizatien; established 

er-continued-pursuant to-any-agrecnent-approved under this 

seetion,-conduet-vetes-on single-line rates established by-any 

railroad-carrier; regulated by-part I ef-this Act,-ner-appear 

in any proceeding before-the-Commission regarding said-single 

line-rate; 

"(b)  The Commission shall not approve under this section 

any agreement that authorizes railroads subject to part I of 

the Interstate Commerce Act which are parties to such agreement 

to vote upon individual point-to-point rates or changes therein 

proposed by a single carrier where the total service under such 

rates (exclusive of terminal services provided by switching, 

drayage or other terminal carriers or agencies) can be performed 

by such carrier, provided, however, that this limitation shall 

not be applicable to general rate increases or decreases or to 
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class, mileage factor or other rates, fares, or charges, or changes 

therein, of general application or substantially general application 

to both single line and joint line routes in the territory or 

territories within or between which the rates are to have application. 
c 

"(S) The Commission shall not approve under this section 

any agreement which establishes a procedure for the deter- 

mination of any matter through joint consideration unless 

it finds that under the agreement there is accorded to 

each party the free and unrestrained right to take independent 

action either before or after any determination arrived 

at through such procedure, and no conference, bureau, 

committee, or other organization established or continued 
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1 SEC. S02. DIRECT    SUC.MIS310.N'    OF    INTERSTATE    COM- 

2 MERGE COMMISSION BUDGET. .'•     .;:       •••;. 

3 Section 201 (a) (5) of the Biulsct and Accoimtms Act,' 

4 192i (3nj.S.C.-11(a) (o)), is amended by inserting", the 

5 lutersfatc Comincrcc Commission," immediately Lefora "and " -" 

.   6. tbe Supreme Court of tlie United States". "••"..•-.."••• 
TITLE IX - FINANCIAL ASSISTANCE TO r.hMMOTJ   '   '  " 

CARRIERS PROVIDING AIR AND SURFACE EXPRESS SERVICES 

Sec.   901.    Short title. 
Rfr.    go? n^finUinn. 

Sec.   903.    Authorization. 
Sec.   904.    Limitations and conditions. 
Sec.   905.    Quarterly reports of Interstate Commerce Commission and the 

Civil Aeronautics Board to the Secretary of Transportation. 
Sec.   906.    Study of small parcel surface transportation problem. 
Sec.   907.    Premium interest rate charge. 
•Spr-   QOfl- Aiifhr>.-i7a>ion for appropriations- 
Sec.   909. Reports to the President and to Congress, 
Sec.   910.    Audit. 
Sec.   911.    Notice for hearings. 

SEC.   901.    SHORT TITLE. 

This title may be cited as the "Air and Express Services Assistance Act" 

SEC.   902.    PEFINITIO^JS. 

For the purposes of this title-- 

(1) "Secretary" means Secretary of Transportation. 

(2) "Commission" means Interstate Commerce Commission. 

(3) "Board" means Civil Aeronautics Board. 

SEC.   903.    AUTHORIZATION. 

(a)   The Secretary is authorized,  on such terms and conditions as 

he may prescribe,   to issue guarantees against loss of principal and ^nf».-».> 

on securities,   obligations,  or loans (including refinaneiiigs thereof) issued 



439 

'61* 

to enable common carriers,   national in scope,  eigaged in rendering air and 

surface express service pursuant to Part I of the Interstate Commerce Act 

and the Federal Aviation Act of 1958 to refinance existing obligations and for 

other corporate and related purposes consistent with their responsibilities 

as common carriers.    The maturity date o: such securities,   gbligatinns,   nr 

loans,  including all extensions and renewals thereof,   shall not be later than 

twenty years from their date of issuance. 

(b) All guarantees entered into by the Secretary under this Bection 

shall constitute general obligations of the United States of America backed 

by the full faith and credit of the Government of the United States. 

(c) Any guarantee made by the Secretary under this section shall not 

be terminated,   cancelled,  or otherwise revoked; shall be conclusive evidence 

that such guarantee complies fully with all provisions of law and of the approval 

and legality of the principal amount,  interest rate,  and all other terms of the 

securities,  obligations,  or loans and of the guarantee; and shall be valid and 

incontestable in the hands of a holder of a guaranteed security,  obligation,  or 

loan,   except for fraud or material nrusrepresentation on the part of such 

holder. 

(d) the aggregate unpaid principal amount of securities, obligations, or 

loans outstanding at any one time which are guaranteed by the Secretary under 

this section may not exceed $Z0, OOP, OOP.    The Secretary shall prescribe and 

collect a reasonable annual guaranty fee. 

(e) There are authorized to be appropriated to the Secretary such amounts, 

to remain available until expended,   as are necessary to discharge all his 

responsibilities hereunder. 
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(t)   U at any time the monies available to the Secretary are insufficient to 

enable him to discharge his responsibilities under guarantees issued by him 

under subsertion  fal hereof-   he shall i«i.siie tn tho Sorretai-y r%f Hi.. T.-.^^ .:.• ,-y 

notes or other obligations in such forms and denominations,   bearing such 

maturities and subject to such terms and conditions,  as may be prescribed 

by the Secretary of the Treasury.    Redemption of such notes or obligations 

shall be made by the Secretary from appropriations available under subsection (31 

hereof.    Such notes or other obligations shall bear interest at a rate deternmined 

by the Secretary of the Treasury,   taking into consideration the current average 

market yield on outstanding marketable obligations of the United States of 

comparable maturities during the month preceding the issuance of such notes 

or other obligations.    The Secretary of the Treasury shall purchase any notes 

or other obligations issued hereundcr and for that purpose he is authorized 

to use as a public debt transaction the proceeds from the sale of any securities 

issued under the Second Liberty Bond Act,  as amended,  and the purposes for 

which securities nnay be issued under that Act,  as amended,  are extended to 

include any purchase of such notes or obligations.    The Secretary of the 

Treasury may at any time sell any of the notes or other obligations as acquired 

by him under this subsection.    All redemptions,  purchases,  and sales by the 

Secretary of the Treasury of such notes or other obligations shall be treated 

as public debt transactions of the United States. 

SEC.   904.    LIMITATIONS AND CONDITIONS. 

(a)   Prior to issuing guarantees under this title,  the Secretary of the 

Treasury shall find in writing that-- 
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(1) There is no other practicable means of obtaining financial assistance 

to meet debt retircroent and ser>'ice: and equipment and facilities purrhasn nr 

repair than the issuance of a Federal Government Ruarantoo; 

(2) The applicant can reasonably be expected to become self-sustaining; 

(3) The probable value of the assets of the applicant in the event of 

default provides reasonable protection to the United States; and 

(4) The issuance of a guarantee would be in response to a specific 

request for assistance to achieve a specified purpose. 

(b)   As a condition to a guarantee,  the Secretary shall require that while 

any principal or interest on such guaranteed obligation remains unpaid: 

(1) Dividends will not be increased over the average amount paid during 

the five years preceding enactment of this title; 

(2) No advances of assets will be made to the applicant's affiliates without 

express approval of the Secretary; 

(3) No encumberiince of assets for non-transportation purposes and no 

other inter-company transactions will be undertaken without express approval 

of the Secretary. 

(4) No management fees,  directors' or officers' salaries,  or their 

expenses in an amount in excess of that being paid as of August 9,   1972, will 

be paid without express approval of the Secretary; 

(5) No shareholders sell their stock without express approval of the 

Secretary; and 

(6) No portion of the loan guaranteed pursuant to this title will be used for 

purposes other than debt service and debt retirement,  and equipment and 

facilities purchase and repair. 
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SEC. 90S. QUARTERLY REPORTS OF INTERSTATE COMMERCK COMMISSION 

AND THE CIVIL AERONAUTICS BOARD TO THE SECRETARY OF 

TRANSPORTATION. 

The Commission and the Board shall advise the Secretary quarterly or 

more frequently,   if necessary,   regardinc the applicant's performance as a 

certified comnnon carrier. 

SEC.   906.    STUDY OF SMALL PARCEL SURFACE TRANSPORTATION 

PROBLEM. 

The Secretary shall undertake a study of the small parcel snrfaro 

transportation problenn to determine the appropriate  role of rnmmr>n f j^^j^rg 

eligible for assistance under this title as well as other carriers engaged in the 

surface transportation of small parcels.    Within eighteen months after 

enactment of this title the Secretary shall report on the findings of such 

study to the Comnnission and the Congress.    Within thirty days thereafter 

the Commission shall undertake appropriate proceedings to be completed 

within a reasonable time in no event to exceed one year.    Should the Commission 

fail to complete its proceedings within a reasonable time,   the Secretary's 

findings shall become effective as law insofar as they provide guidelines for 

expansion or contraction of common carrier authority of certificated common 

carriers affected by this title. 

SEC.   907.    PREMIUM INTEREST RATE CHARGE. 

The Secretary shall fix a premium charge for the issuance of a guarantee 

pursuant to this title of not to exceed 1 per centum per annum of the principal 

anaount of such obligations. 
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SEC.   903.    AUTHORIZATION FOR APPROPRIATIONS. 

All carriers eligible for assistance under this title shall cooperate with 

the Secretary,  the Commission,  and the Board in carrying out the provisions 

of this title.    The Secretary is authorized to take appropriate action,  including 

the termination of any United States obligation \inder this title,   should he find 

that any such carrier or otherwise attempts to frustrate the purposes of this 

title. 

SEC.   909.    REPORTS TO THE PRESIDENT AND TO CONGRESS. 

The Secretary shall, within one year after enactment of this title, 

report to the President and to the Congress with respect to his activities 
• —  

pursuant to this title,  including an evaluation of the operating and financial 

conditions of carriers that obtained guarantees under this title,  an evaluation 

of the impact of this title on the performance of such carrier as a confimon 

carrier (including in such report the advice prepared under section 905 of 

this title)and the use made of funds and assets obtained through such 

guarantees.    Such report shall also include recommendations,  if any,  for 

additional legislative action.    Such carriers shall make such reports as the 

Secretary shall require. 

SEC.   910.    AUDIT. 

The Comptroller General of the United States,  or any of his duly 

authorized representatives,  shall have access to such information,   books, 

records,  and documents as he determines necessary to effectively audit 

financial transactions and operations carried out by the Secretary in the 

administration of this title and by any carrier that obtained guarantees 
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under this title.  The Comptroller General shall make such reports 

to the Congress on the results of any such audits as are 

appropriate. 

SEC. 911.  NOTICE FOR HEARING. 

The Secretary shall not approve any transaction pursuant 

to section 904(b) without notice and opportunity for public 

comment and a finding on the record by the Secretary that such 

approval is in the public interest. 

TITLE X - MISCELLANEOUS 

Sec. 991. 1001. Effective date. 
Sec. 992. 1002. Separability. 

SEC. 901. 1001.  EFFECTIVE DATE. 

Except as otherwise specifically provided in this Act, 

the amendments and repeals by this Act shall become effective 

on the date of enactment of this Act. 

SEC. 992. 1002.  SEPARABILITY. 

If any particular provision of this Act, or the application 

thereof to any person or circumstance, is held invalid, the 

remainder of the Act and the application of such provision 

to other persons or circumstances shall not be affected thereby. 
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Mr. SNTDER. Thank you, Mr. Chamnan. 
Mr. Al Chesser, president of the United Transportation Union 

regrets he will be unable to attend this morning due to a very important 
meeting in Philadelphia with the Penn Central trustees. 

At his request, I will read his testimony here. 

STATEMENT OF A. H. CHESSER, PRESIDENT, UNITED TRANSPORTA- 
TION UNION, AS PRESENTED BT J. H. SNYDER 

Mr. SNYDER. I am presenting this stat«ment on behalf of Al H. 
Chesser, president of the United Transportation Union, the largest 
of the railway labor organizations, representing more than 200,000 
operating employees, employed on all of the railroads throughout the 
United States. We represent the largest group of employees employed 
on the six bankrupt railroads in the Northeast region of the United 
States, with which these hearings are directly concerned. 

In appearing here today we will attempt to identify what appears 
to us to be the best elements in each of the various proposals advanced 
thus far and to blend them into a single proposal. 

No group has a larger stake than we have in developing and main- 
taining a healthy, competitive, and effective rail system m this or in 
any other region of the country. We have supported the efforts of 
these railroads in and out of Congress to develop a balanced transpor- 
tation policy; to maintain the bankrupt lines and to return railroading 
to its rightful place in moving the Nation's goods and passengers. 

The membership, on whose behalf I speak, have a total commitment 
to these goals. Railroading is our way of life. We begin at an early age 
and we remain in railroading throughout our lives. The committee 
knows that, in my own case, I began working as a trainman when I 
was very young and, in the many years since that beginning, I have 
continued to serve in railroading experiencing in one way or another 
all of the problems that seem to culminate in this proceeding. I speak 
for my entire membership in saying that, to us, a healthy railroad 
syst«m is essential to our national well-being and that each of us is 
dedicated to the achievement of that goal. 

It is clearer than ever before that considerations of traffic congestion, 
air pollution, energy and fuel conservation point up the essential role 
of the Nation's railroads in carrying the Nation's goods. If anything, 
this role must be increased in the immediate future. Even if we Avere 
to maintain no more than our current share of surface transportation, 
we are faced with the problem of absorbing a heavy increase in freight 
traffic over the next 10 years, possibly as much as 50 percent over 
present volume. This fact standing alone dictates a tremendous gearing 
up of our capacities by way of rebuilding roadbeds, rolling stock and 
facilities, all of which have been allowed to deteriorate throughout the 
country. 

Nowhere is this more evident than in the Northeast where massive 
rehabilitation is desperately needed, as so clearly spelled out by the 
Interstate Commerce Commission in its report to the committee. This 
factor along with bad management and the loss of revenue that follows 
are among the most significant reasons for the collapse of these 
railroads. 

There is no question that the economy in the northeast section of 
the United States has kept pace with the rest of the country. Yet, the 
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railroads' share of traffic in this section has decreased substantially 
over the past 10 years. The trend must be reversed if we are to avoid 
suffocation of this part of our economy. Unless we do this, business 
will be forced to relocate in other areas of the United States at the 
expense of the Northeastern States and communities. 

Our objective is to restore to this industry the vitality which it once 
had and to reverse this downward trend of rail traffic in the Northeast. 

There have been numerous proposals made to this committee by 
various responsible parties who share these aims. I would be remiss, 
however, if I did not point out that the single outstanding exception 
to this collection of responsible proposals is the Ingram recommenda- 
tion. The Ingram proposal is absolutely unworkable. It would cut the 
heart out of the railroad plant in the Northeast. It would cut the 
heart out the work force. It is completely indifferent to the public 
interest in having adequate transportation services available to all 
who need them. By and large it leaves thousands of shippers stranded 
high and dry. 

The other proposals deal with the rail transportation crisis in the 
Northeast in a more responsible way. There are, of course, substantial 
differences between them as to structure, form and content. It is fair 
to say that each one proceeds upon the basis of the following 
propositions: 

1. High quality railroad service in the Northeastern part of the 
United States must be restored. 

2. The Northeastern rail system must be restructured. 
3. The Northeastern railroad problem is national and not regional 

in nature. 
4. The solution to this problem caimot be developed piecemeal, 

carrier by carrier, through the reorganization courts. It must be 
approached in its entirety and with governmental direction. 

5. Restructuring of the rail system may at first entail labor dis- 
placement, ultimately to be overtaken by an increase in employment 
as high quality service is restored. Most, if not all, recognize that 
labor should not bear the burden of the restoration program. Labor's 
equity must be protected. 

The points to which these various proposals are addressed may be 
summarized in the following way: 

1. Development of a feasible reorganized rail system for the 
Northeast. 

2. Funding to rehabilitate the system. 
3. Low-density unprofitable lines which may, or will, serve a 

useful purpose. 
4. Transitional programs pending development of reorganized 

systems. 
5. Maximized utilization of tracks, yards and facilities through 

coordination. 
6. Employment during transitional period. 
There are, of course, differences, some of them substantial, in the 

response of the various parties to these points. These include differences 
as to the agency or the structure empowered to develop and carry out 
the reorganization programs, including the extent of the authority to 
act; the means for funding during both the transitional and rebuilding 
phases; the conditions under which transitional labor displacement is 
to be managed. 



The approaches of the various recommendations include proposals 
to nationalize the northeastern rail system, to nationalize or to lease 
with leaseback arrangements track and roadbed. It is our view that 
nationalization of railroads in any form is a decision of last resort. 
We do not share the judgment that the situation in the Northeast has 
reached this point. 

Our approach is to marry two basic concepts. The public service 
policy must be joined with the income-based private operation policy. 

Of primary importance to us in this connection is the management 
of such transitional employment problems as may occur. 

We are agreed that the restructuring of the northeast rail system 
will affect employment to some degree, certainly in its early stages. 

However, it serves no useful purpose and makes no sense to us to 
play a number's game. We have heard time and again the various 
estimates of numbers of employees who will become surplus, ranging 
from several thousands to more than 50 percent of the existing work 
force. Numbers of any kind at this stage of the proceeding can only 
becloud the issues and interfere with a reasoned approach to the solu- 
tion of the real problems. 

We must first define the system before we can begin to know the 
size of the work force needed to run the system. 

On this score, all we can predict at this time is that in the beginning 
there may be some labor displacement. Employment should increase 
as quality service is restored. A balanced program based upon the 
idea of a restructured public service system, joined with private 
enterprise, should in time produce reliable railroad services, returning 
reasonable profits, with a larger work force than exists today. During 
the interim transitional employment period, we expect that the estab- 
lished principles under the Interstate Commerce Act and under vari- 
ous transportation laws for the handling of these problems and for 
the stabilization of the railway labor force will be followed. We can 
accept nothing less. Neither can the Congress nor the country. 

The fact is that most of the employees who may be adversely 
affected are now covered by various forms of protective agreements 
which must be honored regardless of the direction of the reorganization. 
Those employees not covered by such agreements must be protected 
in a similar manner. There are, of course, problems of assumption of 
liability of this kind. Most agree that outside funding in some form 
will be required as one of the pieces of the reorganization plan. 

All who are involved have a stake in developing a manageable 
transition from the current levels to the ultimate levels of employ- 
ment. This means that the Federal Government, the railroad industry 
as a whole, as well as the investors, should join together in absorbing 
such costs as may be involved in working out the funding for the 
solution of whatever labor displacement problems may develop. 

In evaluating the various means for handling this part of the 
program, one should not overlook opportunities that may be available 
through a combination of railroad retirement, in its amended form, 
now pending in the Congress and unemployment insurance, supple- 
mented in various ways to provide equitable adjustments in working 
out such labor displacement problems as may be encountered. 
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Under H.R. 7200, railway workers commencing July 1, 1974, will 
be able to retire with unreduced annuities at age 60 after 30 years of 
service. In addition, the supplemental pension provisions should be 
adjusted to make benefits available on the same basis, i.e., at age 60 
rather than at age 65. Likewise, the spouse should be entitled to 
unreduced benefits at age 60. These changes will require legislation. 

Since retirement is voluntary and most long-service employees are 
covered by protective agreements, there could be some form of finan- 
cial inducement to encourage voluntary retirement. The established 
practice is to offer lump sum payments m amounts designed to induce 
retirement. 

Perhaps the clearest element in the entire picture is the point that 
effective public service reorganization plans cannot be developed by 
the reorganization courts or by the railroads acting unilaterally. 

The Department of Transportation, in commenting upon this point, 
in its recommendations says that "the fragmented and competitive 
nature of many of the present bankrupt estates" makes it unlikely 
that they could agree upon an acceptable reorganization plan with 
elimination of excess facilities and sharing of tnose facilities which 
may survive. 

• The recommendation of the Interstate Commerce Commission in 
various ways echoes the judgment expressed by the Department, of 
Transportation in this respect. More importantly, the ICC points out 
that "the reorganization courts * • • cannot provide the degree or 
kind of public participation that is needed, for they are not equipped 
to make decisions as to present and future service requirements.". 

It is clear to us that the task of developing a single coordinated 
reorganization plan involving the six bankrupt railroads in conjunc- 
tion with other railroads serving the northeast sector can be eased 
enormously if the various bankruptcy proceedings were to be con- 
solidated into a single proceeding before a single bankruptcy court 
and if the responsibility for the restructuring of the northeast rail 
system and for developing and effectuating the plan of reorganization 
were to be committed to a single commission responsible directly to 
the Congress. 

This suggestion involves two basic st«ps: (1) Recognition of com- 
mon questions of fact and policy, requiring treatment of the various 
bankrupt estates as a part of a regional railroad system that can be 
reorganized effectively only upon consolidation of all proceedings; and 
(2) establishment of a legislative commission with power and responsi- 
bility to design new systems of railroad transportation in the north- 
east section and with broad authority to provide for consolidations, 
funding, proper use of trackage and facilities, and other elements re- 
lated to the management of the new northeast railroad systems along 
the general outline defined by the ICC after public hearings. For pur- 
poses of convenience we shall call this commission the North East 
Transportation Commission or NETC. 

The NETC should be established as a joint legislative commission 
consisting of members representative of shippers, consumers, trunk- 
line railroads, railway labor, and State government, appointed jointly 
by the chairmen of the Interstate and Foreign Commerce Committee 
and of the Senate Committee on Commerce, as more fully described 
in our attachment A as follows: 
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NoBTB EAST TBANSPORTATION COMMISSION 

9   MEMBERS 

1 State Public Utility Ck>mmis8ioiis 
1 Consumers 
3 Shippers—manufacturers of soft goods-1. Natural resources-l. Agriculture-1 
2 Railroad industry (truck line only) 
2 Railway labor (operating brotherhoods-1)  (Non-operating brotherhoods-1) 
Members jointly appointed by the Chairmen of the Senate and House Com- 

merce Committees. 
Chairman and Chief Executive Officer to be selected by the Commission from 

among its membership. 

Now, I will go back to page 8 of the statement. 
This Commission should be lerislative in nature and should be well 

staffed and well funded by the Congress. It should be instructed to 
report back to the respective committees within an established time 
limit; for example, March 1, 1974. Congress should enact standstill 
legislation to cover the entire period of the Commission's operation. 

The Commission should have available to it all resources for as- 
sisting^ in the creation of the restructured system, particularly the 
ICC, DOT, and Treasury. 

The general mission, power, and authority of the Commission 
should follow those outlined by the Interstate Commerce Commission, 
the Department of Transportation, and the Union Pacific in their 
recommendations with respect to identification, after public hearing, 
of the rail systems for the Northeast, the establishment of such rail- 
road transportation corporations as may be required to operate these 
rail systems and the pobcies and means for insuring adequate funding. 

The corporations which NETC should be authorized to establish 
for the operation and funding of the restructured Northeast rail 
systems should be organized for profit and should not be agencies 
or establishments of the Government of the United States. Their 
model should be taken from the Communications Satellite Corpo- 
ration which has enjoyed such unexpected success in its short 10-year 
life. The members of the Commission would serve as the board of 
incorporators and as the initial board of directors of each of the 
Comsat-type corporations, pending selection of the various boards 
following generally the Comsat model. 

Not more than one-half of the stock of each such corporation should 
be made available to the bankrupt estates, possibly along the line 
suggested by the Department of Transportation in its proposal, and 
to other railroads. The other half of the outstanding, authorized 
stock should be offered to the public in a manner which would encour- 
age the widest possible distribution. 

Included among the new Comsat-type corporations to be con- 
sidered and designed by NETC to carry out its plan for the reorgani- 
zation of the Northeast rail system should be one following the Fannie 
Rae model suggested by the Union Pacific. Consideration should be 
also given to tne proposal to establish a Railroad Reconstruction 
Finance Corporation, modeled after the Reconstruction Finance Cor- 
poration, to supply interim financing during the transitional stages. 

The funding, as proposed h\ the Interstate Commerce Commission 
and by the Union Pacific, should include tax-exempt Government 
guaranteed obligations and tax-exempt State and local bonds, with 
Federal  Government loans to provide interim financing,  pending 
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ultimate establishment of the new rail systems. A general freight 
transportation tax of 1 percent on all surface modes of transportation 
as proposed by the Interstate Commerce Commission should be in- 
corporated into this program. It should be expanded to cover un- 
licensed carriers as well. 

The detailed plan of reorganization for the new rail systems in the 
Northeast, together with the program for issuance of stock and de- 
bentures to the bankrupt estates m exchange for the various railroad 
properties to be taken over by the new corporations, rehabiUtation of 
track, equipment and faciUties, relief from State and local taxes, 
funding and other elements of the total program developed by NETC 
should be reported to the Congress witnin 90 days, the overall plan 
would then become effective. 

Main line trackage not designated for inclusion in the overall plan 
would not be abandoned but would be preserved as an inoperative 
element of the system against the possibility of eventual inclusion. 

Branch lines which are not designated for inclusion in the principal 
system developed by NETC, as approved, should nonetheless be re- 
tained as a part thereof if a State or local government elects to main- 
tain all or any part of these lines under a 90-10 percent Federal sub- 
sidy program. Branch lines which are not to be included within the 
program should be mothballed. 

The task of redesigning the Northeast rail system within the con- 
text of the six bankruptcies presents great problems of a most complex 
nature. We realize that there are a variety of ways of approaching 
these problems. We feel strongly that the approach we have outlined 
here operating directljy through the Congress with the aid of a special- 
ized legislative commission such as we have described offers the great- 
estpromise of pro\ading reliable rail transportation to all who need it. 

TTiat concludes Mr. Chesser's statement, Mr. Chairman. 
Mr. JARMAN. Mr. Snyder, I think one question the chair would 

ask at the present time, or ask for a comment on, has to do with the 
last part of your testimony where you refer to the 90-10-percent 
Federal subsidy program. 

You refer to branch lines which are not to be included within the 
program and state that they should be mothballed. Have you any 
comment to make to the committee as to the period of time whidn 
such branch lines would be mothballed and your recommendation as 
to who would carry the expense of such a procedure? 

Mr. SNYDER. NO; there is no time Hmit on this, Mr. Chairman. I 
would think this would be—if Congress sees fit to set up this Com- 
mission we have recommended—then the board of incorporators 
would certainly work out, I would think, a reasonable time limit on 
these unneeded branch lines. 

Mr. JARMAN. By time limit you mean then at some foreseeable 
time or some unforeseeable time in the future that they might be 
brought back out of the mothballs into active service? 

Mr. SNYDER. A large portion of these branch lines—we think this 
should be investigated very early as to see the amount of traflSc, the 
potential, and the public need as well as the shippers who would be 
involved. Even if mothballed, conditions in time may require activa- 
tion of the branch line. 
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Mr. JARMAN. AS to the finances involved, the expense of such a 
mothball operation, you would simply defer to a decision by the 
Commission on what would be equitable? 

Mr. SNYDER.  Yes. 
Also here we must remember that we are asking for an exemption 

in taxes, there would be no taxes on this. There shouldn't be much 
cost involved in these mothballed lines. 

Mr. JARMAN. This is one of the basic problems that we face, that 
is the uncertain aspects of the problem that we are dealing with. 

Mr. SNYDER.  You are right. 
Mr. JARMAN. As to the amount of money involved, the disposition 

of lines and the work force, we would appreciate any specific recom- 
mendations that you gentlemen are in a position to offer to the 
committee. 

Mr. SNYDER. We think that is one of the real bright spots by this 
Commission here, give them sufficient time to really investigate this 
and to see just which lines are needed and those which are not needed. 

Mr. JARMAN. Mr. Dingell? 
Mr. DINGELL. Thank you, Mr. Chairman. 
Mr. Snyder, you have given us a very helpful statement. 
As I read your statement, you do not oppose, then, the idea of 

segmentation of lines, reorientation of the structure of the corporations, 
and trying to set up viable railroad corporations from all or some parts 
of the rail systems of different lines now in bankruptcy in the North- 
east ; is that correct? 

Mr. SNYDER. What we are saying is, if the Congress sees fit, we will 
leave it up to this Commission. 

Mr. DINGELL. Do you look with kindness on inclusion of some 
portion of the bankrupt lines with existing functioning viable lines? 

Mr. SNYDER. I can't answer that particular question at this point. 
Mr. DINGELL. In any event, at this particular moment, you don't 

oppose that? 
I am not trying to lead you into any pits. 
Mr. SNYDER. We really just don't Know at this point. I wish I could 

give you a yes or no answer. 
Mr. DINGELL. The subcommittee doesn't know that answer, either. 
You raise the question of the tax on the freight of all firms of 1 

percent, rail, air, and highway, and water carriers. 
Mr. SNYDER. Surface, not air. And on unlicensed carriers, also. 
Mr. DINGELL. I think you have to recognize here, one, this raises 

jurisdictional questions inside the Congress. This committee doesn't 
have jurisdiction over taxes and raises questions of other problems. 

Do you have any idea of the views on this particular approach of 
the taxes? 

Mr. SNYDER. NO, we have not discussed this. This was as outlined 
in our statement, we support the Interstate Commerce approach to it. 
We went further and included the unlicensed carriers. 

The Commission didn't go that far, if my memory serves me cor- 
rectly. We have not sat down with the other transportation groups 
to see if they are opposed or would support it. 

Mr. DINGELL. I see. 
Thank you very much. 
Thank you, Mr. Chairman. 
Mr. JARMAN. Mr. Harvey? 
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Mr. HARVEY. Thank you, Mr. Chairman. 
What would your Commission do that the Department of Commerce 

and the DOT currently can't do? 
Mr. SNYDER. I think Mr. Friedman can answer that question. 
Mr. FRIEDMAN. This plan has taken what Mr. Chesser regarded to 

be the best or most significant elements of each of the programs. 
Under its plan, the Department of Transportation would set up a 

corporation the board of which would have complete authority, a 
blank check, to reorganize the Northeast rail system. 

Mr. HARVEY. YOU are not talking of the Commission? 
Mr. SNYDER. The ICC are the fellows with the expertise and com- 

petence to do this and would be happy to do this job or work with DOT 
if it were supposed to do this job. 

Everybody failed in this thing and each bears responsibility for the 
present crisis in the Northeast. The need is for direct involvement of 
the Congress; this Commission is an arm of the Congress, it acts for 
the committees of the Congress, it reports to Congress, involves the 
Congress directly  

Mr. HARVEY. Let me interrupt you there because of time limits and 
put it this way: You have not answered my question so far. 

Are you proposing any new powers in the Commission that DOT 
and the ICC presently don't have? 

Mr. SNYDER. NO, they would have all the powers basically that 
DOT was proposing in its plan for its corporation and the ICC was 
proposing for itself. 

The NETC would have complete authority and power to restructure 
the entire system and all its assets and be acting for the Congress, 
reporting to the Congress; ultimately the Congress would make the 
decision. 

Mr. HARVEY. What you are proposing is the exercise of the same 
f'Owers by a Commission appointed by the chairman of the Senate 
nterstate Commerce Committee and the chairman of the House 

Interstate Commerce Committee? 
Mr. SNYDER. Yes. 
Mr. HARVEY. Is that how the administration would view that pro- 

posal? 
Mr. SNYDER. The administration would have the present respon- 

sibilities as it has today to appear. 
Mr. HARVEY. Obviously, the answer is it would invite a certain 

veto, wouldn't it? 
Mr. SNYDER. I don't know. 
Mr. HARVEY. I think that is the answer and that is my difl&culty 

with the proposal because it seems to me that the one duty this com- 
mittee does nave is to come up \vith some sort of a proposal here which 
is going to meet the test of getting administration approval as well as 
Senate and House approval. 

We have to have a workable plan that will become legislation. 
Mr. FRIEDMAN. It seems it is a joint resolution by the House and 

Senate to set up a committee. If the Congress doesn't set up a com- 
mittee  

Mr. HARVEY. I beg to differ. I don't know how the House and 
Senate by a joint resolution can set up a committee to exercise the 
powers of the ICC and DOT. 
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Mr. FRIEDMAN. The ICC and DOT derive powers from the Con- 
gress. This committee would report to Congress, the Congress would 
be exercising the power, not the committee. 

Mr. HARVEY. I don't think Congress has that power. I will say again 
what I regard as highly important in our consideration is that we come 
up with a plan that is going to meet the approval of all factors, the 
administration, Senate, and House as well. 

I just have one other question. 
Mr. Snyder, on page 11 you speak of the 90-10 Federal subsidy 

program with regard to State and local governments electing to main- 
tain certain lines. 

Do you have any idea how much that would cost? 
Mr. SNYDER. NO, this would be for this Commission to determine, 

Mr. Harvey. 
Of course, it is based kind of like your Interstate Highway System, 

90-10  
Mr. HARVEY. I understand what you are talking about. 
I have no further questions, Mr. Chairman. 
Mr. JARMAN. Mr. Adams. 
Mr. ADAMS. Thank you, Mr. Chairman. 
I hope you will take back to Mr. Chesser my compliments on the 

statement you have presented. I think it parallels many of the thin^ 
that most of us have been working on for some periods of time m 
trying to combine the various proposals that have been presented 
by the ICC, the DOT, the industry, and various other groups. 

Now, following on Mr. Harvey's questions, I think we are moving 
toward the idea of the establishment of a Comsat-type corporation, 
or a quasi-public, self-liquidatingcorporation that could deal with all 
these bankruptcies at one time. What would you think of this kind of 
a proposal, because the Commission bothers me for the reason that 
we have had a lot of legislative commissions and they tend to end up 
after the year is over by telling us what we already knew and giving 
us no specific recommendations for operations. 

What would you think if we gave the DOT a chance to designate 
first the point-to-point system, had the ICC review it and then set 
up a Comsat-type corporation to carry out these operations in 
wnich the members of the boards of directors would be appointed 
in the manner you have suggested here. 

In other words, there would be recommendations to the President 
from the various groups involved, the public utility commissions, 
consumers, shippers, railroads, railroad labor, and so on, to carry 
out the establishment of this system of lines itself? 

Mr. SNYDER. I will let Mr. Friedman answer. 
Mr. FRIEDMAN. I think the point here is that the Congress itself, 

that this has reached a point with all of the confusion and contra- 
dictions and all the other problems that have been surfacing, this 
has reached a point where the Congress itself should take hold of the 
entire program and operate through a Commission which it selects. 

The DOT can present to the Commission—it will be required by the 
legislation to cooperate with that Commission and present to that 
Commission its complete ideas with respect to its restructuring. 

I think the answer is the Commission, if you want to call the 
Commission a committee, the committee has the responsibility to 
report back to you a total plan of reorganization. 



454 

Mr. ADAMS. I know our time is limited. Suppose we put into this 
what we basically did with the proposal in Amtrak, that their plan 
comes up to Congress for approval or rejection on a tight time schedule 
and, if we reject it, the corporate group has to go back to the drawing 
board on it. 

Mr. FRIEDMAN. I guess one of the problems is that Amtrak has 
been such a sorry experience. 

Mr. ADAMS. We had a pretty bad problem. I want to emphasize 
that I don't think this will be an altogether happy experience wft are 
about to go through now. 

I am trying to get out with as little pain as possible. 
Mr. FRIEDMAN. This commission would be to develop and present 

to you a complete detailed plan of reorganization with respect to all 
its elements. 

Mr. ADAMS. My problem from the examination we have done on it 
so far, is that this is going to have to be a continuing process. It 
may take not just a year during which we would freeze it but, after 
that is over, then 2 or 3 years afterwards. 

I just want to end by saying that I appreciate very much the 
statement that you have made on page 6 where you recognize the 
pieces of the reorganization and the placement of railroad labor in 
this, that you have a great stake in it and that we can use such things 
as railroad retirement, unemployment insurance, protections like 
these as we go along and that this has to evolve as we see the lines 
actually occur rather than trying to start witb a fiat. 

That is excellent thinking and I want to compUment you on it. 
Mr. SNYDER. Thank you. 
Mr. JARMAN. Mr. Skubitz. 
Mr. SKUBITZ. Thank you, Mr. Chairman. 
You speak of certain protective agreements the Brotherhood has 

with the railroads with respect to retirement. What happens to those 
agreements if the Government does nothing and the Unas go into 
bankruptcy? 

Mr. SNYDER. Maybe Mr. Friedman better answer that. 
If thev go bankrupt, I really don't know. 
Mr. FRIEDMAN. Tnat reminds me a little bit about the story in the 

Washington Post yesterday reporting that when President Johnson 
asked Dean Acheson how the Vietnam war was coming out, Acheson 
said there were only two ways it could come out and that one was too 
horrible to contemplate. 

I think these would constitute claims against the estate and, if the 
activities were carried on, they would bind the successor carriers. 

Mr. SKUBITZ. What priority would such claims have? I am not an 
authority on bankruptcy law. If the lines went bankrupt, where would 
you stand preferentially with your claims as related to the creditors 
and bondholders and stockholders? 

Mr. FRIEDMAN. Not above the secured creditors, to my knowledge. 
That is in liquidation. 

Mr. SKUBITZ. Would not very little be left after the secured 
creditors are paid off? 

Mr. FRIEDMAN. Your question implies that the entire estates will 
be liquidated, the lines abandoned, and the property sold as real 
estate. There would be nothing left but cash to distribute. 
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Mr. SKUBITZ. I don't know how far the situation might develop. I 
wonder if you realize what could happen? 

Mr. FRIEDMAN. It is a real problem, no question about it. 
Mr. SKUBITZ. YOU speak of financial inducement to encourage 

voluntary retirement. Financial inducement by whom, by the bank- 
rupt railroads or by the new authority that would take over. Who is 
to pay for this inducement? 

Mr. FRIEDMAN. Well, on page 6, it is noted that the Northeast 
railroad rail transportation system is vital to the entire rail industry, 
it is important to the entire economy, that the problem of funding, 
the conditions of the employees to the extent they are involved should 
really be the responsibility of all parties. 

Under our program this would be one of the programs the NETC 
would work out. 

The reason a Commission is needed is that there are no simple 
answers, this is an enormously complex problem. 

Mr. SKUBITZ. I agree. The railroads are the backbone of our trans- 
portation system but many seem to feel we should let those in trouble 
go bankrupt and start from scratch. If that were to happen, what 
happens to the brotherhoods? 

Mr. FRIEDMAN. Those railroads won't run without the brother- 
hoods. Penn Central has discovered that. It laid off employees, 
employees retired and it found after payment of severance pay, that 
it had to recall them to duty because it needed them. 

Mr. SKUBITZ. This retirement inducement would have to come 
from the taxpayers, is not that what you are saying? 

Mr. FRIEDMAN. Not necessarily. The Union Pacific in its proposals 
recognizes this problem. 

I don't know that your question can be answered simply. 
Mr. SKUBITZ. Of course the problem does not lend itself to a simple 

answer, I agree. You also speak of quality service and improved 
service. Do you believe improved service is an answer to all the 
problems? 

For example, I remember the president of the Lehigh Valley Rail- 
road testifying that most of their business was hauling anthracite coal. 
Will quality service get that business back for Lehigh? 

Mr. SNYDER. Mr. Skubitz, I am privileged and proud to be—my 
seniority is on Southern Railways, some 32 years of service. 

All you have to do is go and see the operation of Southern Railways. 
That is a sound operation because they give service. 

By giving this service, that is the reason they are financially sound. 
This is what what we have in mind with this new reorganization of a 
new system and to upgrade the track so they can operate the trains 
without all the delays and get the shipments there on time for the 
shippers and the rest, I think, would take care of itself. 

Mr. SKUBITZ. I agree improved service will help some, but there 
are certain situations in which it is not a factor. I understood the 
testimony of the president of Lehigh, that improved service will not 
bring back the shipments of anthracite coal over their lines and 
these coal shipments represented a substantial part of their revenue. 

Second, I don't want to be misunderstood. I certainly agree the 
brotherhoods have rights. They reached certain agreements with 
the railroads with regard to retirement and those have to be honored 
by somebody. 
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But it complicates an already different problem. I think you under- 
stand that. 

Now, on another point. You agree that a lot of branch lines will have 
to be shut down. A number of railroads in the Northeast just cannot 
survive with extensive branch lines. 

You also state you are not in favor of the nationalization of the 
railroads. I assume that means you are not in favor of any program 
that would provide for the Government to buy the basic lines and then 
lease back for operation to the railroads; is that correct? 

Mr. SNYDER. This is what we are sajnng, Mr. Skubitz. We think 
under this it would be a much sounder, much improved operation, 
than this Commission would come up with—what you say—than 
taking over the roadbeds and leasing it back to the Government, the 
Government rebuilding the lines and things of that nature. 

Mr. SKUBITZ. YOU think this should be the responsibility of this 
new corporation that you propose to set up? 

Mr. SNYDER. That is true, absolutely. 
Mr. SKUBITZ. Of course, I don't agree vrith you on that point. 

I think eventually the Government is going to have to take over the 
main roadbeds throughout the United States and I think it is going 
to be beneficial to the railroads and the public in more ways than one. 

I think the maintenance of roadbeds has been low on the priority 
list. I don't see how Amtrak will ever work unless we start fixing the 
roadbeds so they can speed up their operation. 

Obviously we can't expect the railroads to take care of that when 
they are not operating the passenger service for profit. 

In my judgment, the manner in which the mail service is messed up 
today indicates that eventually we are going to have to go back to the 
railroads to carry the mail faster from one point to another. 

Mr. SNYDER. We think this 1-percent suriace tax the ICC is recom- 
mending here would be a solution to the problem. 

Mr. SKUBITZ. It could help. I have used my time. Thank you, Mr. 
Chairman. 

Mr. JARMAN. Mr. Podell? 
Mr. PODELL. Thank you, Mr. Chairman. 
I enjoyed reading your statement. I was a little late because I 

decided to fly this morning. If I had taken Amtrak, I would still be on 
the rails, I imagine. 

If I understand your proposal, you envision setting up a joint 
legislative committee responsible to the Congress. 

Second, you talk about restructuring the seven bankrupt lines 
in the Northeast area. Do you envision a consolidation of these lines 
into one major effort to avoid duplication? 

Do you talk about a consoHdation of these Unes or will they operate 
independently as in the past? 

Mr. SNYDER. We are recommending under the Commission that all 
six bankrupt railroads be included in the Commission. 

Mr. PODELL. They would be consolidated, so to speak, in one effort? 
Mr. SNYDER. One effort under the direction of the board of incorpo- 

rators, completely redesigned into one system. 
Mr. PODELL. The next question, which I imagine is the $64,000 

question, is how to pay for it. 
When Secretary Volpe testified before this committee he stated we 

are going to take the 23 losing propositions of the passenger service, 
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who are losing money, and combine them into one successful operation. 
We said at that time, as I recall, to Secretary Volpe, you can't do 

it. They are going to lose individually and collectively. 
What we have to do is contemplate in some manner a vast infusion 

of dollars in order to make this joint legislative committee a success, 
is that right? 

Mr. SNYDEK. In one form or another. 
I think Mr. Friedman can give you an answer. 
Mr. PoDELL. You are going to require a lot of money to make this 

thing a success? 
Mr. SNYDER. Right. 
Mr. FRIEDMAN. One of the things that must be emphasized, this is 

taken from all plans, the Congress acting through the NETC will set 
up the mechanism for spinning off, for providing new railroad operating 
companies, two or more, so there will be new transportation companies, 
Comsat type, that will be spun off. 

I think once Congress approves the financing  
Mr. PoDELL. Excuse me. You do require large sums of money, you 

say so. 
Mr. FRIEDMAN. The financing  
Mr. PoDELL. You will require money, will you not? 
Mr. FRIEDMAN. Absolutely. 
Mr. PODELL. You envision the raising of this money in a number of 

ways; one, by a surtax of some type on freight and, second, that the 
Federal Government, the rail industry as a whole, and the investors 
will get together and help solve the problem. 

In addition you say you will sell stock as Comsat does; is that 
correct? 

Mr. FRIEDMAN. The basic funding, the railroad plants taken over 
by these new Comsat corporations, once Congress has approved this 
plan, will be paid for, I would think, depending on the plan of reorgani- 
zation, by stock and debentures in the new corporations. 

The big job is rehabilitating these railroads, rebuilding the facilities 
and track. The plan would contemplate Government obligations. 

Mr. PODELL. We a^ee we are on the same track, if you will. 
We want to rehabilitate. But you say you will raise money by the 

sale of stock. Will you please, sir, tell me how in heaven's name you 
are going to get anybody to but stock in a company, particularly one 
that is a holding company, or call it what you will, of seven losing 
companies. 

Who is going to buy stock in that company? 
Mr. FRIEDMAN. The companies will be new, Comsat-type corpora- 

tions owning this property and operating independently as Comsat 
does. 

The NETC will go out of existence once this plan has been es- 
tablished as a Commission of the Congress. I assume, from everything 
we have learned about this, if the Northeast railroad system is properly 
redesigned, well financed, it will work. 

The stock will be marketable. There will be Government loans, 
something in the nature of RRFC suggested by Union Pacific. It 
should work. 

Mr. PODELL. It may not. If it doesn't work, people won't buy the 
stock. 

Mr. FRIEDMAN. Then nothing will work. 



468 

Mr. PoDELL. If people won't buy the stock, the Government will 
have to put up the money. 

Mr. FRIEDMAN. They are guaranteed Government obligations. 
As I understand, from picking off the proposals, these funds will be 
largely for the purpose of rebuilding the system. 

Mr. PoDELL. What I am trying to bring out is simply this: I think 
we agree on basic propositions. No. 1, I think we agree that there has 
to be some sort of a consolidation of those railroads in the Northeast 
region. 

No. 2, I think we agree they have to be under one super agency or 
one superstructure of a type so you could nm the show properly and 
eliminate the overlapping or duplication that presently exists. 

The area where we disagree is very simple. I don't think we can 
possibly set up private stock corporation. I don't believe we can sell 
stock to anybody. Someone who bought the Brooklyn Bridge is not 
going to buy stock in a corporation that is the owner of six different 
bankrupt corporations. 

The only thing that is going to happen is that we, the Congress, are 
going to have to raise the money to pay the tab. 

Now, the difference that I envision is if we are going to pay the tab 
and pay the price—I think the Congress should, because I think it is 
our obligation, to provide proper rail service for the people of the 
country—if we are going to pay the tab, then I think we ought to own 
it and take it over in the first instance and not wait until after we in- 
fuse all the additional moneys into the thing and finally wind up 
buying it eventually, which I think is going to happen. 

Mr. FRIEDMAN. One of the basic assumptions is that railroads are 
operating profitably throughout other parts of the United States, so 
why not the Northeast? 

Mr. PoDELL. Aren't there many differences in the Northeast 
area? 

Isn't there a difference in population? Isn't there a difference in 
short-terra haulage as compared to the Midwest or the South where 
there is long-term haulage? 

Isn't there a greater density of population which requires addi- 
tional private rail, or passenger service? 

Aren't these some of the problems we have in the Northeast area? 
Mr. FRIEDMAN. It is one of the densest industrial areas of the 

country. It needs rail transportation, unquestionably. We envisage 
this, if it is properly constructed, as we assume it will be under this 
type of plan, a model of the 20th century railroads. 

Mr. PoDELL. Didn't the UTU support the concept of such a rail 
system in the past? 

Mr. SNYDER. Mr. Chesser made a study on this, in the beginning 
he went to England. 

After that study in England where the Government operates the 
railroads over there, he found they had taken up approximately 50 
percent of the track, a lot of employees had lost their jobs and service 
deteriorated considerably. 

After making this study—he has the information on this. If it would 
help the committee any, we would be deUghted to make this informa- 
tion available to the committee. 

Mr. PoDBLL. I would appreciate that. 
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One last question because my time is likewise expiring. 
You mentioned in your statement that you could envision national- 

ization but only as a last resort. Would you tell me, what would you 
believe to be a last resort? When would this eventuaUty come about? 

Mr. SNYDER. I think the last eventuality would be in the event 
that the Congress did set up the type of commission here we have 
recommended and the mechanics were not worked out, and after 
giving it a chance to certainly work out this one good streamlined 
system up there, then I think we would fall back and take another 
approach. 

Mr. PoDBLL. Thank you, sir. 
Mr. JARMAN. Mr. Shoup? 
Mr. SHOUP. Thank you, Mr. Chairman. 
Mr. Snyder, my colleague from New York to the contrary, I would 

like to commend you and Mr. Chesser for your stand on the endorse- 
ment of private enterprise. I fall fully in line with you on that. 

I would like to add my compliment, also, to those of Mr. Adams and 
hope you carry them back to Mr. Chesser. 

I think we have seen two major breakthroughs in the rail industry, 
the transportation industry, the first, of course, was the one we took 
care of here in the committee on the railroad retirement, the settlement 
of your strike provisions. 

I think it was great. 
Listening to your reading of your statement you and I agree, that 

the rail transportation is going to have to absorb more responsibility 
for carrying more freight. 

I think we are faced with that. We also face the fact, as you say, 
we will have to have more viable lines and some lines will have to be 
eliminated that won't be operable competitivewise. 

That will affect employment. One of the ways you plan to take care 
of those who are no longer needed for this operation is with an induce- 
ment for early retirement. 

Then it seems very logical that you are saying it is possible or you 
are willing to take another look at the work rules on overall em- 
ployment. 

This is the only conclusion I can come to. If we are going to haul 
more freight and it is going to take less men, it would seem that we 
are going to have another look at some of our work rules, am I cor- 
rect that you are willing to look at this? 

Mr. SNYDER. This would address itself to general committees on 
this particular problem. Under the Railway Labor Act where agree- 
ments have been negotiated through collective bargaining and any 
changes in these would have to be in accordance with the Railway 
Labor Act and there will be some changes I am sure, and that the 
general committees involved who are representing the employees on 
these particular railroads would certainly negotiate fair and equitable 
conditions. 

Mr. SHOUP. YOU see my point on this, if we induce men to retire 
early and then, by our operating work consist rules, we must hire 
people to take their place to perform that function, we are not ac- 
complishing what we should. 

Am I reading somethii^ into this that you don't want read into it? 
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You don't make that statement but it seems to me somewhat of a 
conclusion. 

Mr. SNYDER. NO, Congressman, I am not in a position to give you 
a yes or no answer because it doesn't address itself to the legislative 
department. 

It reaUy addresses itself to the elect«d oflScers, President Chesser 
and the elected officers on the particular properties involved and, of 
course, to the Railway Labor Act. 

I have no dealings with the Railway Labor Act and could not give 
you a yes or no answer on that. 

Mr. SHOUP. I don't think I was looking for a yes or no. You were 
speaking of the problem, the labor problem; the total labor problem 
is everyone's problem and you list quite a few here, but you do not 
list the Brotherhood as one of the members who has some responsi- 
bility here. 

I am merely saying perhaps you should be Usted along ^vith every- 
one else in solving this problem. 

Mr. SNYDER. Well, the  
Mr. SHOUP. I am not trying to talk you into laying oflF or firing a 

brakeman. 
Mr. SNYDER. I understand. 
Mr. SHOUP. I am saying maybe you should accept some responsi- 

bility in this. 
Mr. SNYDER. We have always done so. In the last few years a 

tremendous amount of progress has been made. 
Mr. SHOUP. Perhaps I am reading something into your statement. 
Mr. SNYDER. Right. 
Mr. SHOUP. You address yourself, not specificalljr, but I think you 

are addressing freight only, the problem of freight Imes? 
Mr. SNYDER. Yes. 
Mr. SHOUP. The Northeast Transportation Authority is strictly 

with freight? 
Mr. SNYDER. NO, no; this would be for the entire operations of 

freight and passenger. 
Mr. SHOUP. You were present, I believe, the other day when the 

recommendation was made several times for a dual line, a passenger 
line in addition to the freight line up in the corridor between Boston 
and New York. 

Do you have a feeling on this or do you feel one line would be suffi- 
cient? 

Mr. SNYDER. I do feel like that the Commission set up, that they 
would certainly work out a solution to the problem. It is a problem. 
I think in our testimony here the Penn Central and the other various 
groups that have testified here, certainly with the population, there is 
a need for the passenger train service up there, it is ]ust a question of 
how we are going to operate it. 

Mr. SHOUP. Going back to my previous question, you are speaking 
of both passenger and freight, then these individual corporations, we 
would back up from Amtrak and go to private rail transportation 
corporations taking over and operating in both the responsibility of 
freight and passenger? 

Mr. FRIEDMAN. The way this is conceived, as I understood from our 
conversations with Mr. Chesser and Mr. Snyder, this plan is really 
pulling together the best features of all the various plans and really 
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gutting the responsibility where it really belongs at this point on the 
ongress in facing up to the problem. 
In looking at the northeast rail transportation system for purposes 

of redesigning it, one cannot overlook the passenger service problem 
and how to handle Amtrak or the passenger service elements. 

As I see it, the NETC in its plan of reorganization will probably have 
to consider what the relationships between the northeast rail trans- 
portation freight systems and Amtrak should be. 

It is not contemplated that Amtrak wil) be replaced by a Comsat 
corporation. The only problem will he the use of facilities and track. 

Mr. SHOUP. It has been recommended that the passenger right-of- 
way be owned by the Federal Government, nationalized as Mr. 
Podell says, and the freight system would be privately owned. 

Does the Brotherhood have a feeling on this? 
Mr. FRIEDMAN. Conceivably that would be one of the items on the 

agenda for the NETC when it addresses the problem of a total plan 
of reorganization and redesigning the  Northeast rail system. 

In the final analysis it will be for Congress to decide. 
Mr. SHOUP. No further questions, Mr. Chairman. 
Mr. JARMAN. Mr. Metcalfe? 
Mr. METCALFE. Thank you, Mr. Chairman. 
Mr. Snyder, I am impressed with the statement of Mr. Chesser, 

however, there are a few questions that I need clarification on. 
You mentioned in your prepared statement that there has been a 

decrease in freight traffic in the northeast section in the past 10 years. 
Can you tell me whether or not the railroad industry throughout the 

United States also has had a decrease in the traffic accommodations? 
Mr. SNYDER. No; not over all. 
Mr. METCALFE. Have all of them suffered as a result? Have they 

all had a decrease in freight traffic? 
Mr. SNYDER. NO ; not all. 
Mr. METCALFE. It is just northeastern? 
Mr. SNYDER. Right. 
Mr. METCALFE. Let me go to page 3 on which you refer to the 

Ingram recommendation; did you have reference to the Ingram recom- 
mendation as being the Federal Railroad Administrator, is that the 
Ingram you had reference to? 

Mr. SNYDER. That is right. 
Mr. METCALFE. I need some further clarification in regard to vour 

statement on page 4 as you enumerated the various proposals. 
Is this a complete sentence or what is intended in number three, 

low density on property lines which may or will serve a useful purpose. 
What do you have reference to? 
Mr. SNYDER. These are primarily the branch lines, Mr. Metcalfe. 
Mr. METCALFE. What is their function? 
Mr. SNYDER. The branch lines which I have referred to on page 11. 

They wouldn't be included in the Commission or in the system rather. 
\lr. METCALFE. With regard to the Commission for the Nationaliza- 

tion of Raildroads, you refer to it as being the last resort. 
The NETC, the Northeast Transportation Commission, as you 

Eropose to have it set up, you refer to it as Ukening it to a corporation 
ke Comsat. 
We look at the stock market to see how well Comsat is doing and 

I think you will find there it is not doing too well. And, as pointed out 
9ft-474 O—78—pt. 2 9 
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by my other distinguished colleagues, as to the amount of people who 
invest and purchase stock in NETC, I think this is something for the 
union to look into if they are looking at this as a means of achieving 
the goal that they want. 

However, what I am primarily concerned about is the pouring in of 
Federal money, you mention a 90-10 Federal subsidy program- 

Whether or not it would be a better idea to include some national- 
ization with a leaseback to the railroads for operating it because if we 
go to NETC we may find ourselves in a very similar position to what 
we are now in with these railroads having their board of trustees and 
they have not been successful. 

It has been proven they have not been successful and with the 
exclusion of governmental intervention it would appear to me it may 
be better if Government does come in and if we are to put money in, 
that they would have the benefit of making a contribution in that 
area anci particularly I am concerned about your feeder lines, your 
branch lines, because most of the testimony we hear is for the elimi- 
nation of some of these branch lines. 

It would appear to me also that we ought to be thinking about how 
we can maintain these feeder lines because if we are going to move 
traffic, freight, in these areas, thei;i certainly we ought to be thinking 
about the road for moving them. 

I am concerned, as the chairman said, about the deterioration of 
those lines if they are not used. Certainly the goals that you seek 
ought to be the guidelines for all the programs you have, mainly the 
trafl5c congestion, air pollution and fuel conservation. 

Those are all desirable goals and we ought to be thinking along 
those particular lines. If we are going to eliminate these feeder lines, 
I don't see how we are going to be able to address ourselves to some 
of the ecological problems that we have right now. 

I think furthermore, you are concerned about the layoff of em- 
ployees that it would be to your best interests to work out a program 
to keep these feeder lines and so we won't have to worry about the 
early retirement of railroad people. 

We will need them with their expertise in order to maintain the lines. 
Mr. SKUBITZ. Will the gentleman yield? 
Mr. METCALFE. Yes. 
Mr. SKUBITZ. Your point is that if we eliminate the branch and 

feeder lines we can destroy the main lines? 
Mr. METCALFE. Yes. 
Mr. SKUBITZ. We would repeat what we did when we abandoned 

the passenger branch lines, abandoned one here and one there that 
were feeding into the main lines; is that correct? 

Mr. SNYDER. Yes. 
Mr. METCALFE. I can see where some could be eliminated, but they 

would be parallel lines for moving freight that would help on the air 
pollution and fuel. 

You can take that suggestion back to Mr. Chesser. 
Mr. SNYDER. We would agree with you. Mr. Ingram, in his testi- 

mony before this committee and all around the country, has changed 
the labeling of the name to rationalizing. His recommendation was 
that approximatelv half—for example on the Penn Central—half of 
the track mileage be taken up. 
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Eliminate the branch lines and just leave some of the main arteries. 
We are opposed to Mr. Ingram's plan because somewhere along the 
line you have to have the feeder lines. It is like a growing tree, you cut 
off all the roots and it will die. 

Certainly this is not a solution to it. You have to serve the public 
and serve the shippers. 

Mr. METCALFE. Thank you. 
I yield back the balance of my time. 
Mr. FRIEDMAN. May I answer one part of Mr. Metcalfe's statement, 

or clear iip one thing? 
The NETC is not a Comsat-type corporation, it spins off or creates 

by power of Congress. Comsat operates as it sees fit. 
NETC as an arm of Congress is the architect and engineer and 

designer of the entire system from the wheels up. 
Mr. METCALFE. If the Chairman will permit, it seems to me you 

are speaking in contradictory terms. If you are going to use the 
Comsat type of corporation in order that Government will subsidize 
it and guarantee the performance of Comsat and likewise the organi- 
zation that you propose, then you would need to have Government 
come in and some nationalization in order to make it effective. 

Thank you, Mr. Chairman. 
Mr. DiNGELL [presiding]. Thank you, Mr. Metealfe. 
Mr. Kuykendall? 
Mr. KUYKENDALL. Thank you, Mr. Chairman. 
We appreciate the comprehensive report from Mr. Chesser. Tell our 

good fnend I wish he had been here to deliver it. 
Mr. SNYDER. I don't think you were here when I began. He is in 

Philadelphia on some very important matters and is sorry he was not 
able to appear before the committee. 

Mr. KUYKENDALL. Thank you. 
The thing I appreciate most, is further evidence that you are taking 

seriously both the admonition and the pleas of some of us on this 
coromittee to come up with your own solution. 

I think it is also quite interesting that Mr. Chesser has gone to 
England and discovered that there is nothing private enterprise 
can't do well for a dollar that the Government can't do for a dollar 
and a quarter. 

We have to have in the end some sort of a profit incentive to 
make anything work in our system. 

I think we had a little misunderstanding about what you intended 
to put together. Also I am not sure I agree who the governing body 
should be. 

There is not but one source of money. It is out of the public's pocket, 
whether he be called a worker, consumer, shipper. It all comes from 
one place. 

If Government pays it, it comes the tax route, but if it comes 
from the shipper it comes from the consumer; the consumer and 
taxpayer and shipper are all the same person, aren't they? 

Mr. SNYDER.  Yes. 
Mr. KUYKENDALL. If we are going to have a cost for a reduced 

force and have to have a retirement for a reduced force, let's pay the 
bill. 

So whatever form our organization is it can be clean on the front 
end. Now for the questions. 
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Do you believe in the continued subsidization of branch routes 
that don't show any possibilities of breaking into the black? 

Mr. SNYDER. I would have to refer back to my previous statements 
on this. 

Mr. KuYKENRALL. What page? 
Mr. SNYDEH. This was in colloquy, I think the chairman asked the 

statement. 
This would be one of the main projects for the NETC to work out. 

When you are drafting a system here with the assistance of all interested 
groups and then it woulci be determined, I am sure, by the NETC as 
to the reasonable approach to this, there would be some lines with no 
traflBc or no potential that I am sure would be  

Mr. KtTYKENDALL. And no future. 
Mr. SNYDER. Yes, no future. 
This would have to be determined. These tracks have been there 

for a long time and you just can't determine that in just a few weeks 
as to which lines would be necessary for the system and which lines 
would not be necessary for the system. 

Mr. KuYKENDALL. You are not sajring you should continually 
subsidize a constant ine\'itable long-range loser; is this true or not? 

Mr. SNYDER. It would depend on the public convenience and neces- 
sity after, say, public hearings are held and you determine—if you 
will recall I testified before the committee last year and presented for 
the record this morning my opinion on the branch lines. 

In my opinion, the branch lines should have a year's notice. We 
should nave a public hearing to determine the flow of traflBc, determine 
the public convenience and necessity, to determine the future and 
potential of that line, people, the shippers and various communities 
affected by it and the burden of proof would be on the carrier and, if 
then there was all these qualifications met, the line should be aban- 
doned with the protection of the employees affected. 

Mr. KuYKENDALL. You have made it clear you do not want to 
saddle the taxpayers or the shippers or the railroad with this impossible 
situation if these other conditions are met? 

Mr. SNYDER. On page 11, if you refer to page 11 here, we have a 
recommendation here that the lines are not included in the NETC 
system, they would not be included but it would be left up to the local 
State governments, like the interstate highway system on a 90-10. 

Mr. KuYKENDALL. My next question has to do with our ability to 
sell the program both then to the remainder of the House of Repre- 
sentatives and the American people. 

There are a lot of other parties interested in the modes of trans- 
portation. 

The other major competitor to the railroads are the trucklines who 
are in an enviable position. They have not come to the Congress for 
subsidies and they nave a pretty powerful position. 

What do we say to the motor carrier wnen it has been determined 
that there is a perfectly good alternate mode and an available service 
but it has been determined by the ICC there is not enough traflBc to 
support a railroad. Then some local government, State or county, 
comes in and subsidizes that service and in order to get into business 
at all they cut the rates below the truckline's rates, using the tax- 
payers' money to do it. 
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How can we justify keeping a railroad in business when the raihroad 
itself doesn't want t« be in business and the taxpayers' money is being 
used to subsidize competition for the other mode? 

Would you care to comment on that now, or wait until later? 
Mr. SNYDER. Mr. Kuykendall, I think it would be advisable here 

to pass at this particular time. It is a problem. 
Mr. KuTKENDALL. I don't necessarily expect you to answer that 

now. 
Mr. SKUBITZ. Will the gentleman yield? 
Mr. KUYKENDALL. Yes. 
Mr. SKUBITZ. Mr. Snyder, if I understand your answer to Mr. 

Kuykendall's question, you are saying on whether a profit and loss is 
involved that whether a railroad or a line should be abandoned 
should not be premised. Other factors such as the pubUc convienience 
and necessity must be considered. It might just as well be argued that 
every local post oflBce not in the black column should be closed because 
is it not profitable. 

If we really believe this country needs a sound transportation 
system, we must make decisions not only on the basis of profit and 
loss, but on the basis of convenience and need of the pubhc; is that 
correct? 

Mr. SNYDER. That is correct. 
Correct me if I am wrong, but I think in your great State of Kansas, 

48 percent of the railroads' track mileage are branch lines and I am 
sure a lot are unprofitable but they are serving a good pubUc con- 
venience and necessity for the farmers. 

Mr. SKUBITZ. If those lines were not in operation to haul traffic 
to the main lines, the main lines might go down; is that your point? 

Mr. SNYDER. That is absolutely true. 
Mr. SKUBITZ. Thank you. 
Mr. KUYKENDALL. Let's not kid ourselves. You can't dream up 

money. The Federal Government can crank up the money press but 
we know that causes inflation. I agree with you and Mr. Chesser that 
buried somewhere up in the northeast there is a railroad. 

I think the problem is method; we agree on basic principles. I 
think one of the things to be decided in the committee is whether or 
not we need to mothball to an extent in order to show that this thing 
can break in the black fairly quickly and attract investors or whether 
we are deluding ourselves, as we have on Amtrak. 

You can't take failures and add them up to success. However, the 
northeast corridor is a different story. It is not like Amtrak. 

Had you not stated here by your mention of subsidization that you 
recognize this organization has to make money in order to attract 
investors? 

Mr. SNYDER. That is true. 
Mr. KUYKENDALL. Thank you, Mr. Chairman. 
Mr. DINGELL. Gentlemen, the committee thanks you for your very 

helpful testimony. 
1 think you have given the committee some excellent suggestions 

which will be kept in mind. 
The Chair extends its thanks to you and Mr. Chesser. 
Mr. SNYDER. Thank you. 
On behalf of Mr. Al Chesser and my colleagues here, we appreciate 

the opportunity to come before this committee. 
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Mr. DiNOELL. Thank you. 
Our next witness is Mr. E. L. Dennis, executive director of tha 

Brotherhood of Railway, Airline, and Steamship Clerks, Freight 
Handlers, Express and Station Employes. 

We would like to hear your statement but we will probably have a 
role call around 12 m. We would like you to come back at 1 p.m. 

We noticed you have a long statement and for the convemence of 
all parties, the Chair will insert your statements in the record and 
recognize you for a summary of your statement. 

STATEMENT OP L. E. DENNIS, EXECUTIVE DIRECTOE, BROTHEE- 
HOOD OF RAILWAY, AIRLINE, AND STEAMSHIP CLERKS, FREIGHT 
HANDLERS, EXPRESS AND STATION EMPLOYES, AFL-CIO; AC- 
COMPANIED BY WILLIAM MAHONEY, COUNSEL; AND JAMES J. 
KENNEDY, NATIONAL LEGISLATIVE COUNSEL 

Mr. DENNIS. Thank you, Mr. Chairman. We have the full state- 
ment running some 39 pages plus an appendix and a summary running 
10 pages. 

I will try to summarize and ask that the statement be included in 
the record. [See p. 471.] 

My name is L. E. Dennis; I am executive director and I will skip 
the rest of the title. 

I have with me Mr. William Mahoney as counsel, and Mr. James J. 
Keimedy, national legislative counsel and three general chairmen from 
some of the railroads involved directly in the event any questions are 
raised as to some of the examples cited. 

You have been told that the causes of the collapse of the northeastern 
railroads may indeed be complex. However, they can be stated more 
accurately than has been the case with previous testimony before 
Congress. 

You have been told that the causes are, basically, labor agreements, 
Interstate Commerce Commission regulations, and State and local 
taxes. 

Let's look at each of these items: 
The labor protective agreements reached by the Penn Central are 

better than tnose existing on many railroads. However, they are not 
the best. For example, the Burlington Northern agreement is probably 
the best, and the BN is making money. The Norfolk Western 
agreement is really the pattern for the PC agreement, and the Norfolk 
Western is making money. Thus, if one were to lay the blame on 
labor, it would be pretty hard to make it stick. Railroads all over the 
country are operating effectively under these same basic agreements 
and procedures, and are doing all right. 

The ICC regulations are umformly applied across the country. Thus 
the special relief sought by these earners is, indeed, unique. Other 
railroads are managing to exist within these regulations. If we are to 
bring about the broadscale relief sought in this case, we may as well 
forget the meaning of the word "regulate." 

State and local taxes are yet another issue. I have no doubt that 
many of the taxes charged are excessive—being based on an earUer 
era when the profit margins were far higher. The significant thing is 
that none of these railroads are pajang these taxes. Since they went 
into reorganization, they have suspended payment. So, the cause of 
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the present crisis certainly cannot be linked with State and local 
taxes. And once again, successful railroads are paying their taxes, 
even though many of them are, in my opinion, excessive. 

Thus, the three most often-cited causes of the present crisis can be 
seen as highly overrated, and probably far down the list of actual 
problems which must be dealt with. 

What then are the basic causes for the collapse of the Northeastern 
railroads? I think they can be traced to two major causes: 

The policy of the Government of the United States as developed, 
expressed, and administered by the Interstate Commerce Commission 
and lack of proper management on the part of the railroads involved 
during the years prior to the merger periods. 

Insofar as railroading is concerned, the policy of the U.S. Govern- 
ment is established and implemented by the Interstate Commerce 
Commission. While many attempts have been made to formulate a 
national transportation policy, they have been notably unsuccessful. 
The creation of a Department of Transportation was seen by many as 
a major step in the development of an overall national transportation 
policy. Thus far, however, it seems to have resulted in a layering of 
additional bureaucracies around, and not even on top of, various regu- 
latory agencies. If there is a policy, that has been created by the ICC. 

ICC policy in approving the C. & O.-B. & O. unification was the key 
to the restructuring of the Northeastern by unbalancing the competi- 
tion among railroads in the Northeast, thereby necessitating approval 
of other raei^ers. Eighteen months later came Commission approval of 
the N. & W-Nickel Plate-Wabash merger followed 22 months after 
that by approval of the Penn Central merger. That js where the 
policy developed. 

One of the ICC Commissioners had dissented from the majority 
opinion of the Commission in both the C. & O. and N. & W. cases and 
had sought to emphasize the devastating effects of the Commission's 
approach with these words: 

The case-by-case approach has meant too much emphasis on the immediate 
interests of the formal parties and too little recognition of the broader aspects nad 
the reality of the public interest. 

In our opinion, it is the ICC policv which basically created the pres- 
ent crisis. It is the ICC failure U) look at the whole cloth which allowed 
this hodgepodge of mergers to take place. It is the ICC willingness to 
approve mergers without regard to their overall effects which created 
the untenable sjrstem that now falls around us. 

If responsibility within Government is to be placed anywhere, then 
in this area, the culprit is clearly apparent, the absence of a coherent 
national transportation policy, the ICC simply let topsy grow. 

While placing government responsibility on the shoulders of the ICC, 
we cannot ignore the fact that it was railroad management which 
proposed, pushed, and profited from the various ill-conceived mergers 
The creation of huge conglomerate corporations, the diversion of 
transportation assets to nontransportation ventures, and the manipu- 
lation of facilities, assets, and people to the advantage of the few, and 
the disadvantage of many, seems to have been the guiding li^ht of 
top-level management in the industry, and certainly of the railroad 
involved in this section of the country. I do not mean to impugn the 
integrity of the current management of the bankrupt railroads. I 
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recognize that they are working under enormous diflBculties. But 
whether the impact upon labor and the pubUc is the result of machina- 
tions or circumstances beyond the control of management, the result 
is the same from the point of view of the employee and the public. 

In our full statement we prepared many detailed examples of what 
we think are mismanagement. Some of these examples have been 
corrected. We can get into those in question later if you care to. Some 
of them misstate facts, depending on your interpretation. For example, 
we demonstrate employment among our craft on the Penn Central 
declines almost 25 percent, I am told the accurate figure is 23.7 
percent, which is, to me, almost 25 percent. There are distinctions 
like that that can be made. There are other details where the figures 
were oflF one way or the other because we were relying on ICC- 
supported figures. 

We have identified the prime causes of the current crisis, but that 
doesn't help us out of the pre.sent dilemma. What we must face up 
to is the present and the future. At present we are operating under 
virtually total Government control in the Northeast. It is Govern- 
ment control and policymaking wthout congressional or presidential 
involvement; it is one branch of Government superseding all others. 

We read much about a crisis in separation of powers between 
the Congress and the President. I suggest that in the case of the 
northeastern railroads, the present posture is one where both the 
Congress and the President have been locked out. Something must 
be done about it. 

This situation today is Government control but it is the worst form 
of Government control. 

These are four possible alternatives: 
(1) Continued expenditure of funds to support bankrupt railroads, 

in the form of grants, priority loans, and subsidies with or without 
close control and supervision of expenditures. 

(2) Acquisition of the bankrupt railroads' rights-of-way as outlined 
in H.R. 4897. 

i^) Creation of some type of Federal authority to parcel out the 
bankrupt railroads to the wealthy railroads with the undesirable 
portions falling by the wayside. 

(4) Acquisition of the property and operating franchises of the 
bankrupt roads by an authority answerable directly to Congress or 
by a corporation similar in nature to Amtrak—the National 
Railroad Passenger Corporation. 

Skipping over a little on the question of subsidies, I think we made 
our position clear, that the time of handouts is over. On lease back 
arrangements we think that creates a number of jiroblems. In some 
instances it creates secondarj' problems that make it very difficult. 

The third alternative, the "parceling out authority," embodied 
in the ICC and DOT proposals are plans for dismantling most railroad 
service in the Northeast United States. There are some basic points 
which are at the heart of the ICC and DOT proposals. 

The DOT proposal, I guess, was referred to as the Ingram question. 
I was here when it was presented and I think of it as Brinegar proposal. 
The DOT and ICC proposals involve basically the same facts. 

First, railroads should be run by private enterprise. Put forth as 
an article of faith rather than one of fact, it flies in the face of city 
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transit systems, re^onal transportation authorities, municipal bus 
lines, and the expenence of virtually every free country in the world 
including Canada. 

We, too, have made extensive studies of systems throughout the 
world and our international affairs department has been in action a 
long time and I disagree with most previous statements and think 
most railroads in other parts of the world are operating well under 
Government enterprise. 

B. In order to maintain private enterprise, we should restructure 
the system and hand it out to profitmaking railroads. That is the basic 
trend. 

C However, since no one can make money on the Penn Central's 
Northeast corridor we should dump it on the Government. 

That is what is really behind the position of the railroad industry, 
the Department of Transportation, and the Interstate Commerce 
Commission. In effect, this means that private enterprise can function 
if the Government is willing to pick up the tab. 

We don't think that is private enterprise. 
If such an authority were established without judicial or congres- 

sional review, it would dump the Northeast corridor of the Penn 
Central on the Government or Amtrak, but remove all profitmaking 
freight. 

That would be reserved for private enterprise. The authority then 
would abandon 40 to 50 percent of all trackage in the Northeast; give 
the balance to the profitmaking roads like the N. & W. and C. & O.- 
B. & O., and attempt to buy off the unions by offering extensive 
enaployee protection. 

"rhis plan would lead to the elimination of needed service throughout 
the Northeast and  therefore would subvert the pubUc interest. 

On the question of the numbers game, how many jobs will be cut, 
Secretary Brinegar testified there was 500,000 Jobs and he proposed 
to cut 53,000 within the next several months. That is his testimony. 
That is the best testimony we have of what DOT thinks of the system, 
about half of what it is today. 

That leaves the fourth alternative; public ownership and operation 
of the bankrupt railroads. This alternative is embodied in H.R. 7373, 
introduced by Congressman Podell, which we shall call "FedeRail." 

It creates a Federal Railroad Transportation Authority, which 
would own and operate the bankrupt railroads in behalf of the United 
States of America. 

It does not propose a national plan for railroads. In reality, there 
can be no meaningful "national" plan for railroads because there is no 
common set of "national" characteristics among American railroads. 

American railroads differ significantly on a regional ba.sis—with the 
Western and Southern railroads primarily trunk Unes. Eastern rail- 
roads on the other hand evolved in a spider web network. To abandon 
track under these circumstances is to abandon business. Factories 
will close and already clogged highways cannot possibly take up the 
slack. 

Given this situation, we must acknowledge that private enterprise 
has failed insofar as Eastern railroads are concerned. But private 
enterprise is working quite effectively in the West and South. Let's 
keep it that way. 
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We don't propose nationalization in the sense of a national plan. 
Since private enterprise cannot work eflFectively in the East and meet 
the needs of the public, it is time for a little Government enterprise. 

The ICC has claimed that a Federal railroad would "unbalance" the 
railroad system in America. It is the ICC which has already un- 
balanced the system with these reckless mergers. Now they have left 
us with a group of railroads which cannot possibly make a profit and 
maintain service needed by the public. 

The more burdensome and unique needs for railroad service in the 
Northeast will forever prevent a FedeRail system from "unbalancing" 
the railroads operating in the highly profitable markets of the West 
and the South. The system is already unbalanced. Let us now correct 
the imbalance. 

The shippers want service which they have been unable to secure 
from the bankrupt railroads. 

The managements want abandonment of Unes which in their view 
are unprofitable and the inclusion of massive subsidies. 

The ICC wants the Penn Central to be able to abandon those lines 
it desires and has issued regulations to that effect. The difficulty is 
that such r^ulations apply to every railroad in the United States. 
Fortunately the regulations have thus far been restrained by the 
courts. 

The employees want the assurance of stability in their jobs instead 
of the continuing downward spiral of employment. 

I would suggest to you that further cuts in employment are the 
exact opposite of what is needed, they have already cut employment 
far more than you can run an efficient railroad system. Tliis has 
even been acknowledged in the courts. They have cut reorganization 
too far. 

The reorganization judges want to get to their judicial calendars. 
The Congress wants an end to these llth-hour emergency calls. 

The general public wants an end to the chaos and calamity pervad- 
ing the Northeast since Penn Central collapsed in June 1370. 

We have reached the reluctant but firm conclusion that the only 
effective, feasible, final solution to the Northeast dilemma is the 
purchase of each of the bankrupt railroads by the Government at an 
amount no less than the creditors would receive if the Government 
refused aid and the trustees were forced to liquidate their railroad 
properties; and the operation of those railroads by an authority or by a 
corporation such as that created by Congress to acquire and operate 
the intercity passenger trains of this country'. 

That solution will provide the creditors and the reorganization 
courts the relief they seek. It will relieve the ICC of the frustration and 
anxiety of attempting relief solutions for the Penn Central which 
could well decimate the entire railroad plant in the United States. It 
will provide the only reasonable assurance of adequate service to 
shippers and any semblance of stability in the work force. It will 
elimmate the easy and delusive solution of abandonment of one-half 
the railroad plant. It will end the chaos and calamity. 

H.R. 7373 would take over the bankrupt railroads and their sub- 
sidiaries. It would operate them as separate divisions for 2 years, and 
then report to Congress on its plans for effective reorganization. 
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FedeRail's primary mandate would be to serve the public interest. 
It would operate under the same ICC regulations and the same labor 
and retirement laws as all other railroads. It would protect the public 
interest and the interest of the employees. Its overriding goal would 
be improved service. It would be a joint congressional and presidential 
agency—not under the domination of either singly. 

H.B. 7373 would include within it the present transportation sub- 
sidiaries of the bankrupt railroads. It would pay oflF the present cor- 
porations with cash or bonds, based on their liquidated value. 

The FedeRail concept is precisely what everyone talks about in 
private. It is time to get it out in the open. 

We advocate this solution because it is the only proposal which 
deals with maintaining and improving service. It is the only proposal 
which faces up to the lact that the Northeast meeds more service, not 
less. 

We are taking this story to our members and the public. We are 
holding public meetings in 20 to 30 major cities from Chicago and 
St. Louis east. 

You may well be seeing stickers like these on boxcars all over the 
country. On boxcars they fit very nicely. You will be hearing of 
seminars and meetings all over the country. We beUeve we must get 
the issue out to the public. 

We believe it is time for us to stop ducking responsibility and face 
up to the necessity of a new approach. DOT won't do it. The ICC 
won't do it. It is our hope that Congress \vill see fit to take the steps 
necessary to save our system. This is, in a real sense, an SOS. We 
support H.R. 7373. 

[Testimony resumes on p. 495.] 
[Mr. Dennis' prepared statement and attachments follow:] 

STATEMENT OF L. E. DENNIS, ExEcurrvB DIKECTOB, BBOTHERHOOD or RAILWAY, 
AIRLINE AND STEAMSHIP CLEBKS, FREIGHT HANDLERS, EXPRESS AND STATION 
EMPLOYEES, AFL-CIO 

Mr. Chairman and Members of the Subcommittee, my name is L. E. Dennis. 
I am Executive Director of the Brotherhood of Railway, Airline and Steamship 
Clerks, Freight Handlers, Express and Station Employes or BRAC, with offices 
at 6300 River Road, Rosemont, Illinois, a suburb of Chdcago. 

BRAC is the largest transportation union in the AFL-CIO, and the largest 
predominately railroad union. We represent a wide variety of people working on 
the railroads: clerks, telegraphers, agents, patrolmen, sky caps, dining car workers, 
etc. Nation-wide, we have about 190,000 active members in the American Railroad 
Industry. 

I am here to present our position on the bankrupt railroad problem which ia 
plaguing us all in the Northeast quadrant of the United States. BRAC represents 
approximately 35,000 employes on the six bankrupt carriers and their subsidiaries. 
This is the largest single group of employes involved. Thus, our interests in the 
maintenance of a good railroaa system are very apparent. 

Our purpose here is to assist in developing the complete truth about the present 
conditions and operations of the six properties in reorganization. To do that, we 
must examine the whole context of past and present actions of the railroads 
involved. 

The public statements of the Penn Central Trustees are larded with references 
to "bleeding", "struggling" and so on. One gains the impression that the vaUant 
management is akin to a Bull in the middle of the arena, down on its knees, 
bleeding from flank to shoulder, struggling to rise and resume the battle, but 
pierced by the thrusts of the Picador, who is the Government: stabbed in a 
multitude of places by the Banderillas of Local, State and Federal taxes; and with 
eyes upraiseo to the balanced Toreador, Labor, who is about to deliver the final 
momento de la verdad. It makes a striking picture—but I suspect. Gentlemen, 
that we are listening to the wrong end of the Bull. 
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The causes of the collapse of the Northeastern Railroads while far more com- 
plex than the simple word picture painted with allusions to bleeding, crawling 
out of a wreck, etc., are not mysterious. Indeed, they are fairly obvious. 

You have been told that the causes of the present railroad crisis are, basically. 
Labor Agreements, Interstate Commerce Act provisions. Interstate Commerce 
Commission regulations, and State and Local taxes. 

Let's look at each of these items. The Labor Protective Agreements reached by 
the Penn Central are better than those existing on many railroads. However, they 
are not the best. The Burlington Northern Merger Agreement is probably the best. 
As you know, the Burlington Northern is making money. The Norfolk and Western 
Merger Agreement is really the pattern for the Penn Central Agreement, and the 
Norfolk & Western is making money. The Erie Lackawanna is covered by an 
agreement identical to the Norfolk & Western Agreement (although it is now 
unilaterally seeking to abrogate it). Many other profitable railtoad properties are 
covered by agreements substantially the same as those applicable to Penn Central. 

Certainly, it cannot be reasonably argued that Labor or labor agreements have 
caused the present crisis when railroads all over the country are operating effec- 
tively, efficiently, and very profitably under these same basic agreements and 
procedures as are the bankrupt roads. 

ICC regulations, which have been cited as another contributing factor are, as 
you know, uniformly applied across the country. Thus, the special relief sought 
by these carriers is, inaeed, unique. Other railroads are managing to exist—and 
quite well—within these regulations. While the railroads have always sought 
relief, the Congress, in its wisdom, has seen fit to maintain the necessity of regula- 
tion. If we are to bring about the broad-scale relief sought in the instant case, we 
may as well forget the meaning of the word "regulate." 

State and local taxes are yet another issue. There can be no doubt that many of 
the taxes charged are excessive—being based on an earlier era when profit margins 
were far higher. But the significant thing is that none of these railroads are paying 
them. Since they went into reorganization, thej' have suspended paj'ment. Thus, 
the cause of the present crisis certainly cannot be linked with State and Local 
taxes. Once again, successful railroads are paying their taxes—excessive though 
they may be. 

Thus, the three most often cited causes of the present crisis can be seen as 
highly over-rated, and probably far down the list of actual problems which must 
be dealt with. 

What, then, are the basic causes of the collapse of the Northeastern Railroads? 
They are directly attributable to two major areas: 

1. The policy of the Government of the United States, as expressed, adminis- 
tered, and implemented by the Interstate Commerce Commission in the approval 
of railroad mergers; and, 

2. The mismanagement of the railroads involved. 
Let me now address myself to each of these areas in turn: 

1. THE  POLICY  OP THE QOVERNMBNT  OF THE  UNITED  STATES  AS CARRIED   ODT   BY 
THE  INTERSTATE  COMMERCE  COMMISSION 

Insofar as railroading is concerned, the policy of the United States Government 
is established by Congress but it is administered, interpreted, and implemented 
by the Interstate Commerce Commission. Thus, as a practical matter, govern- 
mental policy on railroad mergers, abandonments, rates, divisions, and so on, as 
that policy affects the day-to-day economy of this country and its citizens, is a 
creature of the Interstate Commerce Commission. 

While many attempts have been made to formulate a National Transportation 
Policy, they have been notably unsuccessful. The creation of a Department of 
Transportation was seen by many as a major step in the development of an over- 
all National Transportation Policy. Thus far, however, it seems primarily to have 
resulted in a layering of additional bureaucracies around, and not even on top of, 
various regulatory agencies. Thus, if there is a policy, that policy has been created 
by the ICC. 

The lack of a National Transportation policy is the root cause of, and has 
permitted the ICC to promulgate the poUcy-decisions it has in the Northeast. 

The tragic and economically very dangerous situation confronting our country 
today because of the financial collapse of the railroads in the Northeast was 
caused primarily by Interstate Commerce Commission approval of the Penn 
Central merger. 
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In retrospect, one may certainly ask why the Commission ever approved the 
merger. Labor fought it until it became perfectly obvious that the Commission 
was going to approve the merger. At that point, labor made the best deal it could 
for the people it represented. 

In opposing the renn Central merger, the unions retained Dr. Leon Keyaerling 
to analyze the merger and to testify regarding it. In a 105-page prepared statement 
buttressed by 140 exhibits. Dr. Keyaerling concluded: 

". . . none of the so-called savings which the two roads claim would result 
from the merger will prevent them from facing, within a decade or less, the utter 
financial ruination which they claim is in prospect if they are not permitted to 
merge." 

The Interstate Commerce Commission ignored Dr. Keyserling's prediction, 
but Dr. Keyserling was right! 

As mentioned early by Governor Shapp in his testimony, the Commission 
adopted the gloomy economic predictions of Penn Central witnesses that Penn 
Central traffic would approximate 68 billion ton-miles in 1965 and recede to 64 
billion ton-miles in 1970. It dismissed Keyserling's projections which were pre- 
cisely correct—89.1 billion ton-miles in 1965 increasing to 92.1 biUion ton-miles 
in 1966. 

Why would the Commission ignore such precisely correct economic evidence 
when its decision in the Penn Central case was made on April 6, 1966, loell after 
Keyserling's predictions for 1965 had been proved correct? 

The Commission approved the Penn Central merger because it had to. The 
Commission had gotten itseLf into a position where it had no choice but to approve 
that merger. Why did it have no choice? Because it approved earlier merger 
applications on illogical and sometimes emotional issues. On that basis it had to 
approve the Penn Central application. 

The problem began in the emotion-charged atmosphere of the 48 hours following 
President John F. Kennedy's "Cuban missile" speech. Oral argument of the 
C&O-B&O unification was proceeding before the Commission. In a most unusual 
move, the then President of the B&O Mr. Jervis Langdon (now trustee of the 
Penn Central) rose before the ICC to argue his railroad^ cause. He proceeded to 
narrate to the Commission a fascinating tale of bow he had been awakened the 
night before by a call from the Army for railroad cars and trains to carry troops 
to Florida, and how he had managed the virtually impossible task of getting the 
necessary equipment together. He closed his story by very dramatically stating 
that he could not do it again if the Interstate Commerce Commission rejected 
the C40-B&0 unification, because B&O was on its last legs financially, having 
lost some $31.3 million in 1961. 

The Commission approved the unification on December 17, 1962, observing: 
"We dare not ignore the threatening world situation." Three months later the 
Annual Report of the B&O was filed with the Commission revealing that the B&O 
had made a profit in 1962 of $1.6 million, and this, without the help its President 
had said it so desperately needed from the C&O. 

This decision of the Commission was later characterized by one of the Com- 
missioners as a ". . . 'panic button' response sought and achieved . . ." by the 
B&O claiming it ". . . was on the verge of 'collapse'. . ." at a time when it was 
actually making a profit. 

At the time the Commission decided the C&O-B&O case, the Penn Central 
merger case and the Norfolk & Western-Nickel Plate-Wabash merger case were 
also pending before it. Petitions had been filed with the Commission for con- 
solidation of these cases for hearing and decision. The Commission rejected these 
requests and determined to decided each merger case as if none other existed. 
Commissioners Tucker and Webb dissented from the majority opinion in the 
C&O-B&O case stating that "by drawing a curtain around this case (the Com- 
mission) has endorsed the so-called case-by-case approach." 

The dissenters strongly implied that the Commission had permitted itself to be 
intimidated by CAO's threat of withdrawal of its application should the ICC 
consolidate the three merger cases. The dissenters then predicted the future with 
precision—as did many who had opposed that merger: 

"If the Commission is going to open the gates to all eastern merger applications 
so each successive one becomes one of the basic reasons for requiring approval of 
the next, (and realistically, I can see no other course of action from the decision 
in this case), we may end up as the creators of another Frankenstein's monster 
far more ruinous than its fictional counterpart." 
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Labor appealed the Commission's decision to the Courts, but to no avail. The 
Courts held that they could not disturb the Commission's expert judgment in this 
matter. 

The C&O decision became the key to the restructuring of the Northeast by 
unbalancing the competition among the railroads of the Northeast, thereby 
necessitating approval of other mergers. 

Eighteen months later, the Commission decided the Norfolk & Western-Nickel 
Plate-Wabash merger. Labor opposed that merger until it became painfully 
obvious that all opposition was withdrawing. At that point, we made the best 
arrangement we could for the protection of the employees we represented. When 
the examiner opened the hearing in that case, there was no opposition. The ex- 
aminer called a recess. The Commission directed its Bureau of Inquiry and Com- 
pliance—now the Bureau of Enforcement—to intervene for the purpose of develop- 
ing the record. What could it do? It had never been in a merger case before. It 
made a study and recommended that the Pennsylvania Railroad be required to 
divest itself from its Norfolk & Western stock as a condition of approval of the 
Norfolk & Western-Nickel Plate-Wabash merger. There was no further develop- 
ment of the record by that Bureau or anyone else. The merger was approved. 

Commissioner Tucker again dissented, and this time emphasized the devastating 
effects the Commission's case-by-case approach was having on the railroad 
system in the Northeast: 

"By insisting here on a too-strict case-by-case approach, the Commission has 
unnecessarily grounded its decision upon a number of assumptions which can 
only be tested by the ultimate disposition of the Pennsylvania-Central Proposal. 
As was true in the B&O-C&O unification, the case-by-case approach has meant 
too much emphasis on the immediate interests of the formal parties and too 
little recognition of the broader aspects and the reality of the public interest." 
The Commissioner recognized that approval of the merger would place the 
"New York Central in a singularly unenviable predicament, which can only 
be worsened by our immediate approval of the Norfolk & Western system. 

The dissenting Commissioner then went on to inquire as to what would happen 
to the Erie Lackawanna as a result of the Commission's handling of the cases on 
a case-by-case approach and concluded by stating: 

"As far as the D&H, the BAM, and the New Haven are concerned, their 
positions are literally impossible if the Eastern merger structure is to be settled 
on a case-by-case approach." 
And that was precisely how the Eastern merger structure was settled upon by 
the Commission. That agency again ignored the warnings of its dissenting member 
and approved the merger. Time has proved the dissenting Commissioner tragi- 
cally accurate. 

Twenty-two months later the Interstate Commerce Commission completed its 
journey through the East and Northeast with its inevitable approval of the Penn 
Central merger. The destruction of any hope of a logical transportation system 
in the Northeast was complete. 

Commissioner Tucker by this time had surrendered to that inevitable result 
and concurred with the Commission majority. However, he clearly stated his 
reason for so doing: 

"On the day that the Commission approved the C&0-B40 unification, the 
success of this (Penn Central) merger application became practically ine\'itable. 
When, in a separate decision a year and a half later, the Commission approved the 
unification of the N&W, Nickel Plate, and Wabash railroads, any remaining doubt 
as to the outcome of the instant proceeding was removed. By its disposition of 
those two separate cases, the Commission effectively signified its complete ac- 
ceptance of the principle of a pre-determined three-system rail structure for the 
East. But if did this on a case-by-case basis, without having before it a picture 
of that three system structure in its entirety." 

Because of its excellent and most accurate summary of what did and what 
would happen to the railroads in the Northeast, I have attached to my prepared 
remarks as Appendix 1 a photocopy of that opinion in its entirety and ask that 
it be included in this record. 

Thus, it is the policy designed and applied by the Interstate Commerce Com- 
mission which brought about the present crisis. Its indomitable faith in the 
wisdom of railroad managements seeking merger and in the fallacy that individual 
railroads know what is good for themselves and that what is good for them is 
always consistent with the public interest, placed the Northeast, and therefore 
the nation, in this most precarious situation. 
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The Interstate Commerce Commission, therefore, must accept primary respon- 
sibility for the results of its ill-advised actions. 

It is the ICC policy which basically created the present crisis. It is the ICC 
failure to look at the whole cloth which allowed this hodgepodge of mergers to 
take place. It is the ICC willingness to approve mergers without regard to their 
over-all effects which created the untenable system that now faUs around us. 

In the absence of a coherent National Transportation PoUcy, the ICC simply 
let Topsy grow. 

2.   MISMANAQEMENT  OF  THE   BAILROADS 

While placing governmental responsibility on the shoulders of the ICC, we 
cannot ignore the corollary fact that it was railroad management which proposed, 
pushed, and profited from the various ill-conceived mergers. The creation of huge 
conglomerate corporations, the diversion of transportation assets to non-trans- 
portation ventures, and the manipulation of facilities, assets, and people to the 
advantage of the few, and the disadvantage of the many, seems to have been 
the guiding light of much of top level management in the industry, and certainly 
on these railroads. 

I won't rehash the past and regale you with tales of ineptitude. You've heard 
them, the papers have reported many instances, and we even have a few books 
on the market going into extensive detail. 

Misplaced potato trains, mass transfers of assets, shifting around of people, 
elimination of service, lack of planning—all these have been illustrated. What is 
is lacking, I think, is a picture of what is really happening now. What has been 
hapipening on these properties since they went into reorganization? 

Tnat is a story which has not been told—except in the glowing terms of the bull 
ring. 

What's happening today is more of the same. 
Example No. 1—Wages 

On December 10, 1970, this union struck all of the railroads in a dispute over 
wages. Early that morning, the Congress called a halt to that strike and put into 
effect wage increases to aid the employes until an agreement was reached. On 
February 25, 1971, an agreement was reached, disposing of the outstanding issues. 
All of the railroads in this Country are living up to that Agreement—as they must 
under the Law—but not the bankrupt six. On those properties, we are required to 
seek Court approval to implement these Agreements. 

In most instances, the Trustees of the various railroads have refused to recom- 
mend the full implementation of these proposals—but the Judge has also refused to 
let us exercise our rights under the Railway Labor Act. Thxis, we have the specter 
of having Congress take away our right to strike, reaching an Agreement, and then 
having that Agreement unilaterally abrogated by the Trustees and the Courts. 
Lets get specific. 

The National Agreement, which was approved by the Pay Board, provided for 
the following wage increases: 

January 1, 1970, 5%; November 1, 1970, 32i per hour; April 1, 1971, 4%; 
October 1, 1971, 5%; April 1, 1972, 5%; October 1, 1972 5%; January 1, 1973, 15^ 
per hour; and April 1, 1973, 10)! per hour. 

Virtually all of the bankrupt railroads have delayed paying these increases, have 
paid part of them but not all, have implemented them but not paid the back pay, 
and so on. Each time this happens, we face a major crisis. How many times do 
they think they can throw mud at their workers and expect them to keep working? 

How long do they think workers on these railroads will be willing to work for less 
than what workers on every other railroad in the Country are getting? Currently, 
this is what we face: 

The Erie Lackawanna has paid the increases. 
The Boston & Maine has paid the increases. 
The Lehigh Valley has not paid the 5% increase due 10/1/72; has not paid the \bi 

per hour increase due 1/1/73; and has not paid the 10^ per hour increase due 
4/1/73. 

The Penn Central, and its subsidiaries, the New Haven, Pennsylvania Reading, 
Seashore Lines, Chicago River and Indiana, and the Indiana Harbor Bell, have 
not paid the 15ji per hour due January 1, 1973, or the 10)( per hour due April 1, 
1973. 

The Reading Railroad has created an even more complex situation. They paid 
the October 1, 1972, 5% increase late, but left out 14 days of back pay, which is 
now scheduled to be paid April 19, 1973; they paid the 15>! due January 1, 1973, 
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late, but left out 9 days of back pay. You can imagine how people feel about that 
kind of chiseling. 

The real killer is the Central of New Jersey. They only began paying 5% due 
April 1, 1972, on April 1, 1973, without back pay. They have not paid the 5% 
due October 1, 1972. They have not paid the 15fi due January 1, 1973, and they 
have not paid the 10(i due April 1, 1973. 

So, some might ssy, these poor struggling bankrupt carriers simply can't 
afford to pay more in wage money. I can't buy that line. It's coming from the same 
end of the bull as all the rest of it. Because, Gentlemen, during this same period, 
what has been happening to management salaries on these railroads? 

They've gone up, that s what. 
The Reading Railroad on 2/1/73 put in a 5% increase retroactive to November 1, 

1972, for all officials and non-union personnel. 
Penn Central put in a 5H% increase for all management on April 1, 1973. 
The Lehigh Valley raised management salaries between 5% and 20%. 
The Chief Officer of the Boston & Maine got an $8,000.00 per year increase. 

They have purchased a fleet of 100 automobiles for management. 
That's the pattern on wages—deny the employes their legally contracted 

increases, but rip-off some more money for management. 
Example No. 2—Positions and additioruil costs 

We have read dozens of articles about excessively protective labor atreements 
which prohibit management from eliminating unnecessary positions. This, too, 
is a lot of poppycock. Management has given out tales of reduction in supervisory, 
management level positions—elimination of Vice Presidents. They may not carry 
the title of Vice President anymore, but they are still there, and growing fast. 

According to the ICC Statistics, from May, 1969, to December, 1972, Penn 
Central reduced union clerical positions from 20,265 to 15,456, a decrea.se of 4,809 
jobs, or almost 25%. During the same period, the number of executives, officials, 
and staff assistants rose from 1,598 to 1,625, an increase of 27, or an increase of 
about 2%. So while there are fewer ana fewer Indians, there are more and more 
chiefs to supervise them. 

Let's turn to another example; The Reading. A few years ago, there were 
approximately 400 employes in the Accounting Department and 10 officials. 
"Today, there are 240 employes and 28 officials. This is typical of all departments 
on the Reading. 

Another example; the little Lehigh Valley. Since reorganization, the official 
family grew from 17 to 26, at an added cost in salaries alone of $219,000.00 per 
year. 

Yet another. Early this year, the Penn Central had a meeting with the officials 
of a new, small railroad in New England—the Providence and Worcester. They 
were working out some interchange agreements. The PAW Railroad had two 
people at the meeting. The Penn Central Contingent flew in on a jet plane. All 
24 of them. Winging out that night, they set a meeting for three (3) days later. 
This time, 28 showed up. There are only 35 people working for the whole PAW 
Railroad! 

Lawyers' fees, are, in the case of the Penn Central "* * * a real bonanza", 
according to a Harvard law professor. In the first year of the bankruptcy pro- 
ceedings, three law firms were paid $989,000.00. Last year they got about $1.6 
million. This amount is on top of that paid to the Carrier's own legal department. 
Example No. 3— Toilet paper jets 

Shortly after the announcement of reorganization, Penn Central management 
was severely criticized because a number of jet planes were maintained for the 
primary purpose of transporting railroad executives and guests from city to city 
on so-called business trips. We heard many tales of trips to Europe. After pub- 
licity and a certain amount of grilling before the Congress, the railroad maide a 
great show of disposing of these planes. "Tightening of the belt. Getting down to 
fighting weight, and all that. 

But it didn't work that way. They still have their airplanes, but the costs are 
now hidden in the toilet paper account. 

Believe it or not, that's the truth. Maintenance and operation of their jets are 
now placed in a responsibility account which provided for a sum of money ear- 
marked for the purchase of toilet paper from the Scott Paper Company. In fact, 
in 1972, the Penn Central paid $163,965.00 to Scott Paper Company, Philadelphia, 
Pennsylvania, for leasing of aircraft. So much for public pronouncements and 
private performance. 
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Excanpte No. 4—Under-billing 
We are frequently told of cash shortages on the bankrupt railroads. They don't 

mention the cause is that they aren't collecting their accounts receivable. We did a 
spot check recently, on a couple of these railroads. What's happening is that they 
have reduced their clerical positions to the point where they do not nave enough 
people to process their billings. Thus, they are not collecting revenue which they 
have already earned. 

Let me be specific. 
The Central Billing Bureau of the Reading has a nightly carryover of 300 

"unbilled bills." They used to be billed on a current basis. Now, the bills sit there, 
unprocessed, unmailed, uncollected. 

The Penn Central has six Customer Accounting Clearing Houses. We spot 
checked the Pittsburgh Customer Accounting OfHce, and found the following 
situation: 

Positions have been reduced by approximately 25%. Consequently, there are 
not enough people around to do the work. Therefore, as of last month, there were: 

14,000 disputed freight bills, amounting to $1,400,000.00 owed by shippers to 
the Penn Central which remain unworked. 

1,000 statements of differences related to freight bills amounting to $320,- 
000.00—outstanding bills owed by shippers to Penn Central. 

S,000 disputed bills worked, amounting to $600,000.00 not posted; by not being 
posted, shippers cannot be billed. 

Thus, we have $2,320,000.00 of revenue which has been earned but has not 
been billed because management has cut-off the jobs which do the billing. 

That's gross mismanagement in anyone's book. 
There is a bright side to this particular example. After management learned of 

our investigation, they started working people on overtime to get the bills out. 
But only in Pittsburgh—not in the other 5 offices where the same situation 
prevails. 
Example No. 6—Neediest severance pay 

Somebody up above on the Penn Central started beUeving their own propa- 
ganda, and therefore, put out the order to buy off people by giving them severance 
pay. For a while, it looked like everj' day was a winning day at the track. 

They slashed jobs in Cleveland, paying out millions of dollars in severance pay. 
Now they are hiring new people because they haven't got enough to get the work 
done. 

They are in the process of doing the same thing in Pittsburgh right now. 
Jobs are being slashed right and left. Then they found out they didn't have 

enough drivers to pick up train crews. So now they are contracting with taxi cabs 
to do this. 

Another typical example occurred in Wilkes-Barre, Pennsylvania. The Company 
abolished a janitors position. The man involved was a protected employee, so he 
was sent home but kept on full pay. Then they went out and hired a cleaning firm 
to do the janitorial work. So they were paving twice. One man sitting at home, 
and another cleaning. So we protested. Tlien they paid off the man sitting at 
home with a $13,000.00 separation allowance and kept the outside firm. The man 
sitting at home was 70 years old. With a little thinking.... 7 

Shortly after the Penn Central merger, management swept through New York 
with millions of dollars buying off people with severance pay. During a six-month 
period, 1,550 employees were severed, at a cost of $13,966,600.00. Guess what. 
They went too far, and ended up hiring people back—after they had paid them 
severance. 

At the time of merger, Penn Central moved its Freight Claims Department from 
Philadelphia (its headquarters) to Buffalo, New York. This cost them over two 
million aoUars in moving and severance pay—^not to mention equipment, facili- 
ties, etc. Now, some four years later, they're moving the whole thing back to 
Philadelphia. This will now amount to a cost in excess of three million dollars. 
Why did they do it. In conference, they claim it was company politics—done to 
keep Mr. Perlman happy. 
Example No. 8—Work rules 

In the Presidential Emergency Board sessions which handled our 1970 Wage 
Rules dispute, the railroads made much noise about union "featherbedding." 
Over and over again, they claimed that the unions forced them to maintain 
artificial distinctions between crafts which were no longer necessary, and thus 
inhibit efficiency and maintain needless jobs. 

96-474 O—78—pt. 2 10 
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With respect to BRAC, the railroads claimed that the separation of work 
between Clerks and Telegraphers was an absolutelj' unnecessary waste of re- 
sources. They urged Emergency Board action to consolidate this work. The 
Emergency Eioard made such a recommendation. 

BRAC took the position that it was prepared to consolidate this work if an 
equitable arrangement could be worked out. 

An agreement was reached. It provided for the complete consolidation of the 
work, and the imposition of relatively modest protective conditions which have 
the primary thrust of protecting the present work forces income for a period of 
six years. The Agreement even gave management a heavy club to make it effec- 
tive: it provided that if an agreement was not reached to consoUdate this work 
after management served notice, management would be able to holdback 25e per 
hour in wages. 

Another point related to this problem and complained of by the railroads was 
the multitude of employes' representatives with which they had to negotiate. 
Generally speaking, there was one General Chairman for clerks and one General 
Chairman for telegraphers on each of the railroads which bad existed prior to the 
railroad mergers. 

In anticipation of the application of this new agreement to continue work, 
BRAC has proceeded to consolidate its formerly separate telegrapher and clerk 
subordinate units all over the country. As an example, where we previously had 
16 separate units with 15 separate General Chairmen on the Penn Central, we 
now have only 2. Thus, we have lived up to our end of the agreement to solve 
both of these problems. 

Almost every major railroad in the United States has implemented this agree- 
ment. 

The Penn Central has not. 
The Lehigh Valley has not. 
The Central of New Jersey has not. 
The Erie Lackawanna has not. 
In other words, these bankrupt railroads have not implemented the economies 

in work rules which they already won by agreement! 
Is that a pattern, or is it simply gross mismanagement? 
We could go on and on. We have substantiating evidence to show they presently 

have plans to move thousands of employes in the same willy-nilly fashion. Costs? 
In excess of 10 million dollars. 

A management like that does not deserve continued existence. 
The Erie Lackawanna is seeking to completely abrogate our Stabilisation 

Agreement, in violation of the Railway Labor Act. 
The bankrupt railroads have refused to participate in the historic National 

Collective Bargaining Agreement we recently negotiated. They are demonstrating 
they want to provoke labor into a strike by threatening to cancel the Union Shop 
Agreement, reduce wages, and other such 19th Century nonsense. 

The Central of New Jersey has virtually thrown out our Collective Bargaining 
Agreement. Between the extreme powers exercised by Trustee Timpany and Judge 
Augelli, the Railway Labor Act isn't worth the paper it's written on. 

'These crazy managements want a strike. They want one because they want to 
say "I Accuse" to labor as the cover for all their other problems. 

They want one because they think the Congress will open up the cookie jar 
and let them grab all they can get. We are confident that Congress will not so 
react. 

Management provoked a strike on the Penn Central. They're trying as hard as 
they can to provoke strikes on all the rest of the properties. 

"That is gross mismanagement, and total irresponsibility. 
Whatever solution is worked out for these railroads, it must include the elimina- 

tion of that type of management. 
We have identified the prime causes of the current crisis. But that doesn't 

really help us out of the present dilemma. Nor is there much point in belaboring 
the past any longer. The ICC scrambled the eggs and the railroads let them turn 
rotten. It is too late now to do much about all that. 

What we must face up to is the present and the future. 
At present, we are operating under virtually total Government control in the 

Northeast. We don't call it that, but that's only because we get hung up with 
labels and semantics. 

In effect, all carriers in the Northeast except the D&H and the Maine Central 
are now under effective Government control. Section 77 of the Bankruptcy Act 
places them under direct control of the Federal Judge to which they are assigned. 
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Under the protective shield of the Bankruptcy Act, Federal Judges have abso- 
lute control of the Northeast Railroads. At least one of these Judges has, in effect, 
suspended the provisions of the Interstate Commerce Act, passed by the Congress 
to govern and regulate the railroad industry. 

I have already given you many examples of how these trustees and courts have 
frustrated agreements reached under the Railway Labor Act. Let's look at what 
they can do to the Interstate Commerce Act. 

An example of the direct and absolute control of a Reorganization Judge over a 
railroad can be found in the case of The Central Railroad of New Jersey where 
Judge Augelli, with a stroke of the pen, wiped out all CNJ operations in the 
State of Pennsylvania. He didn't require his Trustee to go to the ICC. He didn't 
require his Trustee to follow the rules and procedures established by Congress to 
secure abandonment of railroad operations. 

Judge Augelli eliminated the Pennsylvania operations of CNJ because he was 
told by the Trustee that the CNJ could become a viable New Jersey railroad 
without its operations in Penasylvania. If the Pennsylvania operation were kept, 
the CNJ would have to Uquidate. With this decimation accompUshed, the CNJ 
has not become viable. It is probably closer to liquidation now than when Judge 
Augelli eliminated its Pennsylvania operations and services and thus the revenues 
from those sources. 

We believe Judge Augelli's action was legally invalid because the power to 
authorize abandonment of railroad operations has been vested by Congress 
exclusively with the Interstate Commerce Commission. However, Judge Augelli's 
actions were upheld without opinion by the Appellate Courts. 

Here we have judicial lawmaking operating in its worst possible fashion. The 
illusion of emergency is created by the Trustee, the Judge believes the Trustee, 
and he acts in the belief the emergency warrants by-passing the provisions of the 
Interstate Commerce Act. The Appeals Court, responding to the aura of emer- 
gency, and perhaps the pressure of fraternity, "goes along." Such circumvention 
of the intent of the law may be morally justifiable in times of war, but there can be 
no possible way of justifjfing them for the purpose of maintaining 4 private in- 
dustry and in total disregard of public needs and service. 

But that's the way it s working. Taking its cue from the CNJ, the Trustees 
of the Penn Central have asked Reorganization Judge FuUam to sign an order 
eliminating in similar fashion 5,000 miles of its lines. There is only one entity 
in this nation which can get permit actions, and that is the Government. But it's 
the worse possible form of Government control. 

There is an evaluation developing which is destroying our traditional Constitu- 
tional system of checlcs and balances. It is one branch of Government superseding 
all others. 

The type of Government control of Northeastern railroads we are now ex- 
periencing is far from ideal. These Judges are extremely b»isy .with their regular 
day-to-day work in addition to being responsible for these railroads. The Judges 
must rely on the Trustees they have appointed. These men in turn must rely on 
the railroad officials who by and large are the same railroad officials who got us in 
this whole mess. Furthermore, I do not believe the Railroad Reorganization Act 
was designed to cope with a situation in which all of the railroads in an entire 
region of this Country suddenly go bankrupt. 

We read much about a crisis in separation of powers between the Congress and 
the President. I would suggest that in the case of the Northeastern Railroads, the 
present posture is one where both the Congress and the President have been locked- 
out. Something must be done about it. 

There really are four possible alternatives which we have. 
1. The continued expenditure of funds to support bankrupt railroads. This can 

take the form of grants, priority loans, and subsidies, it can be done with or with- 
out close control and supervision of those expenditures. It can be accomplished in 
combination with grants to States to support uneconomical but necessary branch 
lines. 

2. The acquisition of the bankrupt railroads' rights-of-way as provided in 
H.R. 5822. 

3. Creation of some type of Federal Authority which would parcel out the bank- 
rupt railroads to the wealthy railroads, letting the undesirable portions fall by the 
wayside. 

4. The acquisition of the property and operating franchises of the bankrupt 
railroads by an Authority answerable directly to the Congress or by a Corporation 
similar in nature to the Corporation Congress created to operate the railroad 
intercity passenger system—Amtrak. 
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Let's look at each of these alternatives. 
1. Further subiidy.—As an interim solution, the Congress could continue to 

advance money to the bankrupt railroads in return for which it would have some 
control over the lines which the carriers may desire to abandon. The Congress 
could also subsidize continued operation of certain lines by grants to state govern- 
ments to cover a portion of the coste to retain the lines in operation. 

A very easy, but very costly and short-sighted, solution would be to abandon 
half of the Penn Central and many of the lines of the other bankrupt railroads, and 
heavily subsidize the remainder. It seems to me that the taxpayer would be the 
major victim of that "solution"—paying for the operation of the railroads while 
being deprived of their service. Sucn a solution would be a bonanza to the creditors 
and the big banks, but only to them. 

2. AcquitUion of rights-of-way.—Another type of solution to the very serious 
crisis confronting us today in the Northeast is that found in H.R. 4897 and 5822. 
A reading of the contents of these bills reveals immediately that they represent 
a great deal of effort and are a serious attempt to find a permanent, just and 
equitable solution to the Northeast rail crisis. Congressman Adams and all those 
who participated in the formation of this legislation should be congratulated 
for addressing themselves to the real problem at hand and for not yielding to 
the temptation of the easy solution of merely providing enormous sums of money 
which would not eliminate but would only delay the ultimate day of reckoning 
in the Northeast. 

For example. Congress has been called upon by the Penn Central Reorgani- 
zation Judge and its Trustees again to bail out that railroad because of the in- 
ability of the present management to bring it out of the red and because of the 
mistakes of the ICC and past managements in creating the merged Penn Central 
Railroad system. The Congress should not have to continue to perform this act. 
A permanent solution should be found now. 

H.R. 6822 is one such permanent solution. However, I am concerned with the 
particular form this solution takes for several reasons. 

First. It is quite conceivable that a railroad reorganized to operate over tracks 
owned by a governmental authority and paying only a user charge for the use 
of those tracks would place other railroads, continuing to own their rights-of-way, 
at competitive disadvantages which could only be overcome by those railroads 
also selling their rights-of-way to the governmental authority. 

Second. The Authority created might decide to utilize its lines more fully by 
permitting other railroads to operate over the federally owned right-of-way. 
These railroads might find it more profitable to use the federal tracks rather than 
their own, which could then result in the abandbnment of tracks which are neces- 
sary to many communities. 

Third. In purchasing the rights-of-way of a number of railroads, the Authority 
undoubtedly would permit the railroads from whom it purchased the lines to 
utilize any of the lines purchased. The result would be that railroads with different 
operating rules would be transporting freight over the same lines. Such a situation 
would cause a severe safety hazard. 

Fourth. Federal purchase of railroad rights-of-way would also result in a 
windfall or reward for diverting funds from the maintenance of the right-of-way 
to other purposes in the knowledge that eventually the government would elimi- 
nate the deferred maintenance by, enormously expensive maintenance programs. 
In addition, while the United States would bear the great cost of returning the 
railroad lines to first class condition and of maintaining them in that condition 
the railroads would reap huge financial gains merely by the payment of user 
charges. 

Fifth. The Authority would be confronted by an immediate problem which 
would be created if crews of one railroa.d were expected to operate over tracks 
formerly belonging to another railroad. 

We therefore reluctantly conclude that the acquisition of rights-of-way would 
probably only further complicate and unbalance the present Northeastern railroad 
situation. 

3. The parceling out authority.—In effect, the Department of Transportation 
and the ICC have proposed what in principle are plans for the dismantling of 
most railroad service in the Northeast Quadrant of the United States. 

When we strip verbiage from various proposals floating around for creation of 
a super authority to review, separate, abandon, and make viable the properties 
in bankruptcy, we might better call the concept a "Parcelling Out Authority." 

One of the key proposals being bandied about in the railroad industry goes 
something like this: 
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A. All railroads should be run by private enterprise. This is put forth as an article 
of faith rather than fact. It flies in the face of the tradition of city transit systems, 
regional transportation authorities, municipal bus lines, and the experience or 
virtually every country in the Free World, including Canada. It also ignores the 
massive federal and state subsidies which have already been expended to keep the 
system going under the present private enterprise arrangements. 

B. The proposal goes on to the next logical conclusion: Therefore, in order to 
maintain private enterprise, we should restructure the system and hand it out to the 
profit-making railroads. 

C. The third step carries the hooker. However, nobody can make money on the 
Penn Central's Northeast Corridor, so we should dump the money-losing sections on 
the government. 

There is, of course, an inherent contradiction between point A and point C, 
since the only way point B can be operative is to carry out point C. That is to say, 
private enterprise can function if the government is willing to pick up the tab. 

That's really what is behind the position of the railroad industry, the Depart- 
ment of Transportation, and the Interstate Commerce Commission. 

Let's lay the cards on the table. What is really bing sought is something like 
the following: 

Step One: Create a New Authority which will examine the situation and hold 
carte blanche authority to implement its own proposals, without judicial or Con- 
gressional review. 

Step Two: The Authority goes into action, and will likely do the following: 
a. Dump the Northeast Corridor of the Penn Central on the government or 

AMTRAK—but remove all profit-making freight (reserve that for private 
enterprise). 

b. Abandon 40-55% of all trackage in the Northeast. 
c. Give the balance of the trackage to the profit-making roads like the N&W 

and the C&O-B&O. 
d. Buy off the unions by offering extensive employe protection. 
That's what is really being pushed. The idea is that the profit-making roads using 

private capital will in this way perform a great public service by taking over this 
difficult situation. 

The "public service" involved would make Vanderbilt and Gould blush. 
The concept could be better characterized as rape. 
It would lead to the elimination of needed service throughout the Northeast. 
It would force more and more freight on our highways. 
It would eliminate tens of thousands of railroad jobs in a span of probably 5 

years. 
It would result in the diversion of ocean shipping from the whole Northeast 

coast, since the profit-making roads run cheaper facilities farther South. 
Thus, such ports as New York, Boston, Philadelphia, to name only three, would 

be seriously affected. 
This plan is the greatest example of the Public Be Damned attitude that we 

have seen since the days of the Robber Barons. And it is seriously being proposed 
as a "public service." 

It is this plan which lies hidden in the heart of the DOT and ICC proposals. 
It is this plan with which the railroads are trying to entice labor support. 
It is this plan which would bring economic disaster to the Northeast. 
And, finally, it is this plan which would return a healthy profit to a few, at the 

expense of many. 
Let's look at the Parceling Out Authority concept as it appears in the ICC and 

DOT reports. 
ICC   PROPOSAL 

The ICC Plan at least indicates an awareness of public interest and needs. In an 
exercise of collective ego, the Commission seeks to place itself at the heart of the 
decision-making process, and now proceed to do what it has thus far steadfastly 
refused to do in the past: look at the whole cloth. There is a great deal of irony 
in all this. It was the Commission, after all, which created the monstrosity. Now 
it is the Commission which looks with alarm at the present situation. The parent 
abuses the child, and then stares in wonder at the child's behavior in public. 

The Commission Proposal, in contrast to the DOT Proposal, at least sets up a 
deliberative process. However, it is still fundamentally based on the concept of an 
income-based reorganization—no matter how long this may have to be postponed. 

The Commission's plan also looks to great abandonments, and turning over to 
other railroads of portions of the present bankrupt systems. 
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Thus, while the giveaway is more effectively hidden, it is nonetheless there. 
The Commission s plan also makes a great show of sending in ICC officials to 

check books, make recommendations, etc. Interestingly enough, these are powers 
which the Commission already has and, as demonstrated in the initial Congres- 
sional Hearings on the Penn Central collapse, chose not to exercise until after 
the fact of bankruptcy. 

At best, the concept of the ICC actually functioning as a public defender in- 
stead of a private interest lobby strains ones credibility. 

The Commission does, at least, own up to the necessity of further Federal 
funding, by proposing a Transportation tax of 1%. That proposal, above all others 
in its report, deserves careful consideration. 

In dealing with labor problems, the Commission recognizes certain historic 
responsibilities, but then lays these on to the Congress. I think this is over-sim- 
plification, at best. 

Historically, the Congress has insisted on certain minimal protective conditions 
for railroad employes. The Commission has always imposed minimal conditions, 
and has refused to expand them on its own motion. Where the employe protective 
conditions existing in the Northeast exceed these minimal conditions, they do so 
only because the railroads and the unions reached an agreement which was then 
taken to the ICC for approval. The ICC did not initiate these agreements. Nor 
did they participate in the process. Rather, after the fact, they reluctantly imposed 
them. 

Thus, the Commission's effort to "place blame" is in error. Responsibility for 
collective bargaining agreements rests with management and labor, but the 
ultimate responsibility for collective bargaining agreements must rest with those 
who intend to manage a business. If the agreements involved were bad—and I 
do not think they are—but if they were, then the responsibility for that is ulti- 
mately in the lap of the same managements which brought these railroads to 
collapse. 

There are two other fundamental errors in the Commission's'Plan. First, they 
would perpetuate the existing railroad managements. Second, they would give 
these managements massive infusions of Federal Funds. I think the time for that 
is long past. 

THE DOT PLAN 

The DOT Plan is the Parcelling-out Authority concept placed in as confusing a 
context as it is possible to put forth. DOT wants to open a "window in time" by 
adopting legislation delegating broad powers to a Presidentially appointed Board 
and to the Department itself. It claims to need the time in order to designate a 
"core system". Yet, it also claims to be able to do this within 90 days after Congress 
hands out the carte blanche. If it has this capability, one can fairly assume such 
information could be developed and submitted for public and congressional 
review in advance of legislation. The "window in time" is open right now. 

But DOT is apparently opposed to that approach. Instead, it seeks the same 
type of authority granted the Department in the initial AMTRAK legislation. 
The result of that authority, in that case, was a massive slashing of the existing 
passenger system. But in the hearings in advance of the legislation, we, at least, 
gained the impression that the existing system would be the oose, with a few minor 
deletions. 

Secretary Brinegar makes a number of references to Railway Labor, and the 
difficulties which would lie ahead under the DOT proposal. He suggests moving 
cautiously, and then talks of reducing the number of jobs on the Northeast rail- 
roads by— 

13,000—"attrition" to late 1974, 
10,000—"attrition" during the "several months to  complete"  the  DOT 

plan; 
15,000—by retiring everyone age 60 and over; and, 
15,000—by severing those with less than 3 years service. 

That totals 53,000 jobs out of 105,000. The Secretary's job figures are, perhaps, 
the only real clue we have to the Department's concept of a "core". 

First and foremost, the so-called present "attrition" is not attrition as we normally 
use the word. Attrition is normally taken to mean deaths, resignations and retire- 
ments without replacement. What has happened on the bankrupt railroads— 
massive lay-offs of unprotected employes, not attrition. They have already made 
the slashes. Remember all those unbilled bills we talked about? These railroads, 
even according to Judge FuUam, have already gone too far in slashing jobs. They 
can't get the work done anymore. We need more jobs to provide more service in the 
Northeast—not less jobs and less service. 
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DOT has had some experience in employe protective agreements. If they are 
prepared to move cautiously, they have the expertise to present their proposed 
protective terms in writing in advance of legislation. They have done precisely 
that in the past. They could do it now. 

We can only conclude that the DOT plan is a Parcelling-Out Authority dis- 
guised as a set of recommendations for a "streamUning procedure". Whatever 

crawls out of the wreck" would not be a service oriented railroad system. 
Let us then, look at the fourth alternative. 
4. Public ownership and operation of the bankrupt railroads.—Here we are faced 

with a dirty word: Nationalization. It is an old shibboleth, one that we all like 
to avoid. 

In reality, public ownership and operation of the bankrupt railroads in the 
Northeast is not "nationalization". Nobody is really proposing a national plan for 
railroads. There can be no meaningful "national" plan for railroads because there 
is not a common set of "national" characteristics among American Railroads 
which adequately describe the problem coafronting us. 

American Railroads differ significantly on a regional basis. 
Western Railroads are primarily long-haul trunk lines and always have been 

primarily long-haul trunk lines. They primarily run Ekist/West across the Country, 
with a minimal amount of "branch line" service. In fact, what is called a "branch 
Hne" in the West would often be called a railroad in the East. The difference in 
the distances involved cause tremendous differences in the very nature of 
railroading. 

We can see a similar pattern in Highways in the West. Toll roads don't vyork. 
The density of traific isn't there. It is necessary for the Government to build 
major long distance highways, because the population is so widely dispersed. 
Western Highways are different from Eastern or Southern Highways. Western 
Railroads are equally different from Eastern or Southern Railroads. 

Southern Railroads generally run North/South, and are also predominately 
tnink-hne bulk commodity oriented.- They serve what is largely an evenly dis- 
persed rural population, and a fairly concentrated urban population. Factories 
are served in a hmited number of facilities. Agriculture is serviced throughout 
the region, but with relatively short distances involved. Bulk commodities form 
the core of the profit of raih-oads like the C & O-B & O and the N & W. 

Eastern Railroads, on the other hand, evolved in a spider web network. It's 
hard to go six blocks in a major city in Pennsylvania or Ohio without crossing a 
railroad track. Railroads were designed to be the major originating and distribu- 
tion system in the East. But it's a short^hand business. In the West and the 
South, they were designed to be the "bring-it^to-us" distribution system, or "send- 
it-out-by-the-train-load" originating system. 

Railroads in the Blast spread all over the place, and manufacturing basically 
followed that spread. Thus, the whole Northeast corridor has become a conglom- 
erate of manufacturing, residential, manufacturing, residential, and on and on, 
with very little agricultural space left. 

To abandon track under these circumstances is to abandon business. Factories 
will close. Already clogged highways cannot possibly take up the slack, nor could 
our lungs take the pollution. 

A distributor type railroad system in a highly dense population area is probably 
not capable of making a profit. It is a public service. It is a vital public service. 

Given this situation, we must acknowledge that private enterprise has failed 
insofar as Eastern railroads are concerned. But nobody is proposing that we 
should have privately run transit systems, or highways, or city buses either. 
They couldn't make a profit under these circumstances and neither can the 
railroads. 

So the solution which the advocates of income-based reorganization propose is 
to restructure the Eastern Railroads after the model of the West and the South. 
That may make for profits—though such a conclusion is at best doubtful. It 
clearly will not make for an efficient servicing of the public needs. 

So we do not advocate Nationalization. Private enterprise is working quite 
effectively in the West and the South. Let's keep it that way. But private enter- 
prise cannot work effectively in the East and meet the needs of the pubUc. 

In our opinion, it is therefore time for a little Government enterprise. 
We cannot afford to destroy the service on which the economy of the Northeast 

depends for the sake of achieving a profit-oriented reorganization. We wouldn't 
do that for a transit company, or a bus company, or a highway, or an airline, and 
we should not do it for a railroad. 
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What we advocate is the creation of a Federal Railroad Transportation Au- 
thority, which would own and operate the bankrupt railroads in behalf of the 
United States of America. 

We call it FedeRail. 
The concept is clearly outlined in a draft bill attached hereto as Appendix 2. 
The ICC has claimed that a Federal Railroad would "unbalance" the railroad 

system in America. It is the ICC which has already unbalanced the sj^tem with 
reckless mergers. Now, they have left us with a series of railroads which cannot 
possibly make a profit and maintain service. The heavy burden of public service 
in the Northeast will forever prevent a FedeRail system from "unbalancing" the 
railroads operating in the highly profitable markets of the West and South. The 
system is ailready unbalanced. 

The creation of FedeRail is the next logical step in the creation of a national 
railway plan, designed to integrate the Northeast railroads in their correct posture, 
but keeping a "mix" of private and public carriers. 

The Reorganization Courts and the Trustees of these railroads threaten liquida- 
tion. The bondholders of some of these carriers have sought liquidation for some 
time. The solution from the creditors' point of view, therefore, would seem to be 
liquidation and the sooner the better. 

The shippers desire service which they have been unable to secure from the 
bankrupt railroads. 

The managements want abandonment of lines which in their view are unprofit- 
able and the infusion of massive subsidies. 

The ICC wants the Penn Central to be able to abandon those lines it desires and 
has issued regulations to that effect. The difficulty is that such regulations apply to 
every railroad in the United States. Fortunately the regulations have thus far 
been restrained by the courts. 

The employes want the assurance of stability in their jobs instead of the contin- 
uing downward spiral of employment. Judge FuUam, the Reorganization Judge 
for the Penn Central and Lehigh Valley railroads, recently stated that Penn 
Central has been able to operate without running out of cash, in part "by reducing 
maintenance and clerical expenses to a level which, in the long run is probably 
unacceptable." As we have demonstrated, literally millions of dollars in billings 
lie unmailed on the desks of Penn Central clerks who have been furloughed by 
Penn Central in order to save the cost of their salaries. No business can survive 
such shortsighted management and the employes know it. 

The Reorganization Judges want to get back to their judicial calendars. 
The Congress wants an end to these eleventh hour emergency calls. 
And the general public wants an end to the chaos and calamity which has 

pervaded the Northeast since Penn Central collapsed in June 1970. 
Wc have reached the reluctant but firm conclusion that the only effective, 

feasible, final solution to the Northeast dilemma is the purchase of each of the 
bankrupt railroads by the government at an amount not les.s than the creditors' 
would receive if the Government refused aid and the Trustees were forced to 
liquidate their railroad properties; and, the operation of those railroads by an 
Authority or by a Corporation such as that created by the Congress to acquire 
and operate the intercity passenger trains of this country. 

The solution which we suggest will provide the creditors and the Reorganization 
Courts the relief they seek. It would relieve the ICC of the frustration and anxiety 
of attempting relief solutions for the Penn Central which could well decimate the 
entire railroad plant in the United States. It would provide the only reasonable 
assurance of adequate service to shippers and any semblance of stability in the 
work force. It would eliminate the easy and delusive solution of abandonment of 
one-half the railroad plant. And, it would conclude the chaos and calamity under 
which we now suffer. 

The time is at hand. The railroads involved are trying to force strikes—with 
the UTU, with BRAC, and with most of the other unions. The Judges are pushing 
everybody—labor, Congress, and the Administration, and collapse is truly near. 
You cannot expect workers to stay in line when management is constantly goading 
them and violating their contractual and legal rights. 

Even more insidiously, the railroads are taking steps in apparent anticipation 
of a Federal assumption. The Reading Railroad has a trucking company sub- 
sidiary which has been making money. So they have reorganized it right out of 
the Reading. It's called the Reading Transportation Company. The parent rail- 
road has declared that the trucking company is no longer under the Rail- 
road Retirement Act and the Railway Labor Act. Hundreds of these employes 
are now being deprived of Congressionally approved benefits. The Complacent 
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National Mediation Board, Railroad Retirement Board and Interstate Commerce 
Commission have once again gone along. So now profitable assets of the bankrupt 
Reading have been removed from its control and can flow directly to the C&O-B&O 
Railrosid. 

The Penn Central, never an innovator, has opened its eyes and Is following the 
Reading's example. They're consolidating their trucking operations and moving 
them out from under the railroad. Thus, these railroads are already seeking to 
deprive the inheritors of any possibility of profit. 

FedeRail would take over the bankrupt railroads and their subsidiaries. It 
would operate them as separate Divisions for two years, and then report to the 
Congiess on its plans for effective reorganization. 

FedeRail's primary mandate would be to serve the public interest. 
It would operate under the same ICC Regulations and the same Labor and 

Retirement Laws as all other Railroads. 
It would protect the public interest and the interest of the employes. 
It's overriding goal would be improved service. 
FedeRail would be a joint Congressional and Presidential Agency. It would not 

be under the domination of either singly. 
FedeRail would include within it the present transportation subsidiaries of the 

bankrupt railroads. It would pay off the present corporations with cash or bonds, 
based on their liquidated value. Whatever constitutional claims are made for the 
Bo-called "estates   would be met. 

The FedeRail concept is precisely what everyone talks about in private. It's 
time to get it out in the open. 

We advocate this solution because it is the only proposal which deals with 
maintaining and improving service. It is the only proposal which faces up to the 
fact that the Northeast needs more service, not loss. 

We are taking this story to our members and the Public. We are holding public 
meetings in 20-30 major cities from Chicago and St. Louis East. 

We believe it is time for us to stop duckingresponsibility and face up to the 
necessity of a new approach. DOT won't do it. The ICC won't do it. It is our hope 
that the Congress will see fit to take the steps necessary to Save Our System. 
This is, in a real sense, an S.O.S. We must support FedeRail. 

Thank you. 
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APPENDIX  1 

in connection v/ith the merger authorized heroin, (a) Issuance by 
The Pennsylvania Railroad Company of not excccOing 9/>00,000 
shares of common stock, of the par value of $10.00 per r.hTe, 
in exchange for the outstanding common stock of The Now York 
Central llailroad Company and, as may be necessary, in connec- 
tion with options to purchase stock of The New York Central • 
Railroad Company outstanding and unexercised on the effective 
date of the merger, (b) issuance (including sale, pledge, or other 
disposition) by The Pennsylvania Railroad Company of other 
securities The New York Central Railroad Company shall have 
been authorized prior to the effective date of the merger to issue 
under section 20a of the Interstate Commerce Act, to the extent 
any such authorizations remain unexercised, and (c) assumption 
by The Pennsylvania Railroad Company of all obligations and 
liabilities of The New York Central Railroad Company in respect 
of securities issued by that carrier pursuant to authorizations 
under section 20a of the Interstate Commerce Act or as permitted 
by paragraph (9) of said section, and of securities of others in 
respect of which The New York Central Railroad Company shall 
have been granted authority to assume obligation or liability 
under section 20a of the Interstate Commerce Act prior to the 
effective date of the merger are (a) for lawful objects within the 
corporate purposes of The Pennsylvania Railroad Company and 
compatible with the public interest, which are necessary and 
appropriate for and co^sistent with the performance by it of 
service to the public as a common carrier, and which will not 
impair its ability to perform that service, and (b) reasonably 
ncccssai-y and appropriate for such purposes. 

An appropriate order will be entered. 

VicK CnAMJMAN TucKEH. concurring: 
Although I concur without qualification in the Commission's 

approval of this merger and the conditions attached thereto, I feel 
compelled to point out that certain important aspects of this 
decision are not sufficiently explicit in the report of the majority. 
The considerations which prohibited me from subscribing to the 
Commission's earlier approvals of the Chesapeake & Ohio-Balti- 
more & Ohio railroad unification^ and the Norfolk & Western- 
Nickel Plate-Wabash consolidation^ now require that I call attcn- 

'<^/ii'.i-ir''»Hc   €•   O.   Ry.   Co.-Control—Baltimore  G   Ohio  K.   Co.,   317   I.C-C. 
5(11 nns-.M. 

*.Ni.r/.if*  .'•  M. Ry.  Co. ond A'eu. rork. C. O St.  L. R.  Co. Mcrgtr, 324 I.C.C. 
' ('!"">• 327 I.C.C. 
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tlon to these aspects in the context of the eastern railroad nicriiur 
movement and the national rail unification picture of wiiich it is 
a part. 

On the day that the Commission approved the C&O-H&O 
unification, the success of this merger application became 
practically inevitable. When, in a separate decision a year and 
a half later, the Commission approved the unification of tlie N&W, 
Nickel Plate, and Wabash Railroads, any remaining doubt as to 
the outcome of the instant proceeding was removed. Dy Its 
disposition of those two separate cases, the Commission effectively 
signified its conipleteacceptanceof the principle of a predetermin- 
ed three-system rail structure for the East. Hut it did this on a 
case by case basis, without having before it a picture of that 
three-system structure in its entirety. 

As I have previously indicated in my separate expressions in 
the CAO and A'lX-lf cascs,^ consolidation of all the then-ponding 
eastern rail merger proposals for decisional purpose would have 
yielded the Commission and the public a better choice of alterna- 
tives in evaluating the restructuring of the eastern railroad plant. 
It would have provided tiie Commission an opportunity to achieve 
faster and more equital)lc resolution of the problems of the so- 
called "small railroads" in the northeast, and tliercby would 
probably have precluded the kind of difficult litigation which is 
now before the Commission with respect to the "inclusion" 
petitions of the Eric-Lackawanna Railroad, the Delaware and 
Hudson Railroad and the Boston and Maine Railroad.'' In any 
event, a coordinated appraisal of the proposed eastern rail 
mergers, whatever the ultimate result, would have given this 
Commission—and thereby the public—a more realistic and effec- 
tive role in the decisional process required by section 5(2) of 
the Interstate Commerce Act. 

But in fact, a "panic button" response was sought—and 
achieved—when the C&O-BSiO case was advanced before the Com- 
mission on the principal basis that B&O was on the verge of 
"collapse", and could only be saved by C&O's Lnimediate 
assumption of its control. Once again that useful button was 
employed  when  N&W   said  it  would  lose  its merger chance if 

*3li  I C.C. ••<61, at 2'J.T anil -"ia I  I.C C.  I. iil S.T. 

In u»:f»»rili»nnii wUh II.'• l'*riii.- tif iin" *•! ili»i i-tinilil l'»ri:« iinri'i.-'.*-! 'y l!««* *.'•»».• 
mi^Mliiii In ll» H|>prnv,-il in Ihf AV'H' «iis" •••••iitn, tlir Ui\M. I«vll. :iii>l K I.. 
••11 Si-;>lfliib<T -'3. lit, IIIKI J". I!lli'>. r''.^pv<'li> I'ly, fll< •! l"lili'.(.- i-.r ini-In-••>•. 
In llpi NAtt syNlt.'m. Iluurlcii;'. <iii Ih^jtr P'-litii'n" >\tn -"i l|i'<liil"i>l t>. li"-«{in ••ii 
Al.rit '.'<•.   I!IU': 

3-'T I.C.C. 
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the Commissjon failed to observe an approaching "deadline" 
on the parties' private agreements and stockholder authorization. 
Real doubt is cast on the validity of these arguments—which the 
Commission accepted without substantial reservation—by the 
1962 Form A annual report of the B&O. Filed3 months following, 
approval of the C&O-DSiO unification, it shows that B&O miracu- 
lously surged from a $31.3 million loss in net income for 1961 
to a $1.6 million net income profit for 1962—even before it 
could become the recipient of C&O's "Good Samaritan" program. 

And what of the other principal bases on which the Commission 
was urged to approve those earlier unifications and the instant 
merger on a case by case basis? After being continually advised 
by the proponents during these proceedings that the three- 
system idea would rationalize the eastern rail merger situation, 
the Commission now has been presented with a new unification 
proposal—a merger of the C&O and N&W,^ two of the three 
resulting systems. No more need be said at this time about that 
unanticipated development. 

In my view, it is evident that the resolution of the eastern 
railroad merger movement really has not been adequately attuned 
to the needs of the public in the East, or to the public interest in 
general. The lessons taught by the experience Qf these three cases 
should not be forgotten in the future. Individual rail merger 
proposals underlying the vast national rail unification movement in 
process today should not be allowed to follow the course of the 
•gigantic   game   of   dominoes   we   have  witnessed in  the East. 

Although l' feel concern over the course of events which has 
led the Comijiission into its present dccisional posture, I see no 
alternative to approval of this proposal. In my view, neither 
the Pennsylvania Railroad nor the New York Central Railroad 
could withstapd the tremendous competition of the N&W system 
and the CfitO-B£iO system, particularly in the event of any 
sustained economic recession, and it would be unrealistic and 
improper to understate that fact in this case. 

Furthermore, in a balancing of the benefits and detriments of 
the present transaction, the New Haven Railroad problem must 
be given very substantial weight. The newly merged railroad 
corporation enabled herein will provide a framework for preserva- 
tion of an important rail plant—serving four States in a highly 
populous area—which, but for this unification, might face liquida- 

Kinnncr Diirlti-t Nos. 33S33 nnrl 33^33, Norrolk & Wcntorn Rnilwny Co. and 
C°h<>a>«pi->ke   &   Oliio RnUnvny Co.  MrrtEcr Applicntion, filed  October   II,   106}. 

327 l.C.C. 
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Uon. The New Haven Railroad is ilic fourth largest private carrier 
of passengers in the world. Its freight revenues alone exceed the 
total revenues of either of the B&.M, D&H, Jersey Central, 
Susquchanna, or V/estern Maryland railroads. 

In and of itself, then, the risk of leaving the Pennsylvania 
Railroad and the New York Central separately to face the powerful 
competition of the two existing consolidated Eastern railroad 
systems outweighs by far the arguments against this merger. 
And, with the opportunity, it presents to assist in the revitalization 
of the New Haven's rail operations, no realistic argument remains 
against this merger. 

Lastly, I hope that our approval herein will not be misconstrued. 
In cases as big and as publicly significant as this, essentially 
procedural matters must not be allowed to control the substance of 
the ultimate result. The Commission henceforth will resolve 
comparable cases with, I hope, the benefit of some important 
lessons learned. 

CoMMissioNKR FifKAs.  dissenting in part: 
I do not subscribe to the condition relating to the payment of 

indemnities. 

APPENDIX A 

Cirtain contfition.i to approval imposci! in Urn nf l/ic coniJOioiui net 
forth in apprudix U to llu- hiarinf/ examiners' report 

1. It sliall bo the duty and obllBation of the Pennsylvania New York Central 
Transportation Company (the merged company) to simplify its Intercorporate 
{Structure. Within 5 years from the effective date of this order approving 
merger, the merijed company shall submit a verified statement to this Com- 
mission indicating what steps have been taken to simplify its Intercorporate 
structure and where subsidiaries or affiliates remain to state the purpose and 
reason for their existence. The Commission reserves jurisdiction to issue 
such supplemental orders to effectuate substantial simplification of the merged 
company's intercorporate structure as it may determine to be in the public 
interest. 

2. The Pennsylvania New York Central Transportation Company shall be 
required within 2 years from the dale of consummation to submit a plan for 
tlie revision of certificates and/or permits now issued to or to be issued in 
the interim to the Pennsylvania Truck Lines, Inc., The Penntruck Company, 
Inc., Merchants Trucking Company, and New York Central Transportation 
Company (1) to reflect the name of the merged company where appropriate; 
and (2) to eliminate such duplications or Inconsistc-ncicsas between authorities 
held by such separate corporations. Jurisdiction is reserved to this Commis- 
sion on Us own motion to reriuire consolidation of any or all the above-named 
motor carriers if such action is deemed to be In the imblic interest. 

;i-'7 I.C.C. 
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APPENDIX 2—FACT SHEET—FEDERAL RAILROAD TRANSPORTATION AuTHORiry— 
FEDERAIL 

Rather than just set up another study to further extend the crisis on bankrupt 
carriers, the bill provides a permanent solution to the Northeast Railroad crisis. 

It would create a Federal Authority to acquire and operate the transportation 
properties of railroads found to be incapable of reorganization, or which have 
been ordered into liquidation by their respective Reorganization Courts. The 
properties would be acquired by cash and the issuance of Government Bonds. 

The Authority would be subject to all laws now governing carriers by railroad 
and required to report to the Congress and the President annually. It would 
be composed of a Board of five (5) members appointed by the President and the 
Congress, three (3) of whom would be expert in the fields of rail management, 
rail labor and rail consumer. 

The Authority would become effective on October 1, 1973. For at least two 
(2) years the properties of individual railroads acquired by the Authority would 
remain as individual operating divisions of the Authority while studies are made 
to determine the best, most efficient methods of operation. 

The Authority must continue to honor all contracts with Local Transportation 
Authorities with no change in their costs for at least two (2) years, and must 
conduct conferences with users and the communities to determine their needs. 
No abandonment of rail lines could be undertaken for one (1) year in order to 
permit a valued judgment to be made as to the lines which will be needed. 

Adequate protection for employees are provided which adhere closely to those 
found in other Federal laws. 

The Bill would provide a permanent—not a temporary—solution to the North- 
east Railroad Crisis, yet it would be applicable throughout the United States 
in the event such crisis arose in other regions of the Country. 

It provides the creditors and Reorganization Courts the relief they seek. It 
relieves the ICC of the frustration and anxiety of attempting relief solutions for 
the Penn Central which could well decimate the entire railroad plant in the United 
States. It would provide the only reasonable assurance of adequate service to 
shippers and any semblance of stability in the work force. It would eliminate the 
easy and delusive solution of abandonment of one-half the railroad plant. And, 
it would conclude the chaos and calamity under which we now suffer. 

[93d Cong., 1st sess.] 
A BILL To prescrre and Insure the continued operntlon of transportation properties owned 

or operated by carriers by railroad In reo^nlzatlon and confronted with liquidation ; to 
protect the security interests of the United States In such properties ; to provide for the 
payment of Just and reasonable compensation for said properties; and, to provide for 
the national defense 

Be il enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That this Act may be cited as the " Federal Railroad 
Transportation Authority Act of 1973". 

TITLE I—FINDINGS, PURPOSES AND DEFINITIONS 

SEC. 101. CONGRESSIONAL FINDINGS AND DECLAR.\TION OF PURPOSE 

The Congress finds that modern, effective, and efficient rail transportation is 
essential to interstate commerce and the national defense; that there exists in 
the Northeastern region of the United States a transportation emergency which 
threatens the continuation of adequate railroad service; that most of the rail 
service in said region is performed by railroads now in reorganization; that certain 
of the reorganization courts having jurisdiction over said railroads are now con- 
sidering the liquidation of the railroads in order to ijreserve the Debtor's estates 
for the creditors thereof; that the preservation of adequate railroad transportation 
for the immediate future can be met only by emergency measures which will 
assure the continuation of the essential service now provided the Northeastern 
region and the nation by these railroads; and, that a permanent solution to the 
threat of liquidation can only be met by direct governmental assumption of the 
duties, responsibilities, and properties of these railroads. 

SEC.   102.   DEFINITIONS 

For the purposes of this Act— 
(1) "Railroad" means the Federal Railroad Transportation Authority created 

under Title II of this Act. 
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(2) "Board" means the Board of Directors of the Authority as provided for in 
Title II of this Act. 

(3) "Secretary" means the Secretary of Transportation or his delegate unless 
the context indicates otherwise. 

(4) "Commission" means the Interstate Commerce Commission. 
(5) "Railroad" means a common carrier by railroad, as defined in section 1(3) 

of part I of the Interstate Commerce Act, [49 U.S.C. 1(3)1. 
(6) "Eligible railroad" means a railroad in reorganization for which there is no 

reasonable prospect of achieving a traditional income-based reorganization or 
which is oraerea into liquidation by the reorganization court having jursidiction. 

(7) "Subsidiary" means any corporation over which an eligible railroad main- 
tains effective control by ownership of more than 50 per centum of its outstanding 
voting stock, or otherwise; and which is engaged in the transportation of persons 
or property by rail, highway, or water. 

(8) ''Facility" means all p property of an eligible railroad or subsidiary used or 
useful in the transportation of persons or property by rail, highway, or water, 
including but not limited to, lines of railroad, rail property, rolling stock, yards, 
maintenance and repair shops, terminals, warehouses, trucks, automobiles, garages, 
signal systems, offices, office equipment and other related facilities. 

(9) "System" means the composite of all facilities owned and operated by the 
Authority. 

TrriiE   II—CREATION   OF   FEDERAL   RAILROAD   TRANSPORTATION   AUTHORITY 

8KC. »i. CREATION OP AUTHORITY 

There is authorized to be created a Federal Railroad Transportation Authority. 
The purpose of the Authority shall be to provide an effective, efficient, and modern 
integrated transportation service utilizing existing railroad facilities and subsidiary 
facilities and such future facilities as the Authority may develop or acquire. The 
Authority shall be an agency of the United States Government. It shall be subject 
to the provisions of this Act. The right to repeal, alter, or amend this Act at any 
time is expressly reserved. 

SEC. 202. ORGANIZ.\TION OF AUTHORITY 

(a) The Authority shall have as its governing body a Board of Directors con- 
sisting of five members which shall be appointed in the following manner: 

(1) One member, with expertise in railroad operations, to be appointed by the 
President upon the recommendation of the Secretary of Transportation, by and 
with the advice of the Senate; 

(2) One member with expertise in railroad labor relations, to be appointed 
by the President upon the recommendation of the Secretary of Labor, by and 
with the advice and consent of the Senate; 

(3) One member, with expertise in matters relating to users of rail transpor- 
tation, to be appointed by the President on the recommendation of the Secretary 
of Commerce, by and with the advice and consent of the Senate; 

(4) One member to be appointed by the Speaker of the House upon the recom- 
mendation of the House Committee on Interstate and Foreign Commerce; 

(5) One member to be appointed by the President Pro Tempore of the Senate 
upon the recommendation of the Senate Committee on Commerce. 

(b) The members of the Board shall elect a chairman from among their number. 
(c) The terms of the members of the Board .shall be for a period of three years 

and each shall be compensated at the rate of $50,000 per annum. The member 
selected as chairman shall be compensated an additional $1,000 per annum. 

(d) No Board member shall be allowed any wages, perquisites or reward, or 
compensation for his services aside from his salary or pension, but he shall be 
reimbursed for actual expenses incurred by him in the performance of his duties. 
Nor shall any Board member have any financial interest in any railroad or sub- 
sidiary thereof at the time he assumes his membership on the Board or during 
his term thereon. 

(e) A quorum of the Board shall consist of three members. 

SEC. 203. GENERAL POWERS or THE AUTHORITY 

(a) The Authority shall have the power to sue and be sued and is authorized 
to own, manage, and operate the facilities of eligible railroads and subsidiaries 
for the purpose of providing a modern, efficient, and effective transportation 
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service to those desiring to use said facilities; to conduct research and development 
related to its mission; to acquire by construction, purchase, or gift, all facilities, 
equipment, and devices necessary to carry out the purposes of this Act; and, 
to engage in all business functions and activities consistent with the purposes 
of this Act. 

(b) The Board shall appoint such personnel as necessary to maintain its 
offices and transact its business, and to manage, supervise and maintain the opera- 
tions of its system. It shall fix the compensation of such personnel and define their 
duties. Any appointee of the Board may be removed at the discretion of the 
Board provided such removal does not violate the provisions of a contract between 
said appointee and the Board. 

SEC. 3M. APPLICABILITY OF THE INTERSTATE COMMEBCE ACT AND 
OTHER LAWS 

Except as otherwise specifically provided in this Act, the Authority shall be 
deemed a common carrier by railroad within the meaning of section 1 (3) of the 
Interstate Commerce Act and shall be subject to all the provisions of that Act, 
as well as other acts, both state and federal, presently applicable to common 
carriers by railroad within the United States. 

SEC. 20S. REPORTS TO THE CONaRESS 

(a) The Authority shall transmit to the P*resident and the Congress, annually, 
commencing one year from the date of enactment of this Act, and at such other 
times as it deems desirable, a comprehensive and detailed report of its operations, 
activities, and accomplishments under this Act. including a statement of receipts 
and expenditures for the previous year. At tne time of its annutd report, the 
Authority shall submit such legislative recommendations as it deems desirable, 
including the amount of financial assistance needed for maintenance, opera- 
tions, and capital improvements, the manner and form in which the amount of 
such assistance should be computed, and the sources from which such assistance 
should be derived. 

(b) The Secretary shall transmit to the President and the Congress, one year 
following enactment of this Act and biennially thereafter, reports on the state of 
rail transportation and the effectiveness of this Act in preserving and promoting 
such transportation, together with any legislative recommendations. 

SEC. 206. SANCTIONS 

(a) If any persons, corporation, association or group thereof engages in or 
adheres to any action, practice, or policy inconsistent with the policies and pur- 
poses of this Act, obstructs or interferes with any activities authorized by this 
Act, refuses, fails, or neglects to discharge its duties and responsibilities under 
this Act, or threatens any such violation, obstruction, interference, refusal, failure, 
or neglect, the district court of the United States for any district in which said 
person, corporation, or association resides or may be found shall have jurisdiction, 
except as otherwise prohibited by law, upon petition of the Attorney General of 
the United States or the duly authorized representative of the employees of the 
Authority, eligible railroad, or subsidiary, to grant such equitable relief as may 
be necessary or appropriate to prevent or terminate any violation, conduct, or 
threat. 

(b) Nothing contained in this section shall be construed as relieving any person 
of any punishment, liability, or sanction which may be imposed otherwise than 
under this Act. 

SEC. 207. FINANCING OF THE AUTHORITY 

(a) There is authorized to be appropriated to the Authority in the fiscal year 
of 1973, $10,000,000, to remain available until expended, for the purposes of 
assisting in: 

(1) The initial organization, staffing, and operation of the Authority; 
(2) The development and conduct of research, development, and demon- 

stration programs respecting new equipment, facilities and methods of trans- 
port; and 

(3) The conduct of studies to determine the ultimate form and extent of 
the Authority's system. 

(b) There is authorized to be appropriated to the Authority such sums as may 
be necessary to prevent net loss in the operation and maintenance of the Author- 
ity's system. 
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(c) The Secretarj' is authorized, on such terms and conditions as he may pre- 
scribe, to guarantee any lender against lo&s of principal or interest on securities, 
obligations, or loans issued to finance the purchase, maintenance, or rehabilitation 
of facilities by the Authority and for other pui'poses consistent with the objectives 
of tliis Act. The maturity date of such securities, obligations, or loans, including 
all extensions and renewals thereof, shall not be later than 20 years from their 
date of issuance, and the amount of guaranteed loans outstanding at any time 
may not exceed $400,000,000. The Secretary shall prescribe and collect from the 
lending institution a reasonable annual guaranty fee. There are authorized to be 
appropriated such amounts as neceiisary to carry out this section not to exceed 
8400,000,000. 

TITLE III—PROVISION OF TBANSPORT.\TION SERVICES 

SEC. 301.   ASSUMPTION  OK SERVICE  BT  THE  AUTHORITY:  COMMENCEMENT OF 
OPERATIONS 

(a)(1) On and after October 1, 1973, the Authority shall acquire the facilities 
of any eligible railroad together with the facilities of said railroads' subsidiaries. 

(2) The Authority shall pay to the Trustee of the ehgible railroad an amount 
equal to the liquidated value of its facilities as determined by the Interstate Com- 
merce Commission. Said payment shall be in the form of money or United States 
Crovemment bonds maturing thirty years from the date of issuance at an annual 
interest rate of 6'/4 per centum, or both. 

(3) The Authority shall acquire the facilities of the subsidiaries of eligible rail- 
roads by payment to the trustee of the eligible railroad involved of an amount 
equal to the value of said facilities as determined by the Interstate Commerce 
Commission. Said payment shall be in the form of money or United States Govern- 
ment bonds maturing thirty years from the date of issuance at an annual interest 
rate of QYt per centum, or both. 

(b) On the date of the acquisition of facilities the Authority shall become re- 
sponsible for their operation and maintenance. 

(c) Title to all assets of eligible railroads and their subsidiaries not acquired by 
the Authority shall remain in the trustees thereof for disposition as determined by 
the appropriate reorganization court. 

SEC.   302. OPERATION   AS   DIVISIONS   OF   AUTHORITT 

(a) For a period of two years from the date of acquisition of facilities the Au- 
thority operates in separate divisions the facilitie*' of each eligible railroad. Said 
divisions shall continue to be conaidcred separate and independent carriers by 
railroad for purposes of the Interstate Conunerce Act and other acts applicable to 
carriers  by  railroad. 

(b) During said two-year period the Authority shall determine the most efficient 
and effective means of operation of its system, including the consolidation, modi- 
fication, or other alteration of its division, and shall thereafter place its determina- 
tions into effect, subject to the provisions of the Interstate Ojmmerce Act and 
other applicable laws. 

(c) The Authority shall confer with representatives of users and the States and 
communities served by the Authority's system for the purpose of determining their 
transportation needs and the efficiency of its operations. 

(d) The Authority will assume and continue in effect and unchanged for a two- 
year period from the date of acquisition, all contracts maintained by eligible 
railroads with local, state and multi-state transportation authorities. 

SEC. 303. ABANDONMENT   OF   LINES 

(a) The Authority shall not seek authr)rization to abandon any line of railroad 
for a period of one year following acquisition and commencement of opcratioas. 

(b) During said one-year period the Authority shall determine the present and 
possible future public need of such lines. The Authority shalll, upon completion of 
its study, submit to the Congress a report on those lines which it believes should 
be abandoned and the reasons therefor. 

(c) Upon the completion of sixty days following the submission of its report, 
it maj' proceed to seek authority for abandonment pursuant to the provisions of the 
Interstate Commerce Act. 

06-474—73—pt. 2 11 
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SEC. 304.  PKOTECTIVE   ARBANOEMENTS   FOR  EMPLOYEES 

(a) The employees of eligible railroads and their subsidiaries shall be pro\-ided 
fair and equitable arrangements to protect their interests. 

(b) Such protective arrangements shall include, without being limited to, such 
Erovisions a.s may be necessary for (1) the preservation of rights, privileges, and 

enefits (including continuation of pension rights and benefits) to such employees 
under existing collective-bargaining agreements or otherwise; (2) the continuation 
of collective-bargaining rights; (3) the protection of such individual employees 
against a worsening of their positions with respect to their employment; (4) 
a-ssurances of priority of reemployment of employees terminated or laid off; and 
(5) paid training or retraining programs. Such arrangements shall include provi- 
sions protecting individual employees against a worsening of their positions with 
respect to their employment which shall in no event provide benefits less than those 
established pursuant to section 40.5 of the Rail Passenger Ser\'ice Act of 1970 
and section 5(2) (f) of the Interstate Commerce Act. 

(c) No employee of an eligible railroad, its subsidiaries, or the Authority shall 
be affected by any change in compensation or in condition, place, time, or type of 
employment pending the execution of agreements between the Authority and the 
representatives of the employees of eligible railroads and their subsidiaries re- 
garding the selection and assignment of employees to perform work on the Author- 
ity's system; the modification, if any, of seniority rights of employees involved; 
and, the application to employees of the provisions of protective arrangements 
provided for in this section. 

(d) The protective arrangements shall be certified by the Secretarj' of Labor. 
Representatives of the eligible railroads, their subsidiaries, their employees, the 
Authority, and the Secretary of Labor shall confer on the detailed provisions to be 
included in the protective arrangements. Subsequent to such conferences the 
Secretary of Labor shall determine upon and certify a fair and equitable 
arrangement. 

(e) Financial obligations arising under the protective arrangement shall be 
borne equally by the Authority and the estates of the eligible railroads. 

(f) The Authority shall take such action as may be necessary to insure that 
all laborers and mechanics employed by contractors and subcontractors in 
the perfonnance of construction work financed with the assistance of funds 
received under any contract or agreement entered into under this title shall be 
paid wages at rates not less than those prevailing on similar construction in the 
locality as determined by the Secretary of Labor in accordance with the Davis- 
Bacon Act. The Authority shall not enter into any uch contract or agreement 
without first obtaining adequate assurance that required labor standards will be 
maintained on the construction work. Health and safety standards jiromulgated 
by the Secretarj' of Labor pursuant to section 107 of the Contract Work Hours 
and Safety Standards Act (40 U.S.C. 333) shall be applicable to all construction 
work performed under such contracts or agreements except any constniction 
work performed by a railroad employee. Wage rates provided for in collective 
bargaining agreements negotiated under and pursuant to the Railway Labor Act 
shall be considered as being in compliance with the Davis-Bacon Act. 

(g) The Authority shall not contract out any work normally performed by em- 
ployees in any bargaining tmit covered by a contract between the Authority or 
any railroad providing intercity rail passenger service upon the date of enactment 
of this Act and any labor organization, if such contracting out shall result in 
the layoff of any employee or employees in such bargaining unit. 

TITLE IV—MISCELLANEOUS PROVISIONS 

SECTION  401.   AUTHORIZATION   FOR  APPLICATION 

There are hereby authorized to be appropriated amounts equal to 50 per centum 
of the liquidated value of the facilities of eligible railroads and the value of fa- 
cilities of subsidaries as determined by the Commission, acquired by the Authority. 
Any sums appropriated shall be available until expended. 

SECTION 402.   SEPARABILITY 

If any provision of this Act or the application thereof to any person or cir- 
cumstance is held invalid, the remainder of the Act and the application of such 
provision to other persons or circumstances shall not be affected thereby. 



495 

Mr. DiNGELL. The committee thanks you for that very helpful 
testimony. 

Mr. Adams. 
Mr. ADAMS. Thank you for your statement. 
We very much appreciate your being \vith us this morning. 
My first question is: Do you know of any railroad publicly owned 

anywhere in the world that does not run a substantial deficit and have 
to be financed bv the taxpayer, any nationaUzed raiLroad? 

Mr. DENNIS. 1 doubt there is any. 
Mr. ADAMS. I don't know of any. What I ain getting at is that this 

would be a continuing cost to the taxpayers if we nationalized; would 
it not? 

Mr. DENNIS. I beUeve it will be a continuing cost to the taxpayers 
under any circumstance. If we are going to pay the cost we might as 
well control it. 

Mr. ADAMS. You may be right. 
Under your plan I understand all the lines will be kept open 2 years. 
We have had testimony that the Penn Central oi)erafing deficit 

nms about $135 million a year; and other estimates, and that there 
is another $65 or $75 million. 

Would you agree we would have an operating deficit payment of 
$200 milUon a year, if we were to do this m the Northeast? 

Do you think those figures are high, low, or in between? 
Mr. DENNIS. Most of the figures we have are in handy round 

numbers and the numbers we put in the bill are round as well. 
My personal opinion is if Congress enacted this legislatioji, two of 

the bankrupt railroads would no longer be bankni])t. They are: 
Reading and Erie Lackawanna. I think they would become healthy 
and pull out of reorganization very quickly in order to protect the 
major interests of their corporations who don't wiuit to lose those 
assets. 

Mr. ADAMS. That is my next question. I am just continuing with 
the operating deficit. 

Mr. DENNIS. I would guess it would be somewhere around there. 
That is a wild guess. We really don't know. 

Mr. ADAMS. Counsel just handed me what I was trying to get at. 
I wonder if your figures were greatly different from ours, that the 
deficit of the Penn Central, Erie Lackawanna, Boston & Maine, 
Lehigh Valley, Reading & Central of New Jersey for 1972 was $265 
miUion. 

Mr. DENNIS. I think that is about right. 
Mr. ADAMS. I will go to the next question, which was No. 3: 

What do you estimate would be the cost if we purchased these rail- 
roads as outlined in your bill? 

Mr. DENNIS. The nontransportation assets would remain with the 
present railroad corporation and we are talking only of the transporta- 
tion assets. 

Mr. ADAMS. Again, I M ill simply ask you for information if you have 
a figure. 

Mr. DENNIS. I don't know. 
Mr. ADAMS. We had testimony from the Penn Central trustees that 

their transportation property value was between $10 and $14 billion. 
Mr. DENNIS. Was that liquidated value? 
Mr. ADAMS. That will be my next question. If you have a different 

figure, it was also testified that the problem with liquidated value is 
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that if you tako property of the railroad subject to its public service 
obligation, in other words to run a railroad, the value of it is less than 
if you take the property at a litiuidatcd value which then establishes 
that it can be used for the highest and best use and highest and best 
use for a great many of these properties, particularly in the metro- 
politan area for other purposes than railroads. 

The example given to us was the marshalling yard here by the 
Union Station woidd be worth approximately three times more as 
real estate than if sold as a railroad yard. 

Would you comment on that, please? 
Mr. DENNIS. I think that is true with specific facilities in urban 

centers. I suspect it is not true outside the major cities. 
This is an area in which frankly we have no expertise as a union 

and in which we think that there is no public record which can give 
us any guidance that really gets into the answer. 

Mr. ADAMS. What I am getting at—I have been handed by counsel 
another statement indicating a liquidation value in 1970 of the Pemi 
Central at $2.8 billion. 

What I am getting at is: Do jou agree with us that a purchase will 
be verj' expensive? 

Mr. DENNIS. Yes. 
Mr. ADAMS. The next question was: You say of the Northeast 

corridor that 3'ou oppose it being pulled out. Who will nm the North- 
west corridor if it isn't run by some type of Government operation 
for the passenger ser\ice there involved? 

Mr. DENNIS. The Northwest corridor? 
Mr. ADAMS. I am sorry, I misspoke. I meant the northeast corridor. 
Mr. DENNIS. Obviously the Govenmicnt will have to run the 

Northeast corridor if the Government wants to maintain the public 
service. 

What we are suggesting is it ought to run as well as, the parts that 
are a little more profitable, to reduce the costs involved. 

What they are saying is basically let the Government take up the 
burden of the Northeast corridor and give the profitmaking parts to 
the corporations. 

We tnink the Government should take up the profitable parts as 
well. 

Mr. ADAMS. Suppose we placed all in one corporation but then had 
the northea.st corridor leased or trackage rights given to Amtrak so it 
would be a grade separated pa-ssenger situation. 

Do you think that would be good or bad? 
Mr. DENNIS. A comparable system would be to take something 

like the Tokaido Line; they run freight but in ways that don't conflict 
with the passenger schedule. They run it at night, high speed freight 
trains. 

I think it would be foohsh to build a high-speed rail network down 
the corridor and not take advantage of it for profitmaking freight. 

Mr. ADAMS. YOU would then go to an operation that might pro\-ide 
for high-speed transi)ortation but at the same time have trackage 
rights reserved so it could run freight as well as passengers? 

Mr. DENNIS. Yes. 
Mr. ADAMS. That is a very good suggestion. 
My last question is this: You indicated in your proposal that all of 

these seem to involve some potential kinds of abandonment of some, 
maybe redundant, main lines, maybe others. 
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Do you think it is jjoasible for this Congress to create a bill that would 
provide in effect for legislative abandonment of sonic of these by 
simply not buying up some of the redundant main lines? 

Mr. DENNIS. It is possible but it would mean we would have the 
ability to identify it in advance of the legislation. 

Mr. ADAMS. That is part of mj' question: Who would you have 
identify the system? 

Mr. DENNIS. Under H.R. 7373, the transportation aTithority in the 
first year would identifj' those portions they think should be eUminated. 

Mr. ADAMS. That is Mr. Ingram? 
Mr. DENNIS. No. 
Mr. ADAMS. I thought you said the Federal Railroad Administration. 
Mr. DENNIS. No; the Govermnent agency which would be set up. 
Mr. ADAMS. Your new corporation? 
Mr. DENNIS. In our proposal they would identify these and provide 

to abandon those portions in 1 year. There would be a 1-year moratorium. 
In the second year they would identify the reorganization of the 

whole system and report to the Congress. 
Mr. ADAMS. DO you think this can be done in 2 years? 
We are talking about this—how long does it take to identify the 

operation? 
Mr. DENNIS. I think to identify—the DOT apparently' thinks it 

can be done in 90 days, at least to identifj' the core. 
Mr. ADAMS. Do you know that they already have a certain amount 

of identification on a point-to-point basis? 
Mr. DENNIS. I know they have a number of surveyors running 

around the countrj- so I assume they have a great deal of identifica- 
tion. 

I think those branch lines not providing a needed service can be 
identified and eliminated \\ithin 1 jear. I think that is a reasonable 
time to do that. 

I don't know what the scale of that is. The scale has been a question 
of income and I don't think that is the issue. 1 think the cjucstion is 
ser\ice. 

We don't abandon postal service because there are not too many 
people living in the country. We keep them there. There are some 
branch lines that could be abandoned and I think those can be identi- 
fied. 

Mr. ADAMS. Thank you. 
Yours was an excellent statement. 
Thank you, Mr. Chairman. 
Mr. DiNGELL. Mr. Skubitz. 
Mr. SKUBITZ. If I understood you, j'ou favor Mr. Podell's bill. You 

ai'e in favor of nationalizing the railroads in the northeast corridor? 
Mr. DENNIS. Correct. 
Mr. SKUBITZ. YOU are opposed to a lease or leascback to main 

lines even though such a program would be extended throughout the 
United States to insolvent railroads as well as to .solvent railroads? 

Mr. DENNIS. The leaseback proposal we would have to oppose. If 
the lease-leaseback approach simplv said we take over the Pcnn 
Central lines and leased them to the I'enn Central, I think that would 
be a waste of funds. 
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Mr. SKUBITZ. I am thinking in long-range terms of lease and 
loaseback to all main lines so we could improve them and carry on a 
decent passenger service as well as freight line service. 

Mr. DENNIS. We thiidc it is better, the lease, leaseback approach Ls 
better than the DOT or ICC approach. 

Mr. SKUBITZ. That way we would get a better roadbed throughout 
the country' and improve our freight as well as passenger service 
throughout the United States. 

We are subsidizing the trucking firms hy maintaining their road- 
beds, the highways; we subsidize the uirlmes, the waterways. The 
profitable rail lines are not making the amount of profit thej- assert 
they are entitled to based on the invested capital. 

As other railroads become insolvent, would you suggest the Gov- 
ernment take those over as well? 

Mr. DENNIS. Yes; 11.R. 7.373 embodies a proposal that would do 
just that. 

Mr. SKUBITZ. AS they become insolvent one way or another, Gov- 
ernment then takes over. We shouldn't try to halt the insolvency but 
wait until it happens? 

Mr. DENNIS. Under the legislation it sa3's if there is no reasonable 
prospect  

Mr. SKUBITZ. I am trying to get your philosophy on this point. 
Mr. DENNIS. I believe the railroads are necessary for the public 

service. If they cannot be run on an income basis they should be run 
by the Government. 

Mr. SKUBITZ. Should we do something about trying to improve 
them so they can be o|)erated profitably? 

Mr. DENNIS. I think we have been trying to for 20 or 30 years and 
failed. 

Mr. SKUBITZ. Thank you. That is all. 
Mr. DINGELL. Mr. Podell? 
Mr. PODELL. I would like to congratulate you, Mr. Dennis, on an 

excellent statement, particularl}- your erudite approval of H.R. 7373. 
I listened ver^^ carefully this morning to the statement presented 

bj' Mr. Snyder on behalf of mj-^ good friend, Al Chesser, and I know 
that both labor organizations are very much interested in the con- 
tinuation and operation of these railroads and I have a great deal of 
admiration and respect for Mr. Chesser as well as you. 

Did vou hear the statement of Mr. Chesser? 
Mr. IDENNIS. Yes. 
Mr. PODELL. Would you care to make a comment on his statement? 
Mr. DENNIS. There are many, man}- parts of the UTU statement 

that we woukl comi)letely agree with. We don't agree with the ulti- 
mate suggestion because the ultimate suggestion is yet another stutly 
and as 1 see it we don't need a commission that would make a study 
and proi)ose legislation. 

Eventually we think what they propose is embodied in II.R. 7373. 
When asked if this doesn't work, they say go to nationalization. 

We think it is time to go to nationalization of these particular railroads. 
That is a nasty word, I guess, but we are not talking national, we are 
talking of the northeast system, Government owned and operated 
railroads. 

I think that is necessary if you w'ant the service. If you want to cut 
the service to nothing, 30U can operate a trunk line service at a profit. 
And at whose cost? A cost to the public. 
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We agree with many of the basic provisions set forth in the UTU 
presentation. We think the intervention machinerj"^ they propose first 
would result in an automatic veto as suggested, and second, would 
really not do anything but present us with another studj'. 

Mr. PoDELL. it would be an interim remedy at the very best, would 
it not? 

Mr. DENNIS. Yes. 
Mr. PoDELL. I tried to being out that I think we all agi'ee on certain 

basic concepts. We all agree that there has to be some consolidation 
of the rail system in the Northeast corridor. 

I think we all further agree it is going to require a large infusion of 
funds. I think the only area we disagiee on—and I disagreed with 
Mr. Snyder—is I don't believe the private sector will invest any 
money at all in a rail system which has been bankrupt; even those 
making a profit are not making a proper return on their original 
investments. 

I would like to direct your attention to another thought that has 
been mentioned quite often, sale and leaseback. 

It is mj^ understanding the sale and leaseback was invented for 
two purposes. One was for the tax advantage of the individual who 
buys property. 

This was the original concept of the sale leaseback where an indi- 
vidual can have an investment of capital and get the benefit of the 
tax law and second, in the event the lessee of the property does not 
operate it or function properly, we needn't go to banxruptcy or forced 
sale. All we do is serve him with a 10-day notice of eviction which is 
for nonpayment of rent, so to speak. 

None of these criteria have any application in a Govemment-owTied 
concept. The Government obviously is not looking for tax advantages 
because there won't be any taxes. 

Second, we can't utilize the advantage of a lO-daj"^ notice of evic- 
tion because you arc not going to evict a railroad since the serNice is 
necessary to satisfy the public. 

I just thought i would mention that with the possibilities of sale 
and leaseback. 

I would like to congratulate you on your statement. I think it is 
an excellent one. 

Mr. DENNIS. Thank you. 
Mr. PoDELL. I yield back. 
Mr. DiNGELL. Air. Shoup? 
Mr. SHOUP. Thank you, Mr. Chairman. 
Mr. DeimLs, I fully agreed with you up through page 5. I think you 

made a varj'^ astute statement there at the very top when you iden- 
tified what our problem is in rail transportation. 

On page 5 I found it difficult to agree with j'ou when you said there 
is only four possible alternatives. I am wondering if you did it out of 
knowledge or deUberately omitted other alternatives that have been 
protjosed. 

There have been several that were referred to this morning. There 
have been others referred to pre\'iously in testimony before this 
coimnittee. 

You cither conveniently ignored those or. through lack of knowledge, 
couldn't come up with them. Basically, the approach of RFC, does 
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this ring a bell, the RFC-type thing? Fannie May, not grants, not sub- 
sidies, but Govemment-api)roved loans? 

I think that is an altemative. I tliink you omitted that and didn't 
address yourself to it. I would be very much interested—maybe it is 
so obvious to you that it is completely out that you didn't care to 
discuss it? 

Mr. DENNIS. I think it is encompassed in what I considered tlie 
first altemative. I lumped the whole question of Government sub- 
sidies, priority loans, grants, into one broad categorj- as simply 
methods of ongoing financing. 

There are certainly distinctions between the relative effectiveness 
of the different kinds and I think the Government-guaranteed loans 
are the most desirable of these fonns if you took that route. 

I don't think it will work. 
Mr. SHOUP. I see we have a vote. I have one or two questions, Mr. 

Chairman. I go on to page 7 at the bottom there. I tliink j'ou are 
rather contradictory. I hope you can clarify it for me. 

On the tope of page 3, j'ou pla(;e the blame for the problem. You 
point out it is the policy of the Government and two, it is private 
management. 

On page 7 you say let's eliminate private management and go to 
total Government control and that will solve all our problems. How 
are you going to get rid of your number one priority of why we have 
the problem we are in now? 

Mr. DENNIS. I think j'ou arc identifying Government a little more 
broadly than I. I was specifically directing my comments to the ICC. 

I think Congress had made many attempts to effectively chang 
the system. I am talking specifically in Government of the ICC. 

We have testified in lavor of the Surface Transportation Act and 
also very similaily to what the UTU did and we favor changes in those 
Government regulations. 

Mr. SHOUP. Again, what is confusing to me in your testimony is 
on page 9—you place the blame on ICC and its operations and yet 
you want to go total Government and the total Government would 
operate imder the same ICC regulations. 

You don't address yourselves to restructuring of the ICC. 
Are you contemplating that? 
Mr. DENNIS. I certainly don't contemplate that the authority 

wliich would run these railroads would be the Interstate Commerce 
Commission. 

Mr. SHOUP. Under the same regulations that jou say caused the 
problem? 

Mr. DENNIS. The regulations themselves I tliink need change as we 
so testified before this committee on the Surface Transportation Act. 

I sa}' whatever ICC regulations exist at that date, this autiiority 
would continue to operate under those regulations as other railroads 
would. 

Mr. SHOUP. Thank you, Mr. Dennis. 
Mr. DiNGELL. The cormnittee thanks ^ou for your helpful testimony 

today. 
We are grateful to you. 
The committee stands adjourned, subject to call of the Chair. 
[Wliereupon, at 12:35 p.m., the subcommittee was adjoruned, sub- 

ject to call.] 
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WEDNESDAY, MAY 30,  1973 

HOUSE OF REPRESENTATIVES, 
SUBCOAIMITTEE OX TRANSPORTATION AND AERONAUTICS, 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to notice, in room 2123, 
Raybum House Office Building, Hon. Ralph H. Metcalfe, presiding 
[Hon. John Jarman, chairman]. 

Mr. METCALFE. The public hearing is being continued in the area of 
the operation of bankrupt railroads and also in surface transportation. 
Our hrst witness is Mr. Andrew L. Lewis. 

Mr. Lewis, do you wish to take the witness stand, please, and give 
us your name and identification ? Do you have a prepared text ? 

STATEMENT OP ANDREW L. LEWIS, TRUSTEE, READING CO.; ACCOM- 
PANIED BY RICHARDSON DILWORTH, TRUSTEE; AND WILLIAM 
HESSE, VICE PRESIDENT (LAW) 

Mr. LEWIS. Yes, I do, sir. It has been submitted. 
Mr. METCALFE. Thank you. 
Mr. LE^VI8. My name is Andrew L. Lewis, Jr. I am a cotnistce of the 

Reading Co. 
To my right is Richardson Dilworth, cotrustee of Reading Co. To 

my left is William Hes.se, vice president (law) of Reading Co. 
With your permission, Mr. Chairman, I have submitted a written 

text of approximately 14 pages, and rather than read that, I would 
like to summarize a few points which I would care to make in relation 
to Reading and the President's bill that you are considering rather 
than take your time to reading the entire text. 

Would that be agreeable ? 
Mr. METCALFE. Unless there are any objections, your entire state- 

ment will be entered in the record you may summarize it, if you will, 
please. 

Mr. LEWIS. Thank you. First, I am not a professional railroader. 
I am serving as trustee of the Reading Co. We have been involved 
for a year and a half in plans to hopefully reorganize. 

If there are technical questions dealing with railroading, Mr. Hesse 
of our company would be better prepared to answer those than I. 
However, having been involved in the Reading for about a year and 
a half, you have to reach certain conclusions in relation to the prob- 
lems of raili-oads in the Northeast. 

(501) 
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First, I have read considerable testimony previously submitted 
before your committee, and I would concur with testimony submitted 
that the railroads in the Northeast have positively no chance to survive 
without major contributions or some type of support coming out of 
the Federal Government. 

I indicated that I concur with testimony submitted that Northeast 
railroads cannot sur^nve without help from the Federal Government. 
We liave explored six or eight possibilities of consolidations with rail- 
roads in the past year. 

All of these indicate a deficit operation. There is no way that we 
C4in see any light at the end of the tunnel in terms of our survival 
unless we liave some kind of help forthcoming from Washington. 

We happen to feel that H.R. 6591 is the closest possibility to a 
solution that we have ever seen. We have considered the other matters 
submitted to various committees in Congress and feel this is the most 
realistic in terms of the Reading problems and other problems of 
bankinipt railroads in the Northeast. 

One ]>oint that we feel particularly strong about, and this is Rich- 
ai-dson Dilworth, and I feel that we should not have a subsidized 
competing system. Ultimately we should end up with one railroad 
in the Northeast. 

It should not be subsidized or we should not have competing lines 
under any plan you may come up with. As an example, we run tracks 
up one side of the river outside of Philadelphia along the Schuylkill 
River and on the other side is Penn-Central. Both of our lines are 
losing money. We have parallel trackage with Lehigh Valley serving 
Bethlehem Steel Co. and Bethlehem. 

We lx)th lose money. We feel the ultimate solution is to have rates 
and service requirements controlled bj' the Federal Government and 
we do not have competing systems. It seems ridiculous to have subsi- 
dized systems and try to have competition in the rail industry. 

We feel there arc two distinct problems as wo see it, particularly in 
lelation to the Reading and also for the Penn-Cential, probably. That 
should be bi-oken down into the consumer problem, which we feel is a 
local problem. 

We feel that counties served by the commuter systems and State 
benefits fi-om commuter linos going into Philadelphia, that should be 
our problem and not your problem and should not necessarily be con- 
sidered by your committee. 

In the area of freight, we have come up with what we feel is a real- 
istic core system. As an example, we lost last year approximately $18 
million. About $f> or $7 million of that was lost in the commuter service 
and about $11 million was lost in freight lines. 

We further feel that marginal freight lines which the State of 
Pennsylvania feels would be helpful to them in tei-ms of keeping local 
industry despite the loss in the lines, that those problems should be 
absorbed by the State and should not be the burden of a federal 
system. 
' The last point on that particular area has to do with labor. We feel 

it is extremely important that we have full labor protection. We rec- 
ognize the cost of this. However, we feel that attrition will ultimately 
solve that problem and if we expect to come uji with any realistic 
workable solution, it would have to protect the rights of the people 
working on the various railroads in the Northeast. 
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One other area tliat we feel is worth exploring specifically in Appa- 
lachia and Pennsylvania, if tliere were—and if. is not a part of this 
committee—some way we conld tie in the ener<rv crisis in tei-ms of the 
ecological problems of coal that many of the railroads in the Northeast 
could come back and survive on the basis of coal traffic alone. 

If you look at tlie Reading Co., as an exam])lt', we are essentially a 
coal carrying railioad and our revenues and profits have deteriorated 
in direct proportion to drops in coal traffic. 

We feel there sliould bo assistance from the Federal Government in 
solving ecological problems with coal. If we can do this, it will not onh' 
solve the railroad's problem but also make a contriijution to the energy 
crisis and greatly aid unemployment in the areas that are as heavy as 
they are in the coal region. 

In conclusion, we fiiel that Northeast railroads are a great resource 
of this country. We would like to see them continue to operate. AVc 
think they are vital to our industrial well-being. 

We hope that your committee will favorably consider some type of 
support, hopefully through a bill similar to U.K. 0519. 

[Mr. Lewis' prepared statement follows:] 

STATEMENT OF A.VDBEW L. LEWIS, JR., TRUSTEE OF THE PEOPEBTY OF READING CO. 

My name is Andrew L. Lewis, Jr. I am a trustee of the property ot Reading 
Company wliich on November 23, 1971, filed in the United States District Court 
for the Eastern District of Pennsylvania, a petition for reorganization under 
Section 77 of the Bunkruirtcy Act. My co-tnistee is Richardson Dilworth, Esq., 
and the Honorable J. •William Ditter, Jr. is the District Judge assigned to the 
Reading proceedings. 

I have attached as an appendix certain material including a map description 
of the Reading. This appendix also describes what we believe should be the core 
of a restructured Reading system. 

The precarious flnancial condition of the Reading is due to increasing cost 
units and re<luction in its freight traffic. This reduction in the Reading's freight 
traffic and consequent los of revenue, is attributable to many factors, the most 
important of which is the greatly reduced use of bituminous coal for electricity 
generation purposes. However, it makes an historical method of reorganization 
difficult, and probably Impossible, nnles.s restructuring of rail lines in the nortli- 
east territory occurs by which increased traffic density over "core" lines of the 
Reading is increased through elimination of duplicate facilities and consolidation 
of facilities with other railroads. 

Our bondholders are seeking to stop the railroad operations and to liquidate 
the property, asserting that continued operation of the property will only be with 
losses that will unconstitutionally invade their property rights. ^^^liIe we think 
that no such unconstitutional invasion is yet occurring, we also see no purpose in 
continuing an operation that promises no net income upon wlilch to base a re- 
organization plan. 

Our problems of endeavoring to continue service conld be compounded should 
the Lehigh Valley cease its operations, as It has petitioned its Court to do. Im- 
portant north-south routes involving the Reading, Delaware and Hudson, Boston 
and Maine and the Baltimore and Ohio include a portion of the I^ehigh Valley. 
Moreover, problems on the Central of New .Jersey have created severe delays on 
east-west traffic moving over joint routes with the Reading. 

I have heretofore advocated broad policy direction and strong leadership from 
the Federal government. Without it there is no solution to the northeast rail- 
road problem.'!. The Individual Iwnkruptcy courts have not the .lurisdicfion. the 
expertise or the time to restructure the entire territorial system. Tliis is an 
administrative job which needs to be done now, and completely, not on a case by 
ca.se basis. 

Accordingly we look to the Congress to designate the body which should as.sume 
this job, and to the Congress for help in staving off a collapse of service while 
the nee<ls for railroad service, and what facilities should supply it, are being 
determined. 
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It is our view that unless the Congress enacts legislation which will, with 
Fcileral financial supi)ort, enable the northeast railroads to concentrate on main- 
taining cJficient service where needed, with elimination of duplicative facilities, 
and rehabilitation and modernization of those found to be needed, railroad oper- 
ations in tlie northeast will collapse, greatly to the detriment of the entire 
country. 

Of the current bills before Congress, we favor in general the approach set 
forth in H.R. 6.191 as being most likely to produce a railroad system which 
will meet the public need at the least cost to the taxpayer. That proposal, which 
follows the suggestions of the Interstate Commerce Commission, meets the 
initial need for protecting creditoi*s against erosions of tlieir collateral security 
during tlie iieriod required for a considered determination of which rail lines 
are needed. It gives communities and shipping interests the oijportunity to 
determine if they .should supjwrt branch lines not otherwise economically justi- 
fle<l. It would provide that governmental leadership so sorely needed to deline 
tlie territory needs for specific rail .service and the means of preserving it 

However, we believe that a careful examination should be made of the defi- 
nitions, in the bill, of costs that should be included in determining the rents 
IMiyable during the interim period, to assure tliat those costs covered by the 
rent  will x)revent unconstitutional erosion of creditors'  rights. 

The Interim Ofwratious period will give the Commission or the Department 
of Tmnsiwrtation an opportunity to examine and determine which railroad 
facilities sliould be coordinated; whidi should bo preserved, and which aband- 
oned. It will ix^rmit careful economic studies of the consequences, and there- 
after would encourage implementation. 

An example of what can be done liy siicli coordination is sliown by the study 
conducted by the Trustees of the I^high Valley Railroad Company, Central 
Raiiro;i(l Company of New Jersey, the I^iehigh and Hudsfin River Railway Com- 
pany and tlie Reading. We have determined that by coordinating our respective 
facilities and tran.sferring the essential ones to an operating entity, service to 
most shipjiei's could be continued and the new entity might be able to operate 
on a breakeven l)asis. However, large amounts of capital would be required to 
upgrade the facilities to be xised, make proper connections between them to effect 
a unified system, and to meet tlie cost of protecting displaced labor. We found 
no source for these needed funds, but H.R. G.'')91 would prortde much of them. 

This stud.v however clearly shows what can be done merely by eliminating 
duplicating facilities and staffs of four of the smaller bankrupt railroads to 
provide excellent railroad service over a modernized system at a cost estimated 
at between ^')0 and §70 million including five years working capital needs, but 
excluding labor protective costs. This is about the equivalent of what I under- 
stand to be the cost of five to ten miles of non-access highway through an urban 
area. 

These studies of the savings which could l)e accomplished by a consolidation 
of facilities in the State of New Jersey of the Reading, Lehigh Valley, Central of 
New Jersey and Lehigh and Hudson River demonstrate, we think, tliat a viable 
railroad s.vstem in the northeast could be established by the inclusion therein of 
the fncilides of the bankrupt estates throughout the territory which duplicate 
eacli otlier without really adding to service. And I have concluded that the terri- 
tory at least from Pennsylvania east to southern New England really needs only 
one railroad entity to .serve the public. 

All we niH'd. and this is what the Congress Is having i)roposed to it, is a guiding 
hand with i>ower to accomplish tlie objective and the financial sui)port to do it. 

Ther(! are two areas, however, tliat we think should be more clearly dealt with 
than is done in H.R. 6.'!)1. We think that pas.senger .service, and particularly the 
commuter service, is one wliich local or state governments must supiwrt. It has, 
we think. bet>n clearly demonstrated that a commuter service cannot supiwrt 
Itself through the fare box, and it also is dear that the freight revenues cannot 
.support it. A restructured railroad system should be relieved of this burden, and 
the statute should so provide. 

The Reading, as I have iwinted out, transports over 1.3.000,000 commuter 
passengers annually by the weekday operation of over 300 commuter trains. Even 
with $.").700,000 of support payments in 1!)72, this operation cost the Rending over 
$1,000,000 in losses calculated on an avoidable cost basis—that is, only those costs 
which could lie saved if the senice were discontinued are charged against the 
service. 

Our second problem has to do with the protection of displaced or adversely 
affected railroad employees. The social obligation for protecting them—and of 
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all employees, not jnst those represented by labor unions—should l)e cast on the 
public. It is a just thing to protect these people. If protective costs are left to the 
bankrupt estates, this dt>es not mean tliat payments will be received, or if re- 
ceived, that payments could be made promptly so as to avoid interim hardships. 
We think that the cost of lal«)r protection would l)e more tlian the bankrui)t 
estates could manage even if the Courts should determine that such charges 
could con.stitutionally come ahead of secured creditors' rights. And certainly 
viable carriers will be reluctant to assume such obligations as a condition to 
supfKjrting the newly devised system. 

We understand that tliere is in draft form a proposed bill which would In- nn 
amendment to H.R. TiSSa, tlie proix>.se<l Surface Tninsiiortiition Act and would be 
emitted "The Northea.st Essential Kail Services Act of l!i73". The draft we have 
read includes refinements in ways to meet the general proitosals of U.K. 0.")!U 
and we commend those features which would result in the creation of a corpora- 
tion to of)erate a system broadly determined by the Secretary of Transportation, 
specified in detail by the Interstate Commerce Coinmission and reviewwl by the 
Congress. It would assure, we think, ade(iuatc funding and yet leave free to 
bankrupt esptates the opportunity if tliey wished to attempt an historical type of 
reorganization. 

However, again we urge that should such a bill be introduced, considemtion 
be given to the public funding of employee protection costs, and to relief from 
passenger operations not fully funded by communities or .states. 

There are other areas which the Congress should consider, we think, in con- 
nection with the current rail crisis. The energy demands of the country are huge 
and growing. The controls necessitated by the need for environmental protection 
compound the problem of meeting this energy demand. Retention and modern- 
ization of our rail system in the densely populated northeast territory are musts 
to meet these problems. 

As one example, huge quantities of bituminous coal are available, and as 
before, can readily i)e transfwrted by rail to supply energy to this territory. But 
adverse ecological consequences now deter us. Sums spent on devising ways to 
precipitate and capture noxious gases from coal burning, and to reclaim land 
damaged by coal extraction, will return many benefits—retlnction of the otittlow 
of dollars for foreign oil; increa.sed employment in AppalacliUi and on the rail- 
roads; assured energy supplies. 

An attack on the energy problems is also an attack on the railroad i)rol)Iems. 
The railroad situation is critical and the need for immediate action is urgent. 

The interim protei,-tive measures c-ontemplated by H.R. (l."i!H. and e.spwially liy 
the draft of "The Northeast Es.sential Rail Services .\ct of 1972" will iK-nnit 
an orderly attack on the jiroblem. Unless leadership and action does come 
promptly from the Federal government, we foresee a cluiotic transportation con- 
dition which will require exi)ensive emergency measures to correct—i)erhaps 

• then only by purclia.se and operation of the roads liytlie government. This we 
believe undesirable, not only because of the initial expen.se but because the 
exi>erience in otlier countries where nationalization exists shows that huge 
expenses continue. 

APPENDIX 

Geographically the lines of the Reading, as shown on the attached map, lie 
largely in eastern Pennsylvania, with a line from Philadelphia to a point in 
New Jersey opposite Staten Island, and a line extending to Wihnington, 
Delaware. 

It connects witli the Western Maryland railroad west of Harrisburg, Pa., 
with the Penn Central at Harrisburg, Pa., and WMlliamsport, Pa., with the Erie- 
Lackawanna near Bloomsburg, Pa., the I.*high Valley at Allentown, Pa., the 
Central Railroad of New Jersey at Phillir>sburg, N.J. and Bound Brook, N.J., 
and at Philadelphia, Pa. with the Baltimore and Ohio and Penn Central. It 
also has a connection with the Baltimore and Ohio at Wilmington, Delaware, 
and with Pennsylvania-Reading Seashore Lines at Camden, New Jersey. 

Prior to filing its petition under Section 77, tlie Chesapeake and Ohio and 
Baltimore and Ohio jointly owned about 45% of the Reading stock entitled to 
vote, and the Reading in turn owned 59% of The Central Railroad Company of 
New Jersey, also in reorganization. The Beading and Central Railroad of New 
Jersey together with the Western Maryland Railway Company, were considered 
a part of the Baltimore and Ohio "family" lines and the Baltimore and Oliio 
in turn is stock controlled by the Chesapeake and Ohio Railway Comi>auy. Many 
through freight routes were and still are jointly maintained by all of these lines. 
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Tho Reading paruoa gross revenues in 1972 of ^111,150,000. This Included 
^;H>,2aO,O0O of trelKlit icveinie derived from tlie transiJortatinn of approximately 
G.S(i,000 carloads of freight. The Reading in 1972 also transported sliglitl.v more 
than l.'5,0(>0,0()0 iwsseugers, largely in commutation service in and around Phila- 
delphia. Passenger revenues were .$9,593,000 nnd sui)port payments for this 
service from Southeastern Pennsylvania Transportation Authority vrere 
^5.08.3,000. 

Certain statistics comparing carloads of freight handled in 1967 compared 
with 1972 demonstrate the reason for the financial problems of the Reading. 

Carloads 

Anthracite 
Bituminous 

coal    Merchandise Total 

1967             43,485 
            40,659 

314,808           705,458 
152. 567           565,322 
107,601           544.025 

1,063,751 
758.548 

1972              34.355 685,981 

During the first four months of 1973 we have experienced an upturn of 8% 
in carloads and 14% in iwenut-s over the same 1972 level and we expect this to 
hold for at least the remainder of the year. However, our income account still 
reflects a net loss of $5,827,0(X) compared with an .$8,429,000 loss for the same 
period of 1972. The recently negotiated national settlements with a number of 
ial)or unions will, if ai»plied to all crafts, further increase our wage costs on an 
auiiuul basis begiuuiug .Tanuary 1, 1974 by about $6,000,000. We are hopeful that 
at least a major part of these increased costs can t»e met by increases in freight 
rates, penuitted to become effective when the costs increase rather than some- 
tini'e later. 

Most of the freight handled by the Reading (over 85%), is interchanged 
with other railroads, and moves both east-west and north-south. The southern 
busine.ss moves jointly with the Baltimore and Ohio to and from its southern 
connections, and with the Xorfollf and Western via the Western Maryland 
tlirough tile Hagerstown, Md. gateway. On the north the business is Inter- 
change<l with the Central of New Jersey at Bound Brook, N.J., the Lehi^ Valley 
at AUentown, Pa. tlience to the Delaware and Hudson near Scranton, Pa. and 
the Brie-Lackawanna near Bloomsburg, Pa. 

The east-west business interchanges with the Baltimore and Ohio at Phila- 
delphia, the Western Maryland west of Harrisburg, the Penn Central at Hariis- 
burg, the Erie-Lackawanna near Bloomsburg, and the Central of New Jersey at 
l'liilHi)sburg, N..T. 

There are some 6,.500 shippers served by the Beading in its own territory. 
Should the so-called Baston-Washington, D.C. rail corridor be devoted pri- 

marily to passenger service, the Reading, with its connections, would be avail- 
able for freight sei^ce now moving over the corridor. 

The traffic routes that I have described require in our opinion the rentention 
as ft core of the lines of railroad between: 

Lurgan (West of Ilarri-sburg, Pa.) and Allentown, Va.; PottsvlUe, Pa., and 
Pliiladelphia ; Reading. Pa., and Wilmington, Del.; Bethleliem, Pa., and Phila- 
delphia, Pa.: Phila<ielphia, Pa., and Port Reading, N.J. (opposite Staten Island, 
N.Y.) ; and Metroiiolitan Pliiladelphia Branch lines. 

We think that all of the railroad north of Pottsville, Pa., generates Insuffl- 
oient traffic to be supiwrted as part of Reading's railroad operations and it is not 
needed for through tratlic routes since the Erie-lAickawanna rortte through 
Bloomsburg, Pa., can move through Allentown and thence Lehigh Valley to the 
Erie^Lackawanna near Scranton, Pa., and the Penn Central through traffic via 
WiUiamsport, Pa., can move through Harrisburg, Pa., as it pre.sently is doing to 
a great extent. Accordingly, we believe oi)enition of it should be discontinued, 
as well as some small relatively unimi)ortant branch lines now connecting with 
the described core system. 

Mr. METCALFE. Thank you very much, Mr. Lewis, for that very fine 
statement, especially for the summary. I fwould like to, review some 
figures that you gave us. You indicated that last year you lost $18 
million. 

Mr. LEWIS. Yes. 
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Mr. METCALFE. Did I imderstand that breakdown was $6 million, 
approximately, for passenger and $11 million for freight? 

Mr. LEWIS. Approximately $12 million for freight. 
Mr. METCAI^E. In your proposal and in support of H.E. 6591, are 

30U advocating maintaining the feeder line, the auxiliary lines, or 
what is your position in regard to those auxiliary lines'( 

Mr. LEWIS. We have a map which has been submitted indicating a 
core system. We feel that as an operating railroad we would like to 
abandon tliose lines. However, we feel we should work with our State 
government and hopefully those feeder lines that are serving industry 
in Pennsylvania, we should work out some way that it is subsidized by 
tiie State so we can continue to keep these feeder lines in operation. 

Short of that, I think they have to be abandoned. We would like 
to see tliem not abandoned, but we feel they have to be subsidized if 
we want to keep that industry. 

Mr. METCALiTi;. Are you restricting your subsidy to the feeder lines 
or are you saying there should be subsidy for feeder lines plus addi- 
tional money for, say, the Reading Co. so that they in turn will be able 
to survive? 

Mr. LEWIS. Basically, I am agreeing with H.E. 6519. There should 
bo subsidy for the core system. Our problems in tenns of feeder lines 
and commuter lines should be subsidized outside of Federal legisla- 
tion, that this should be a local problem and we should solve this 
within our own Commonwealth. 

Mr. METCALFE. Can you give me an estimate as to what was the fiscal 
position of the Reading Co. approximately 3 years ago ? 

Mr. LEwas. The Reading Co. has been operating at a deficit of ap- 
proximately $5 million 3 years ago, increased to about $12 million in 
the next year, $18 million last year and hopefully this year we will 
cut it back to 12 or 14. 

Mr. METCALFE. Have you determined any figure which you think the 
subsidy sliould amoimt to, say, for the Reading line, keeping in mind 
the things that you said, and I certainly concur with you, there 
should not be duplicative or parallel lines. 

Mr. LEWIS. There are two figures which you keep in mind. The com- 
muter lines would be $8.5 million. In the core system approximately 
$3 to $5 million. 

Mr. METCALFE. "Wliat is your projection as to how long this would 
make the Reading Co. solvent? 

Mr. LEWIS. I have advice from my counsel, which I may not agree 
with, so I will state how I feel about it. I don't believe we are ulti- 
mately, unless we have a tremendous chan":e in the traffic situation, 
going to end up with a viable, profitable railroad system in the North- 
east, and I do not believe the Reading system will be profitable. 

I think Richardson Dilworth probably concurs in tliat feeling. We 
are not railroad technicians, but looking at it from a lay standpoint, 
I tliink once the Federal Government gets involved in the railroad 
business, regretfully, I tliink you are in it to stay. 

Mr. METCALFE. "5?OU as trustees are, of course, concerned with trying 
to make it viable as well as a solvent company, and of course I guess 
you gathered wliat I was inferring wlien I asked the question as to 
what was the fiscal status of the Reading Co. 3 years ago. 
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It was in trouble then. It is in trouble now. Even if we do come up 
with $8.3 million, there is no guarantee that is going to be the panacea 
that we are looking for. Am 1 right on that ? 

Mr. LEWIS. Yes, I think jou are right. However, I do feel this way. 
"We have the elimination of duplication of services. We are going to 
cut deficit tremendously from where it is. We are talking about $3 to 
$5 million subsidy compared to $12 million loss, so there will be sig- 
nificant savings. 

The problem we have even in our consolidations as we project con- 
tinual increase in labor cost, we still have nothing to indicate there is a 
turnaround in the coal business and our revenues will continue to 
slightly drop off in that area. 

Unless there is a major change in terms of coal as a source of energj-. 
I don't see that your bill will be a panacea. 

Mr. METCIALFE. Then you indicated you felt as though there should 
be some nationalization of the raili"oads, is that riglit ? 

Mr. LEWIS. I would prefer to avoid nationalization. I feel that if we 
can operate the railroads under not necessai'ily the present manage- 
ment but under a reorganized management, "tlio ultimate cost will 
probably be less, and I think with due respect to the Federal system of 
operations, I feel that the private enterprise could likely do a superior 
job to some type of Federal control in terms of direct management. 

Mr. METCALFE. I would like to make a statement and not solicit an 
answer, that I would not concur with your thinking. I think we'd bet- 
ter be giving some serious consideration to using your talents and com- 
bining tliem toward a nationalization jirogram wlierein we would have 
the benefit of your background and expertise and work more closely 
together, rather than disjointedly as we have been before. 

Mr. Shoup, do you have any questions ? 
Mr. Snorrp. Mr. Chairman, thank you. Mr. Lewis, the statement that 

j'ou have made as to your conclusions of nonviability of the railroad, 
are you referring only to the Reading or is this your opinion of all 
railroads? 

Mr. LEWIS. It happens to be my opinion of all railroads, but having 
worked with the Reading situation for a year and a half, I think I can 
say that with some certainty. 

Mr. Siioup. As I understand it, you are saying that neither private 
industry nor the Federal Government can operate without a deficit, 
but if the Federal Government will give the money to private industry, 
they can lose less money, they are not as efficient in losing monej- as 
the Federal Government ? 

Mr. LEWIS. That is a correct interpretation of what I said. 
Ml". SiiOTTP. Do I imderstand that the Reading Railroad to be profit- 

able must carry a predominant tonnage of coal ? 
Mr. LEWIS. That is correct. 
Mr. Siioup. There is not the potential of other freight that would 

take up the slack? 
Mr. LEWIS. We are a short-haul railroad. We primarily serve the coal 

regions in Ponnsvlvania. As a net result, unless there is industry along 
those lines, which currently is insufficient to support the line, without 
a revival of coal, we cannot see a profitable position. 

yiv. Snorp. Would you then liken the Reading Railroad somewhat 
to the buggy whip manufacturer? 
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Mr. LEWIS. XO, I wouldn't in this sense, sir. There are several items 
that I think we have to consider Iiere. First of all, the problems of 
crowded highways, the energy crisis in terms of gasoline, the fact that 
there are many products that still can be moved more economicallj- by 
rail than by truck. 

As an example, if we eliminate the railroads in Pennsylvania, every 
highway we have would be a parking lot. I think the railroads have an 
important role to play. I think that the products that they move and 
coal and steel are veiy important to the industrial well-being of the 
area, specifically in Pennsylvania. I also feel as we look down the line 
into the megaloi)olis from Boston to Atlanta, that railroads are going 
to ultimately at some point be a very vital part of moving freight, 
but certainly to a large degree even passengers. 

I think that the railroads may be in the, days of the buggy whip, 
as you put it, for the last 10 or 15 years, but as a national resoui-ce, 
I think it is necessary. 

Mr. SHOUP. Then why do you not think that it can be a viable 
operation ? 

Mr. LEwa-t^. For several reasons. Eight now, as an example, if you 
look at tlie Iiighways which are maintained by outside sources, riglit 
now we maintain our entire right-of-way. We maintain our trackage. 
We purchase our own right-of-way. These expenses are things tliat in 
terms of capital investment we can no longer absorb with the declin- 
ing traffic we have. 

Mr. SHOUP. Would you feel that if the railroad right of way was 
managed or controlled as the public highways are, that the railroad 
industry would be viable ? 

Mr. LE-was. I tliink this would be an important step and would be 
an alternative to the proposal here in H.R. 6591 and it is one of the 
things we have looked at. I cannot give you specifics, although we 
could submit that to you, how we would operate if we did not have 
to maintain our own right-of-way and tracks. 

Reading has considered that as an alternative and we have those 
figures. 

Mr. Snorp. If you were to eliminate your passenger service, could 
the freight service or tlie freight portion of the Reading railroad be 
profitable ? 

Mr. LEWIS. Xo, sir. About a third of our losses are in passenger 
movement and two-thirds in freight. 

Mr. SHOTTP. May I say I think you are rather unique. In the testi- 
mony we have had before and during the previous years, during the 
tliroes of Amtrak, there was an indication from all other railroads 
that their greatest loss was from passenger movement. I think we have 
lieard during these particular hearings in the last couple of weeks 
that the railroads attribute their greatest loss to passengers and I am 
speaking to the same type that you haul. 

Mr. LEWIS. That was true with us imtil 2 years ago. 
!Mr. SHOVP. What was the change? 
Mr. LEWIS. Just a continual dropoflf in coal traffic. 
Mr. SHOTTP. Rather than less loss in the area of passenger, it would 

be a greater loss in freight? 
Mr. LEWIS. That is correct. 

9ft-474—73—pt. 2 12 
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Mr. Siiotip. You speak of tlie consolidation or the elimination of 
some parallel lines so that service shall be provided over one line onlj-. 
What bothers me at present, unless we are able to provide iipdatcd 
service, I think you will drive more customers away from the rail- 
roads. One of the complaints I get at present, even Avith parallel lines, 

t is the service and I think you know what I refer to on this. 
• What percentage of the time does the Eeading Railroad feel that 

their boxcars are in use traveling? 
Mr. LEWIS. Fourteen percent. About 14 percent. 
I would like to comment though as an outsider in the railroad 

industry now with Richardson Dilworth I think the service on our 
particular railroad has been one of the better features of the Reading 
despite our loss. 

ilr. SHOUP. Aly point is this: If you have two parallel lines and if 
you are only going to be able to give service at 14-percent traveltime, 
the time that a car is in use, it is traveling down the road and that is 
all you can do, then it seems if you would consolidate the two, you 
are going to give ix)orer service. 

Mr. LEWIS. I can't completely agree with you because there are 
other factors in terms of the use of the care beside the time they are 
on a siding of a customer and being shipped out to another customer. 

ilr. SHOUP. I was being the devil's advocate, attempting to draw 
something from you that there happens to be more than merely put- 
ting the lines together that is going to be the panacea. 

Mr. LEWIS. Agreed. I think that is a very valid point. I think with 
that you are going to need upgrading oi the track. We are going 
through a problem now with maintenance where we have a number of 
wrecks which we did not have previously where trains are going off 
the tracks. 

We have a lot that has to be done in terms of improving the service 
we are pro\'iding, but we don't have the source of funds to make the 
capital investment to improve the service. 

Mr. Snoup. Mr. Lewis, have you received from the committee a 
request for your suggestions as to service ? 

Mr. LEWIS. Yes, we have, and I believe that has been submitted. 
Mr. Suoup. It has been submitted ? 
Mr. LEWIS. Yes. 
Mr. SHOUP. Thank you. Xo further questions, Mr. Cliairman. 
Mr. METCAEFE. Mr. Kuykendall ? 
Mr. KuTKEXDALL. Mr. Lewis, it is good to have you before the 

committee. 
"WHiat pei'centage of your traffic, if any, is now in commuter passen- 

ger service? 
Mr. LEWIS. I don't think I understand your question. 
Mr. KuTKENDALi.. How many passengers do you haul ? 
Mr. LEWIS. Thirteen million. 
Mr. KuTKENDAi,L. What percentage of your total traffic in the sense 

of car miles is given to passenger service ? 
Mr. LEWT;S. I don't have that specific figure. 
Mr. KuTKENDALi,. Givc me a ball park figure. 
Mr. LEWIS. In revenue, the fare box produces about $9 million annu- 

ally of revenue from passenger service. 
Mr. KuTKENDALL. How many passenger-miles is that ? 
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Mr. LE\nR. Our trains, T think, averapo only about 20 miles because 
it is nearly all Philadelphia commuter service; 20 miles of train, on a 
weekday vre operate almost 400 trains each day. 

Air. KuYKiiNDALi.. What percentage of your operating loss as shown 
on your balance statement is a passenger loss ? 

ilr. liEwis. About 33 percent; one-third. 
Mr. KTJYKE>rD.\i.L. Alay I then ask you to accept the hypothetical 

situation in my questioning that I am not referring to that at all. 
So, now, just recently I saw a composite set of figures and then fig- 

ures on some different lines showing the eastern road in bankruptcy 
as well as Southern, Southern Pacific and I believe one other, B. & O., 
I think. Across the board it was quite interesting that the car loading 
and tons per car of the diiferent railroads varied hardly at all. 

In other words, the eastern roads look quite good and that in 
revenue tons per mile you had the best in the Nation and yet you lose 
the money badly. At the same time Southern is having a stock split, 
you are going bankrupt outside of the passenger service. 

Mr. LEwas. Correct. 
Mr. KtrrKEKDALL. Xow the figures showed that you nin shorter 

trains more slowly. This is the big difference on the chart between the 
eastern roads that go bankrui>t and the southern roads, the B. & O. 
and the western roads. 

That, in essence, is the big reason that you lose money. 
Mr. LEwaa. Excuse me, there is one other item. 
Mr. KtrTKEN'DALL. And you are loaded down with employees. 
Mr. LEWIS. No, shorter haul. There are three factoi-s that answer 

your question. 
Mr. KuTKENDAix. This is quite interesting and that does not show 

up in the DOT railroad figures. 
Mr. LE^VIS. Well, if TOU look at the Eeading figures  
Mr. KTTTKEXDAI.I.. Jfust the Reading figures alone ? 
Mr. LEWIS. Specifically in our railroad the problem we have is the 

fact that we have tremendously short hauls and our trains travel at f 
slower rates. We are in a more heavily dense population area as far as 
traffic problems are concerned and also our trams are in poor shape. 

Mr. KTJYKENDALL. We are having to face the situation in this com- 
mittee that on one extreme is the jwsition of the DOT, which would 
have us cut back to a profitmaking structure, regardless of how far. 
Then let the railroads start from there and grow back. This position 
that would require the absolute minimum of dollar support from the 
Crovemment. The other extreme is in essence out and out nationaliza- 
tion. 

Now. however, I consider the gray area in between the two extremes 
a terribly dangerous one. You can't take 15 minutes in a row and make 
a plus of them as we found out with Amtrak. 

But you spoke of subsidies. Now, is there a core road available ? We 
are thinking in terms of one major system. 

You also said that you could be in the black in a couple of years. 
Mr. TuEvns. Yes. 
ilr. KuTKENDALL. One of you is shaking your head and one of you 

is nodding your head. You remind me of the ICC. 
Air. LEWIS. We are not saying that the Reading by itself. 
Jlr. KTTTKEXDALL. In other words, would it be a part of your system 

that could be made a part of our system ? 
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ilr. LEWIS. Part of our system could be made a part of your system, 
Wc feel there is no way we can cut back Reading that we are profttable. 

^Ir. KxTTKEXDALL. t am not talking about making Reading a self- 
supix)i-ting independent organization. 

Jlr. I^wis. The answer to your question is "Yes," and part of our 
system could be a jmrt of another system which would be a part of a 
yery bare bone core that could be profitable, 

ilr. DiLwoRTH. Could I qualify that? 
Mr. KUYKENDALL.  Yes. 
Mr. DiLwoRTH, I don't think we can cut l>ack to an absolute bare 

bones system because it would bankrupt the State. We haye to main- 
tain some parts of the lines that aren t profitable because they mean 
so much to industry and so much to the development of the State, 
so I think the only thing that Mr. Lewis and I might possibly dis- 
agree on is that I cant see a core road that really serves the State 
and serves it in its essential also as being profitable. 

^Ir. LEWIS. I would agree with Mr. Dilworth. 
]Mr. KuYKEXDALL. If you are going to go tliat route, your next step 

is that either the State or industry has to subsidize the loss, is that 
correct ? 

Mr. DILWORTH. That would be my feeling, yes, sir, 
Mr, KuYKEXDALL. Assumiug that, how can you use taxpayei-s' 

money to compete in the open transportation market against unsub- 
sidized carriers? For instance, you leave a little line out here nmning 
from Podunk to Ynzoo City, ^liss. And for the public convenience, 
the people of Yazoo City decide they want that freight train ninning 
and they pay for it with taxi>ayers' money. 

The truck lines between Memphis and Yazoo City are competing 
on the same line. Well, the parent railroad wants more traffic between 
^lemphis and Yazoo City. They go to the ICC and get permission to 
cut rates. All this means they are using that much more of the tax- 
payers' money which is coming right out of the truckers' pocket to 
subsidize his own competition. 

•\\1iat is riglit alwut that? 
Mr, LEWIS, Well, I think what you are saying is almost what I said, 

but we have a feeling in tci-ms of our specific problem that the local 
problem should be solved locally. We think the commuter problem, 
let's isolate that and not talk about it. We full}' agree that is a city of 
Philadelphia suburban and State problem, 

Mr, KuYKEXDAU.. And nobody wants the business ? 
Mr. LEWIS. That is right. That is something we have to accept the 

responsibility for. Wc also feel on the highh' marginal lines in Penn- 
sylvania, that are serving a limited industry, they are going to be 
operating at an ob\ ious loss, that that is a determination the State 
should make as to whether or not they feel it is in the economic well 
being of Pennsylvania to support that rail line rather than permit the 
rail line to go out of business and perhaps industry to go out of 
business. 

Granted you can make an argument on whether or not we are sub- 
sidizing competition for trucking and on the otlier hand the railixiads 
argue that the highwa^-s are subsidized for the truckers. 

Mr. KuTKEXDALL. So you think it is all right for us to leave that up 
to the States? 
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Mr. LEWXS. I think it is a local problem. I agree with Mr. Dilworth 
in terms of beyond a very basic core line we do need Federal help and 
we are going to lose a national asset if we don't support it. 

Mr. KuYKEXDALL. The matter of the basic core liiie. is really the 
essence of the problems which concerns this committee. We would like 
to have your opinion on tlie core system. We also have to decide to 
what extent a local Government can waste taxpayere' money to subsi- 
dize a born loser. 

We are faced with a problem here of trying to put something on its 
feet and not create another Amti-ak. So in talking about subsidies, I 
am on record as saying that only the initial cost should be borne by 
the Government. 

But I am afraid that you are saying there is no light at the end of 
the tunnel and that bothers me. 

Mr. LEWIS. I guess perhaps I am saying what you said on Amtrak. 
I don't think it is as devastating as that, but you could have easilv at 
some point in the future look down at that raih-oad subsidy and elimi- 
nate. However, in the northeast and problems faced in Pennsylvania 
in terms of industrial development, I think it is a matter of priorities 
on where money is s])ent and I happen to feel, despite not being a rail- 
roader, that investment in keeping the railroad system in a substantial 
core area, I am talking about the northeast, is a very worthwhile 
expenditure of Federal funds. 

I think to that degree I would probably stretch further than you are 
indicating by your comments. 

Mr. KuTKEXDAi.L. Thank you, Mr. Chairman. 
(ilr. METCALFE. Thank you, Mr. Podell ? 
Mr. PODELL. Thank you, Mr. Chairman. ^Ir. Lewis, I am sorry I was 

a bit late. I missed the earlier part of your testimony but I managed 
to browse through it during Mr. Kuykendall's 5-minute question 
period. 

I direct your attention to page 3 at the bottom, continuing on page 4, 
and perliaps this is our initial point of disagreement. 

At this point you indicate the reasons for your support of H.R. 
6591 and if I may summarize your reasons, you speak about: It "meets 
the initial need for protecting creditors against the erosion of their 
collateral security. It gives communities and shipping interests the 
opportimity to determine if they should support branch lines not other- 
wise economically justified." 

And, third, "It would provide that Governmental leadership so 
sorely needed to define territory needs for specific rail service and 
means of preserving it." 

Then again to emphasize a point in the verj' next paragraph, you 
say, "to assure that those costs covered by the rent will prevent un- 
constitutional erosion of creditors' rights." 

Xow, where we differ initially, sir, is that I am interested not so 
mucli in the rights of creditoi-s, but in the rights of people. I am inter- 
ested in tlie rights of the people to have complete transportation fa- 
cilities, either passengerwise or freightwise, so that consumer goods 
can travel in the most feasible and the most economical and best 
manner available. 

I am distressed that nowliere in your statement did yon refer to 
the interest of people. Certainly I believe that, while I do agree with 
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the consolidation, almost everjone of us agi-ee that to prevent the 
duplication and overhipping, there has got to be some kmd of con- 
solidation of the bankrupt Imes into one uniform force. 

Certainly I feel that the ICC proposal, which would cost approxi- 
mately $600 million a year, would be a costly venture for the Govern- 
ment. Would you care to comment on that ? 

Mr. LEWIS. Sir, first of all, I might say in your opening statement, 
I fully concur with what you said and I believe in my opening state- 
ment I said essentially what you said, that we have this concern. We 
isolated the commuter problem which is fundamentally our people 
problem in relation to our railroad. 

We feel tliat is a local problem and both Eichardson Dilworth and 
I are very strong advocates of mass transit and have supported every 
effort with the btate, and commimity to try to develop that. We have 
the same concern you have for people. This has been dii-ected toward 
two areas. 

One, to satisfy the needs of shippers which we think is extremely 
impoi"tant and keeping industry and jobs open in the area we serve. 
And we tliink this is an extremely important part of our proposal here 
in preserving the Reading. In relation to the creditors as trustees of 
the railroad, we have seller responsibilities. 

One of them happens to be creditors. Wo are now being sued by 
our bondholders, by our underlyers. We are spending their money to 
subsidize both commuter traffic and industry's we are servmg for 
freight service. We are continuing to do this. 

However, we are hitting the point where the court will likely no 
longer permit us to do this and unless we come up with some alterna- 
tive in the immediate future, we will be forced by tlie court to liquidate 
the Eeading Railroad the same as I anticipate will happen to Lohigh 
Valley and Penn Central. 

ilr. PoDELL. Are you an attorney ? 
Mr. LKSVIS. NO: I am not. Two of these gentlemen are attorneys. 
Mr. PonELL. Enlighten me, if you will. Assuming a company files a 

chapter 11 and assuming I am a creditor, not a preferred creditor, 
but a normal creditor at the company. At what point do I have a tax 
writeoff of the amount of moneys owed to mo ? Is it at the time you file 
the chapter 11 procedure, or at the time of adjudicating the bank- 
ruptcy ? 

Mr. HESSE. If you go to section 77 instead of chapter 111 am a little 
more familiar with that. In connection with the Penn Central  

51 r. PoDELL. Xo; I am giving a hypothetical case, sir. As an attorney. 
I hope I am not putting you on the spot, but there is a certain point 
where I as a creditor on ray corporate tax return say that company 
X owes me $5,000. They didn't pay. they filed a chapter 11 and there- 
fore I can write off the entire amount of the indebtedness, isn't that 
true? 

Mr. HESSE. I think it is a question of fact, sir, and if at the end of 6 
months when you are supposed to file a plan of reorganization, that you 
do succeed in filing such a plan, and that that plan indicates that there 
is going to be a certain value to you as a general creditor. 

Then I think at that point you are entitled to writeoff the amount 
which you will not be paid according to the plan. And T think the IRS 
would examine each situation separately. I would think that if at the 
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another 6 months because I haven't been able to come up with a plan 
yet," I would think that in that particular tax year the IRS would 
saj', "now it is becoming pretty gray area" and we think you probably 
then and this year should have writtenoff your claim and, of course, if 
you get paid in the end, then you will have to remember to treat it as 
income. 

Mr. PoDELL. In other words, if you don't pay your creditors, Uncle 
Sam is going to pay them vis-a-vis a tax writeoff'eventually, isn't that 
true? 

Mr. LEWIS. Yes; but most of our creditore have already writtenoff 
their debts to us. We are aware of that. 

Mr. PoDELL. Oh; they have alread}^ written them off ? 
Mr. LEWIS. We are speaking of the bondholders specifically tliat 

some of this has been writtenoff. However, it does not eliminate their 
rights nor the fact that we still owe them the money. 

Mr. PoDELL. I agree, the indebtedness is there, but nevertheless, 
these fellows are no longer in trouble, not as much as the guy who is 
getting $150 a week and working on the railroad. He is in trouble. 

But the creditor has already written off his indebtedness. That 
means Uncle Sam pays for it in any e\ent. If IK; hasn't written it off, 
he is going to. I must say to you, without being callous, that I don't 
care that mucli about the creditors. Let the court liquidate the rail- 
road. Let the Government be in on the sale. Buy it and wii^e out all of 
the creditors' rights and run a railroad. I am not so sure that this is 
not the best idea of all. 

The stockliolders of the railroad will certainlv be taken care of 
because we can give them new stock. The new stock is worth the same 
as the old stock. I could not say worth less or more. I think that I am 
not as concerned as you are about creditors. I think they have been well 
taken care of in one form or another. 

In addition, tlicre is a certain theory of caveat emptor. or lender 
emptor, if you will, when a man does business with a railroad, obvi- 
ous!}' he is on notice that the railroad is having difficultie.s. If I were 
to sell your railroad $5,000 worth of goods and merchandise, I would 
obviously be extending to you credit. 

I would look at your balance sheet and say I am doing business with 
a company that does not show a profit and it is losing money. If I do 
business with you, therefore, I am assuming a risk that I should be 
prepared to take. 

Now I cite these two things mercl}' to indicate tliat I am not so much 
concerned about ci-editors. I am concerned about two things: One, 
peoples' rights, the riglits for those railroads to deliver, not only peo- 
ple, but goods and merchandise in the best manner possible. 

And I am also concerned about the rights of men and women who 
at the age of 18 or 19 took a job on a railroad and at the age of 40 or ."iO 
find themselves with the possibility of I>eing out of work. "Wliat shall 
we do with these people, make them into computer expcits at tliis 
stage? Wliat can we do with a man who spends all of his life working 
in a business ? 

Wliat do you and I do, sir, if we could no longer practice law or be a 
Congressman? "Wlw would employ us at our stage in life? So these 
are my concerns. 
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I merely say tliis for the purposes of emphasis, but there is one other 
thing in your statement that I would like to bring to vour attention. 
On a question of employees, the problem has to do with protection of 
displaced oradxei-sely affected railroad employees and obviously 
should the ICC plan pass, there are going to be a lot of guys out of 
work. 

You say the social obligation for protecting them and all of the 
employees, not just those represented by labor unions, should be cast 
on the public. So the i)ublic is now payhig for the creditors because 
you have written off your obligations. 

The public is now*paying for the employees because we are going to 
have to do something with these people. We can't let them star\e on 
the streets. We have to provide jobs or meaningful training for them 
if it is possible. So, again, we are infusing sums of money there. 

Now, I come to the final point. After infusing all of these sums of 
money by waj* of either tax writeoffs, which cost us money, taking 
care of all of these people, and even you say in your statement that at 
best you are breaking even at this point, given all of the facts, what 
has the Government got ? 

^Ir. LEWIS. Sir, I think specifically in looking at the area which you 
repiesent, which is not too different from the area we are fix>ni in 
Philadelphia, eastern Pennsylvania area, I think we have to look 
upon this as a need of the community in terms of commuter traffic. 

In terms of supporting the people bv the railroad, I agree with 
your position completely. Attrition will take care of some of this. I 
think we will have to be working on retraining. There may be some 
dii-ect subsidation for these people. I agree with you that when the 
thing is all over, the Government is not going to have a highly profit- 
able business enterprise. 

Perhaps we will have to take the same approach on railroads as has 
been taken in terms of subsidies for airlines. I don't know a great deal 
about that subsidy so I don't throw that out as an argument. But I 
think we have to accept the fact that the Federal Government has 
responsibility because it is the only one that can pull together the 
problem of the Northeast in any kind of reasonable solution. 

We are down here to plead for your support, not as railroad people, 
but as citizens in our community having the same concern as you have. 

Mr. PoDELL. I could not agree with that statement more. I think 
you and I are completely in accord. What is wrong with the idea of 
the Federal Government taking over the railroads and hiring those 
railroad experts to i-un it for us? I am talking about the bankrupt 
lines in the Northeast area. We are paying for it anj'how, and in one 
form or another we are going to pay for the entire package. The only 
thing we are not getting is the milk from the cow. 

Should there be a profit, we are not going to get it. What is wrong 
with the possibility of the Government taking over those railroads 
and hiring these railroad experts, who have done so well over the 
years, to continue to run them ? 

Mr. LEWIS. TWO comments: First of all, it is obvious that nationali- 
zation is an obvious alternative and it may be the proper alternative. 
The way I look at it presently, I am not convinced that private enter- 
prise could not do a better job with the railroads than nationalization. 

Xo. 2. which is a comment I make as a layman and not as a rail- 
roader, I am not too sure we should run the railroad by experts. I 
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think "we might get a good soiuid administrator that doesn't know the 
railroaders and let him run the system. 

Mr. PoDELL. I have a sneaking feeling jou are right on that. You 
say in your statement, ^Ir. Lewis, that with all that done and after 
consolidation and doing all of the things that should be done, it is 
hoped that it would break even. Do you recall making that statement ? 

Mr. LEWIS. That was a consolidation of four railroads which was 
one alternative to H.K. 6591, there would be contiolidation of Central 
of Xew York, Lehigh Valley  

Mr. PoDEix. Four railroads. Consolidation of six railroads wouldn't 
make it any better. So therefore we can assume that after all is said 
and done, the consolidation of the six railroads, given all of the ideal 
circumstances that are referred to, you are going to break even. 

Mr. LEWIS. I think if we could do that and break even, it would be a 
good investment. 

Mr. PoDELL. If jou don't break even, then j-ou have to come back to 
Uncle Sam? 

Mr. LEWIS. Correct. 
Mr. PoDELL. There you are back with us again telling us that you 

need more money. 
Mr. LEWIS. Correct. I would like to come down here with gi*eat opti- 

mism. I can't. I see it exactly the way you are describing it and I think 
Dick Dilwortli feels the same way. 

Mr. PoDELL. I think that is why I feel we are wasting a lot of time 
going through all kinds of machinations and all kinds of "we will do 
this first and then try that," when in the final analysis the Government 
is going to have to pay for it. If we are going to pay for it, let's at least 
own it. 

That is why I think the ICC proposal is not feasible. I think the only 
solution is public ownership. I hate to use the word "nationalization" 
because it envisions the entire takeover of all railroads in the countiy 
and I am not referring to that, but merely those bankrupt railroads 
in the Northeast region. 

I want to thank you, sir, for a very honest and forthright statement. 
Mr. LEWIS. Thank you, sir. 
Mr. PoDELL. I yield back the balance of mj^ time. 
ilr. METCALFE' Thank you, Mr. Podell. ilr. Harvey ? 
Mr. HAR\'EY. Thank you, Mr. Cliaimian. We welcome you. Mr. 

Lewis. I, too, would like to congratulate you on a fine statement, 
I have one question inasmuch as I think most of the others have been 

asked. Mr. Podell touched on tliis. On pages 6 and 7 of your statement, 
you refer to the second problem, the one dealing with the displaced or 
adversely affected railroad emplovees. Could you give us some idea of 
what sort of sums we are talking afcout here ? 

Mr. LEAVIS. I anticipated that question would Ije asked, but I am not 
sure we have the answer. 

Mr. HESSE. I can give you the answer this way. On the Reading, I 
believe that there would be, if we went to our core system, Avhich would 
bo the most efficient part of the railroad, displacement of approxi- 
mately 1.200 employees. Of those 1.200, I think in the next 3 years, 
about half of them at least would be age 65 and under the proposed 
Railroad Retirement Act, would take their railroad retirement and 
would be entitled to it. 
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That would leave you, say, 600 emplovees and if you use the ICC 
formula for their protection thev would be protected for at least 5 
veal's at the same salary level as wlien they were displaced. That salary 
level average is $lo,00b a year, multiplied by 600 and I am sorry my 
mental arithmetic is terrible, but that is about what I think it would 
be on an annual basis for the Reading for 3 years or 5 years, whichever 
the protective time would be. 

ilr. LEWIS. But this would be a very small part of the problem here. 
That would be Reading. Obviously Penn Central would be consid- 
erably larger. 

Mr. HARVEY. For Reading alone, it would be close to $8 million, is 
that correct ? 

Mr. HESSE. I believe that is right as far as math is concerned. 
Mr. HAR\-EY. Tluxnk you, ilr. Lewis, for a fine statement. Thank 

3'ou. Mr. Chairman. 
Mr. METCALrE. Thank you, Mr. Harvey. 
I would like to express our profound thanks to you for your very 

candid presentation. It has been enlightening. I think we all agree 
that we don't have the answei-s as yet, but certainly your frankness 
and your statements have been most helpful to us. We thank you, Mr. 
Lewis, and the gentlemen who accompanied you, for making the state- 
ment. 

Thank you very Icindly. 
Mr. LEWIS. Tliank you for having us, sir. 
Mr. METCALFE. The next witness will be Mr. John G. Troiano, trustee 

of the Lehigh and Hudson River Railroad Co. 
May I suggest that all of the witnesses from Lehigh and Hudson 

River come to the table. 

STATEMENTS OF WILLIAM GIFFORD MOORE, PRESIDENT AND GEN- 
ERAL MANAGER, LEHIGH AND HUDSON RIVER RAILWAY CO., 
AND JOHN G. TROIANA, TRUSTEE 

Mr. MOORE. I am the president and general manager of the company, 
INIr. Chairman. 

Mr. METCALFE. Mr. Moore, would you prefer to identify yourself for 
the record and then proceed with yoiir statement ? 

Do you have a written statement ? 
Mr. MOORE. Yes. sir; we have submitted the statement. 
Mr. METCALFE. Proceed, Mr. Moore. 
Mr. MooKE. Mr. Chairman, I prefer to read my statement. 
My name is William Gilford Moore and I live in Warwick, N.Y. I 

have worked for the Lehigh and Hudson River Railroad Co. since 
May 1967, and have been president and general manager of the com- 
pany since Xovember 1.1968. Prior to mv L. & H.R. Railroad service. I 
worked for the Lehigh Valley Railroad for 1 year and for the Balti- 
more and Ohio Railroad for 23 years. 

On April 19, 1972, the carrier entered bankruptcy under section 77. 
Soon thereafter, Mr. John G. Troiana, of New York Citv, was ap- 
pointed trustee and was confirmed on Mav 30, 1972. The basic causes 
of the bankruptcy were the decline of coal traffic into New England, 
the drastic reduction of business because of the takeover of New Haven 
by Penn Central, and tlie demand bv one of our principal creditors for 
payment of money owed, but not available. 
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The carrier is owned by five trunk line bankrupt railroads (Erie 
Lackawanna, Lehigh Valley, Central Railroad of New Jersey, Peun 
Central and Beading), none of which holds a majorit)' of the common 
stock, but collectively own 991/^ percent of the carrier. The owners ai-e 
also the direct or indirect interchange coimections and feeder lines and, 
to some extent, the rail competition for this independently operated 
carrier. Lehigh and Hudson River has an operation of 83 miles be- 
tween Maybrook, N.Y., and Phillipsburg, N.J., as a single-track, single 
main line railroad. Part of this operation, 14 miles between Belvidere 
and Phillipsburg, is on Penn Central, using an 1889 trackage rights 
agreement between the carriers. Approximately 95 people are 
employed. 

Because of its physical configuration, the Lehigh and Hudson Ri\er 
lias no brandies for abandonment consideration as a planning factor 
for the emerging core system in the Northeast. Nevertlieless, this car- 
rier's route and strategic location must be preserved as part of tliat 
core. I recognize that some of the bankrupt Northeastern carriers have 
already identified surplus route miles and to that extent, a beginning 
of that core definition has already been made by the railroads them- 
sehes. There are good reasons why L. & H.R.'simportant route should 
be kept and intensi\ely used as part of the Northeastern core. 

Lehigh and Hudson River is located strategically in a northeast- 
southwest pattern in New York and across northern New Jersey. It 
connects Pemi Central at Jtfaybrook, N.Y., on tlie New England gate- 
way end with other important Northeast carriers on the south end. 
In the middle of the line. L. & H.R. comiects with Erie Lackawanna at 
two points. At Phillipsburg, N.J. and Easton, Pa., it connects with 
Penn Central again and with Ijehigh Valley, with convenient indirect 
access to the Central Railroad of New Jersey and to the Reading Rail- 
road. The railroad presents an important shortcut around the con- 
gested New York-New Jereey metropolitan area, making it tlie short- 
est and most direct route to and from New England on traffic from 
the South and Southwest. 

It offers the shortest route for the Penn Central and other C4vrriers 
to reach Connecticut, New York City and Long Island destinations 
by the all rail route from Trenton, N.J., and beyond points. Such a 
direct route, intensively used by the carriers on a routed car basis, 
preferably because of divasional earnings or used on a complete train 
basis employing trackage rights, could eliminate circuitous mileage in 
car and train movements to and from New England and concurrently 
yield attendant savings. 

Further, it seems to me important to the national security of the 
Northeast that this rail route be preserved in order to connect the New 
England States by another optional gateway to the rest of the Nation 
to move goods and r)eople in timas of emergency. Moreover, the emer- 
gency of the New York metropolitan area's fourth jet port at nearby 
Stewart Field signals a future potential use of L. & H.R. for both 
f reiirht and passenger rail transportation. 

Finally, L. & H.R. operates in an area of New Jersey and New York 
tliat is growing. The demand for ser\nces. including transportation 
service, plus the other growth factors dictate that L. & H.R. must be 
a part of the new core, not only to serve its present on-line cust-omers, 
but to sei-ve the future customers arising from the expansion of in- 
dustry and population. 
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Lehigh Valley Railroad has petitioned its court for permission to 
cease its operations on or before October 1, 1973. and a hearing on 
the matter is to be held on June 7. In the case of Perm Central, the 
same date of October 1 has been cited as having significance to Poiui 
Central's continued operations. The stopping of the activities of these 
carriei-s, which I hope can be avoided by prudent, prompt action, 
would have a grave effect upon Lehigh and Hudson River. 

Although the revenue traffic to and from Penn Central at May- 
brook and Phillipsburg has dropped to very low levels, Lehigh Valley 
Railroad is still dependent upon Penn Central in order to move in 
and out of the ^laybrook Yard, which is owned and operated by 
them, and to operate on the Penn Central trackage between Belvidere 
and Phillipsburg in New Jersey. 

A more critical situation is that of Leliigh Valley's traffic to and 
from L. & H.R. Most of the loads received and delivered in inter- 
cliange are related to the Lehigh Valley Railroad, with the greater 
pait being the eastbound loads coming to us at Easton, Pa. The inter- 
change traffic with Lehigh Valley consists of cars to and from Lehigh 
Valley points, stations on the former CNJ in Peimsylvania and loca- 
tions beyond both LV and fonner CNJ. 

Should Lehigh Valley cease ojjerations on or before October 1, it 
appears some of the loaded traffic involving L. & H.R. will be soon 
diverted to other routes because of the impact of the annoimcement 
and the search for different means of movement. It is physically pos- 
sible for another rail carrier to replace Lehigh Valley in this inter- 
change operation and the Reading Railroad at this time appears to be 
the logical one that could do this as a practical matter. 

Yet this action does not assure continuance of the existing traffic 
jiattern that is absolutely vital to the survival of L. & H.R. A diminu- 
tion of this traffic will hasten the day when L. & H.R. must cease its 
operations for lack of rail traffic. 

I believe the cessation of operations by Penn Central is a remote 
although unlikely possibilitj'. However, cessation of activity by Lehigh 
Valley could be a real happening. Both of these carriers in their new 
configurations, after sought for branch a;bandonments, are vital to 
the Northeastern core system. It is essential that prompt assistance 
be rendered to them not oidy for their important survival, but for 
Lehigh and Hudson River to continue also. 

H. Res. 50 is a plan for nationalizing Penn Central. I cannot speak 
for Pemi Central on that assistance method for them. On principle 
alone, I do not favor true nationalization, which this bill seems to 
offer them. Likewise in H.R. 7373 it appears to be nationalization; 
it would, however, cover all the bankrupt carriers, including L. & H.R. 
Again, on principle, I do not favor this bill, not only because of its 
nationalization features, but because I think there are other, better 
means of assistance to the bankrupt railroads. 

The Surface Transportation Act, H.R. 5385. is sound in its intent 
and the legislation is needed for all modes. It does not, however, cure 
the immediate illness of the Northeastern bankrupt roads. I favor it 
for its long-range assistance features. 

H.R. 4897 and H.R. 5822 are alike and in turn, are similar to 
S. 1031. This legislation would be helpful to L. & H.R. Seemingly, it 
does not nationalize the entire railroad and perhaps none of it. It cloes 
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put into another agency's hands the ownership and maintenance of the 
track structure. It would assist L. & H.R. in tlie very area where we 
have not the improvement money to spend, namely, the track, signal 
and communications structure. To this extent, it would prolong the 
operations of this carrier for a future indefinite time, but does not 
structure the carrier for its long-term future role in tlie Northeast. 
There are some pi'ovisions contained therein wliich should be revised, 
particularly under section 402, freight service, clarifying the basis of 
remuneration of operation of trackage rights. Generally, this legis- 
lation would be a step in the right direction toward the total assist- 
ance package needed, but, again, does not solve the immediate crisis 
which must be accomplished this year. 

The most desirable method of reorganization for this carrier is sim- 
ply a large increase in rail business and the income resulting there- 
from. Failing that, the carrier should be consolidated into a com- 
munity of railroad interest that will preserve its route and operation, 
and will retain it in a profitable, privately-owned system. 

If that cannot be accomplished, then aid must come through legis- 
lation, such as H.R. 6591, that will give the opportunity to live on and 
qualify for eventual profitable and private service. 

I subscribe that H.R. 6591 can probably do the job for the bank- 
rupt carriers now that will lead to those desirable results. 

Mr. PoDELL [presiding]. I want to thank you, Mr. Moore, for your 
statement and taking the time to come here. 

Is Mr. Troiano here ? Do you care to give your statement now and 
then we will submit to the questions afterwards ? 

Mr. TROIANO. I think that would be desirable. 
Mr. PoDELL. Please proceed. 

STATEMENT OF JOHN G. TEOIANO 

Mr. TROIAXO. My name is John G. Troiano and I reside on Staten 
Island, N.Y. I amthe tnistee of the Lehigh and Hudson River Rail- 
way CO., having been confirmed as trustee on May 30, 1972. Prior to 
my appointment, I was retained by L. & H.R. as a tax and finance 
consultant. I was employed by the Delaware, Lackawanna and West- 
ern Railroad as a tax attorney. I am an attorney, admitted to practice 
in the State of New York, a certified public accountant and a pro- 
fasRor at Pace University. 

On March 2, 1973. before Senator Hartke of the Senate Commerce 
Subcommittee, Mr. W. G. ^loore, president and general manager of 
the company testified: "Overall, it is unlikely the corporation can sur- 
vive beyond the end of 1973 in its present situation." After 3 months, 
the then "present situation" obtains today, but it has darkened. It is, 
therefore, still true that Lehigh, and Hudson River Railway may have 
to cease its operations by yearend, if no positive actions for survival 
occur. 

The main supporting factor in the present cash position was the sale 
of three locomotive units into Canada in 1972. This has left the carrier 
with six locomotive units for its operation, effectively five, with one 
usually in tlie shop for maintenance. These units are essential for 
today's operation and the sale of another for cash generation at this 
time is not possible. 
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Efforts are being made now to market about 15 small parcels of real 
estate owned bv the carrier; these parcels are not needed for the con- 
duct of its business, nor are contemplated for any potential develop- 
ment. The proceeds, although welcome, will not materially change tlie 
cash position and tlie continuing cash drain from operations. 

After consideration of locomotives and unnecessaiy land, there ai-e 
basically left only two principal buildings at "Warwick and the main 
track structure. The conclusion, therefore, is that the carrier has 
reached its limit as to its ability to generate cash by marketing any 
unnecessary assets. Tlie assets remaining are essential to continued 
operation. 

Each month, we experience a loss in our operations. For the month 
of January 1973, the loss was $39,.300: for Febmary, $49,200 and for 
March, $46,000. It appears the April 1973 loss will be in the same mag- 
nitude. These losses occur because operating revenues are approxi- 
mately the same as operating expenses, even though manpower lias 
been drastically reduced to 95 people and the operation has been 
revised to the simplest configuration possible to remain functional. 
Each month car hire costs and the various taxes account for an addi- 
tional $40,000 of costs, putting the carrier immediately into a deficit 
posture with no chance to yield a profit or break even. These losses are 
eroding the cash posture and the cash forecast clearly indicates that 
the carrier ma}' have to cease its operations before yearend. 

It had been expected that a heavy sand and gravel movement 
originating on lands next to the railroad and destined to the ISIeadow- 
lands area of New Jersey, would commence this spring or summer. 
So far it has not started and there is no firm indication when and if 
it will. Also, it was anticipated that Penn Central would move more, 
of its southern New England routed business over L. & H.R. Ijctween 
Trenton, N.J. and New Haven, Conn., or would elect to use its exist- 
ing trackage rights over L. & H.R. to more whole trains between the 
same two points. Neither action has occurred, even though I feel it 
would be to Penn Central's benefit to do so. 

Lehigh and Hudson River has no mortgage debt or equipment debt. 
Its principal creditors are Penn Central and the political bodies to 
which it owes taxes. Considering these factors and also considering 
the possibility for long-term survival, I have not, as yet, felt that 
L. & H.R. should apply for a Govemment-guai-anteed loan under the 
1970 Emergency Act. In light of our total situation at present and 
the observation that some bankrupt carriers who have applied have 
been rejected, it seems that such a loan application would probably 
also be rebuffed. Further, checks into the private financing field show 
that there is little reason to expect assistance, from that source. 

In addition to the present cash drains, near future expense increases 
are foreseen. The carrier is not now party to the ]March 8, 1973 labor 
agreement between the National Railway Labor Conference and the 
railroad unions. However, it is likely that it will eventually have to 
subscribe to most or all of that agreement, even though it is costly. 
The changes in the Railroad Retirement System will no doubt become 
incumbent on all carriers through legislation; this increase in benefit 
payments and the 4-percent increase scheduled for January 1, 1974, 
would add approximately $100,000 to the annual payroll expense. 
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Although our track structure is safe and basically sound at this 
time, much more needs to be done in overall, continuing maintenance, 
particularly new ties, new rail and bridge repairs. The present limited 
maintenance program is simply all that can be afforded. A large 
expenditure just to keep the ti-ack qualified for an FRA class 3 line 
should be met this year. That money is not readily available. 

In the matter of liquidation value, the estate amply protects the 
relatively small creditor claims. But the going concern value of the 
carrier is far liigher and far more important, particularly as L. & H.R. 
logically must be part of the emerging northeastern core definition. 

However, considering the deteriorating situation as 1973 progresses 
and assuming that no generous cash infusion or other assistance of 
lasting value is forthcoming soon, a decision shortly must be readied 
respecting the stoppage of the carrier's operations. The actions of 
June and July 1973 to arrive at solutions to the northeastern railroad 
problem will, in large measure, dictate what m}' action must be with 
this carrier. 

Mr. PoDELU I would like to thank you, Mr. Troiano, for your state- 
ment, and would ask both of you gentlemen, if jou are ready or will- 
ing to submit to questions by the committee. 

Mr. MooKE. Yes, sir. 
Mr. TROIANO. Yes, sir. 
Mr. PoDELL. When you referred to the monthly losses of the rail- 

road, $40,000 one month, $36,000 another month, I was reminded of a 
chap in my district who owned a men's clothing store and he claimed 
that he lost $1,000 a day. I asked him, "How do you successfully stay 
in business?" 

He said, "I am closed four days a week." 
Somehow I seem to thing that the idea of eliminating railroads for 

the purposes of making a success out of an operation that is not suc- 
ceeding, is not too far removed. 

I think it was Mr. Moore who indicated that there is very little of 
your railroad that could be eliminated by way of lines. Is that true ? 

Mr. MooRE. That is right, Mr. Podell. That is because we are a 
single-track, single-mainline structured railroad, extending in one 
straight line, if you please, from Maybrook, N.Y., in Orange Couiitv, 
down to the Delaware River in Phillipsburg, eastern Pennsylvania 
area. 

Mr. PoDELL. I should have asked this question before and I didn't. 
I think it would be safe to assume that if I asked the operating officer 
of any railroad whether or not we could feasibly eliminate much of 
that railroad's line, they would probably take a similar position, would 
they not ? 

Well, ours is that which we need, it is somebody else that we can get 
rid of. Is that a fair assumption ? 

Mr. MooRE. I suppose so. 
Mr. PoDELL. Therefore, it is safe to assume that no one wants to 

eliminate much of their trackage, and everybody seems to want to 
keep what they have. 

Would you say in summary, and we understand the reasons why the 
railroads are presently suffering their present difficulties, but would 
you say that witli the exception of a complete upsurge in business, there 
is very little that could put these existing lines on a profitmaking 
posture? 
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Mr. TROIANO. YOU are speaking of the entire Northeast problem 
ratlier tlian a specific problem ? 

ih: PoDFXL. Yes, I am directing myself to the Northeast problem. 
As a general rule, without a tremendous upsurge in business, do you 

feel that there is little that can put these railroads in a profitmaking 
posture ? 

Sir. TROIAXO. I think it is a possibility, sir. However, it would re- 
quire a fairly substantial initial investment—I am being practical 
about it—in Government, in eliminating duplicative lines, updating 
equipment and that type of thing. 

Once that was accomplished, I think it is a distinct jwssibility 
thereafter. 

Mr. PoDELL. The trouble is whose duplicative lines shall we elimi- 
nate ? Everyone seems to feel it is their lines that are important to them. 

It is the other lines whose oxes are being gored. Let's say for the 
sake of argument that this is the tack we take. 

You are an accountant, sir ? 
Mr. TRfHAxo. I am an accountant and an attornej-, sir. 
Mr. PoDFXL. How nmch money would you feel has to be put into 

these Northeast lines in order to put it into the possibility of a profit- 
making business? 

Could you give us a ballpark guess? 
Mr. TROIANO. I am not qualified to answer for railroads the size 

and magnitude of the Penn Central. I am sure it would run into the 
many hundreds of millions of dollars in view of the faet that railroad 
equipment is so costly and making any track changes, and so on, do 
involve substantial amounts of money. 

I would like to point out, sir, there are problems in eliminating lines 
in this sense tbat I suppose every mile or railroad does have a certain 
amount of industry along it and even if you have two parallel lines, 
just a half mile apart, eliminating either one does present problems in 
view of the fact that each line does serve industry. 

So that it is not just a matter of usurping one and the other will 
cover both. Physically I think you can visualize wliat the problems are 
in attempting to do that and serving all of the industry along both 
lines. 

Mr. PoDELL. Let's talk for a moment, since you are a trustee, and you 
are not a railroad man, I assume  

Mr. TROIAXO. I have been in the industry since 1955. I was with 
Lackawanna Raili'oad. 

Mr. PoDELL. Let's talk as a businessman. 
Assuming, for the sake of argument, we went back to that men's 

clothing store and this fellow was losing money and he said, "If you 
will pay for my plant and if you pay my rent, and if you give me 
$50,000 in capital. I then can make this into a profitmaking business." 

"Would you consider that an investment that you would advise one 
of your clients to make ? 

Mr. TROIANO. I am not sure that analogy is appropriate in view of 
the fact that without that men's clothing store the country could go 
on without affecting too many people other than those immediaely in- 
volved in that little operation, whereas I think we can all see that this 
is not true in connection with carriers. 
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There are so many people who are dependent on rail service and 
who would have great difficulty, if not find it itnpossible, to operate 
without rail service. 

That is a necessity of life. 
Mr. PoDELL. In other words, a rail service is a necessary public 

service and it has got to be provided ? 
Mr. TROIANO. I agree with you, sir. 
Mr. PoDELL. I agree with you and that is correct. 
The area where we disagree is if I am going to invest $50,000 in 

capital for that men's clothing store and if I am going to pay his 
rent, and I am going to give him additional funds, and if I am a smart 
businessman, by golly, I am going to take that clothing store and own 
it and then say,'"Now, Mr. Smith, let's see how well you can do working 
for me." 

That is all we are talking about when we use this terrible word 
"nationalization," which seems to strike the fear of God into every- 
one who sits before this committee. 

That is all we are doing. I think we make a very good point when 
they say that every transportation vehicle, whether it would be the 
trucks that use the roads which are free, more or less, the airplanes 
that use the sky, which is free, and the ships use the water, only the 
railroads pay for their trackage and they had to buy it originally, 

That is a very sensible argument and it is an investment which has 
been made many, many years ago. But somehow don't you feel if we 
are going to buy and pay for the line or buy the trackage and if we 
are going to have to infuse large sums of money—and there is no 
question that we are talking in terms of hundreds upon hundreds of 
millions of dollars—don't you think we ought to own the whole cow ? 

Mr. TROIANO. I am not convinced that ownership in and of itself 
when it is owned by Government is something sacred, I think from 
the point of view of Government, they should be primarily concerned 
with rendering good service at the least cost to the Government and I 
think if those objectives are accomplished, whether or not the GK)V- 
ermnent is the owner is of no great significance. 

Mr. PoDELL. With one exception. 
Mr. Jones, a constituent of mine, a workingman, finds himself pour- 

ing all kinds of his tax money into a railroad that you own. Why cant 
he say if I am going to put all of that money into the railroad io pro- 
tect myself, let me at least own it. 

Isn't it a logical assumption on the part of any individual ? 
I want to own a piece of it, even though in leality you don't really 

own it. It is owned through Government structure but nevertheless he 
can say, "Well, I own the railroad and should it make a profit, then I 
want to share in the profits. After all, I am sharing in the losses. I am 
making the investment. I am paying the tab. Shouldn't I share in the 
profits?" 

Mr. TROIANO. Mr. Chairman, you own the highways; when I say 
"you," I mean the Government owns the highways. 

They do not own the trucking companies. I don't know that the rail 
carriers are in a very much different position. Again, I must go back to 
operating this at a least-cost basis, and I am convinced that it can be 
done more cheaply in the hands of Government. 

»«-474 O—78—pt. 2 18 
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Mr. PoDELL. On a least-cost basis ? 
Mr. TROIANO. If the Government is going to maintain the right-of- 

way as you do for the trucking companies and do there for the rail- 
roads and possibly even own the railroads. 

Mr. PoDELL. Well, the Government did not have to buy those high- 
ways. They owned them to begin with. Those highways were there 
before the trucks came. We put the roads on. You want us to buy the 
highwavs. You want us to buy the rights-of-way from you ? 

In other words, we are paying for what you have long since depre- 
ciated in cost, obviously. 

Secondly, the trucks go over our highways. It is our highway. We 
came here before the truck. There used to be a horse and cart going 
over that roadway. Now you want us to buy something? 

Mr. TnoiANO. Perhaps the error was made years ago in not having 
put the carriers in the same body. Again. I am not sure that the anal- 
ogy is significant, 

I think our primary problem is how we correct the existing situation 
at a least-cost to the Government and I am firmly convinced that it is 
private ownerehip tliat is going to keep the cost at a lower basis and I 
think keep the service at a better quality. 

I think we have some examples of how this is true. For example, 
many European railroads, if not all European railroads, are govern- 
ment operated and there are some very fine European railroads and 
there are some that are rather poor and ojierate at fantastically large 
deficits. 

I am somewhat convinced the same would happen in this country if 
we had Government ownership. The I..ong Island Railroad is now 
operated indirectly by the State of New York and I think the State of 
New York is now pumping many more dollars into the operation of 
the Long Island Railroad than would have been necessary had the 
Penn continued to operate it. 

I think the State of New York is pouring $50 or $60 million a year 
into a relatively small operation. 

Mr. PonELL. When I was in the State legislature I recall putting 
$2 million into the New Haven Railroad on Long Island. 

Mr, TBOIANO. I believe the figure is $50 million per annum. 
Mr. PoDELL. That was when it was owned by the railroads, not 

when we took over. 
Mr, TROIANO. I am not aware. I thought the figure was $3 million 

they were getting when it was in the hands of private management. 
Mr. PoDELL. If it were $.3 million, I doubt I would remember it. 
Mr. Metcalfe? 
Jklr. METCALFE, Thank you. 
I want to ask a couple of questions and avail myself of Mr. Troiano 

and Mr. Moore's presence to ask a question. We have been discussing 
the question about parallel lines, and let's assume that these are par- 
allel railroad lines. 

I assume from your statement that it was not so simple to elim- 
inate A line or B line because of the fact that they supplied different 
factories and I guess they have their spurs leading to the factories. 

Was that a correct interpretation? 
Now, assuming that we do eliminate A line, let's say this is A line 

and this is B line, would we then not run from this particular point 
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here, -where there is the loading at the gate of the docks of that jmr- 
ticular factory, straight through over to the line here? [Indicating 
a drawing.] 

Mr. TROIANO. But if you do have industry along that line. 
Mr. METCALFE. YOU do have industry. We are not proposing that 

you change industry's location or to move it closer to B line because 
A line has been eliminated. 

Mr. TROIANO. Yes, sir. 
Mr. METCALFE. Don't we have a problem then of actually getting 

the merchandise of that line over here to this line? 
What is your projection and what is your recommendation as to how 

this should be done? 
Should you lay track? There are spurs that would lead to B line 

because A line has now been eliminated. Or would you use trucks as a 
substitute and then haul that short distance and then load it onto the 
trains? 

Mr. TROIANO. I don't know that you are going to have a solution to 
that problem. I think it is going to depend upon the particular line 
involved. 

Mr. METCALFE. It seems to me that is very important because before 
we eliminate a line, we want to make certain that the volume of busi- 
ness is presently being satisfied, because to eliminate that would also 
mean—and I am talking about freight now—that we would eliminate 
that volume of freight business, and I think we need to concentrate 
and make certain that we not only do not lose any freight business but 
that we try to stimulate more freight business so as to relieve the truck 
traffic and ecological factors and gas shortage and all of those factors. 

What I am concerned about is how do we supply this factory over 
here. 

Mr. TROIANO. I think it depends on the volumes and the density of 
the traffic on each line. You may be able to eliminate segments of the 
A line, if that is the one you are speaking of eliminating. 

Mr. METCALFE. What I am saying is whether we should build a spur 
over here to B line, who would pay for it? Let's assume that the Gov- 
ernment now becomes a partner to the private industry and that Gov- 
ernment is now going to take this over, who would assume that 
particular responsibility for the cost of this spur, assuming that this is 
feasible? 

Mr. TROIANO. I think it has to be Government initially. The carriers 
just don't have the several hundred million dollars that I mentioned 
a while ago in order to make these improvements which ultimately will 
result in a more economic operation. 

Mr. METCALFE. Then your answer to my question is that you think 
if it is necessary, if there is enough volume, if it is feasible, then the 
Government should put these spurs in that would lead to B line? 

Mr. TROIANO. I see no choice, sir. 
Mr. JIETCALFE. Mr. Moore, maybe you can assist me in regard to a 

second question. 
We have been talking—and I think the testimony has been pretty 

consistent about the precarious position that these railroads are in 
and the bankruptcy condition, the amount of cost of operating and 
then balancing it oflf with the revenue that comes in, plus the railroad 
retirement. 
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All of these have to be looked into in a total picture of total fiscal 
package as it presently exists. 

I have been hearing statements al)out your equipment and fi-eight. 
I would even ask you to go beyond your own railroads and try to 
answer this question. 

That is, about the equipment of freight cars. Does your company 
have sufficient freight cars ? 

Is that a problem, and if so, is that affecting the volume of your 
freight business ? 

Mr. MooRE. We do not own any freight cars for normal service. We 
have about six cars that wc lease with our initials on them that tra- 
verse the country in commercial service but they are not owned by us. 

They are leased from another carowner. However, we do not have 
any of our cars. We did own some cars prior and those cars were sold 
because of two reasons: They became obsolete. Another party could 
use them. 

Secondly, we needed the money from the proceeds of the sale so we 
sold them. 

Answering your question about what more cars could do, more cars 
could attract more business to the railroad and I think that is again a 
general statement of fact on all railroads particularly in the Northeast 
as witnessed by the statements of Penn Central and others that more 
freight cai-s to serve the customer are needed. 

We could do a better job of transportation serxice if we had our own 
cars. 

But they are extremely costly. They are extremely costly from a 
capital acquirement standpoint and they are further costly to 
maintain. 

Just the cost of ownership and maintenance preclude it in our pre- 
carious position. 

Mr. METCALFE. Then it would seem to me as we consider this very 
complex problem, then we ought to really consider if the Government 
is going to come in and become a partner to a pri\ate industry, that we 
also ought to have in a cost factor the cost of additional freight equip- 
ment and in order to supply the needs of those who have desires for 
additional freight cars, should it not ? 

Mr. MooRE. I agree that it should because this is a most important 
aspect of the whole railroad scene that sometimes is not spoken to 
pointedly. 

The ownership of the vehicles in which the freight is transported, 
the ownership and maintenance of the track, the people that have to 
run the enterprise, all of these are the bread and butter factors. 

If you are going to consider going into the railroad business, then 
basically you are going to have to come to grips with all of the facets 
of it. That is an important facet. 

Mr. METCALFE. Thank you veiy much, Mr. Moore. 
I yield back the balance of my time. 
Mr. PoDELL. Thank you, Mr. Metcalfe. 
Mr. Skubitz? 
Mr. SKUBITZ. Mr. Moore, did I understand you to say that 99^4 

percent of your stock was owned by five railroads ? 
Mr. MooRE. That is correct, sir. 
Mr. SKTTBITZ. How much of that 99.5 percent is owned by the Penn 

Central fiailroad? 



Mr. MOORE. I could give you the exact figures. It is approximately 
16 percent. 

Mr. SKTJBITZ. I believe you said that the L. & H.R. has no mortgage 
debt or equipment debt? 

Mr. MooRE. That is correct, sir. 
Mr. SKtTBiTZ. But you were forced into bankruptcy by one of your 

principal creditors? 
Mr. MooRE. That is correct. 
Mr. SKUBITZ. Did that principal creditor happen to be the Penn 

Central Railroad? 
Mr. MOORE. That is correct. 
Mr. SKUBrrz. You didn't owe tax money or debts of that nature 

to political entities? 
Mr. MOORE. Mr. Congressman, that was the proximate cause of the 

bankruptcy. Supporting that final act was, of course, the loss of the 
coal traffic and the diversion of the normal other traffic around our 
line because of the other things that happened to Penn Central and in 
that context. 

Mr. SKUBITZ. Nothing we or anybody else could do would bring 
the coal business back, isn't this correct ? 

Mr. MooRE. I won't agree with that. 
Mr. SKUBITZ. What then will bring back the coal business? 
Mr. MooRE. If we bring it back, it will. 
Mr. SKUBFTZ. I understood one witness to say that the coal business 

disappeared when you started hauling soft coal into the eastern States. 
Weren't you hauling bituminous coal on your line? 

Mr. MOORE. That is right, sir. 
Mr. SKUBITZ. And that coal isn't being used? 
Mr. MOORE. That is right. 
Mr. SKUBITZ. Then how are you going to bring it back? 
Mr. MOORE. TO start using it again would bring it back. 
Mr. SKUsrirz. I see. You are going to educate the users to start using 

soft coal again and get the environmental people to agree before 
you can get back into business. Is that what you are telling us? 

Mr. ^K)ORE. Somewhat by extension of that thinking we would 
arrive back at a hauling of the coal, but I think we are speaking now 
in the area of the total energy picture in that the use of coal, if our 
Nation has to come back to it and has to consider it, that the railroads 
are going to have to haul it. 

This could be a very vital shot in the arm. 
Mr. SKUBITZ. You have 85 miles of track, is that correct? 
Mr. MOORE. We have an 85-mile operation, sir. We own about 75 

miles of owned property. 
Mr. SKUBITZ. Why would you need nine locomotives to operate an 

85-mile track ? 
Mr. MOORE. We do not have nine locomotives. 
Mr. SKUBITZ. You did have, though ? 
Mr. MooRE. That is right. 
Mr. SKUBITZ. Why did you have them in the first place? 
Mr. MooRE. Because conditions were different before then. We used 

to operate into Allentown in conjunction with Central Railroad of 
New Jersey. Instead of having only three crews a day as we have today, 
we had nine crews a day operating to handle the business we had. 
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Instead of hauling only 90 loads in a day's time, we had 300 loads 
that we interchanged. 

Mr. SKUBITZ. Some of these carriers that were feeding into your 
line at one time, have been discontinued, is that what you are saying? 

Mr. MooRE. Yes, sir. 
Mr. TROIANO. AJSO many trains use three or four units so if you have 

nine locomotives, this does not mean you can use nine trains. That may 
be enough for just two trains. 

Mr. PoDELL. Thank you, Mr. Skubitz. 
Mr. Shoup? 
'Mr. SHOUP. Thank you, Mr. Chairman. 
Mr. Moore, I caught the end of your answer to the question Mr. Met' 

calfe asked you. I believe your answer was that one way you can get 
f)rofitable is to have more cars, or are you speaking or more car- 
oadings ? 

Mr. MOORE. In our particular case, more cars would be some cars. If 
we had, for example, some ordinary boxcars, what we call in the rail- 
road industry the XM-type, just the plain boxcars, there are customers 
on our line that we could furnish those boxcars to and procure load- 
ings that we otherwise, either do not get or we have to wait long 
periods of time for because there are not available cars. 

Mr. SHOUP. Wliat percentage of ownership do you have on line ? 
Mr. MooRE. I can't state that statistic, sir, because that is a statistic 

that is couched in terms of, if you are a carowner, and we own no cars. 
Mr. SHOUP. You own no cars ? 
Mr. MOORE. That is correct. 
If you are asking how many other cars are on line  
Mr. SHOUP. No, I meant in relationship to your ownership. I hap- 

pen to come from the West in which the other day it was rather inter- 
esting that the Burlington Northern was very proud of the fact that 
they were up to 58 percent of car ownership on their lines, whereas 
Eastern roads run something like 250 percent of car handling com- 
pared to ownership. 

There is a very serious imbalance. I am wondering perhaps if you 
have looked into more efficient use of the cars that you do have, that 
you use, that you handle. 

What is your percentage? Did you hear the previous testimony? 
Mr. MOORE. Yes, sir. 
Mr. SHOUP. The figure is somewhere around 14 percent national 

average of use of cars at the present time on line. 
Mr. MooRE. Let me explain it this way, sir. Our railroad is prin- 

cipally an overhead carrier, that is, it is a bridge line connecting one 
railroad with another. 

Almost 90 percent of the railroad cars that we move we receive from 
a railroad, transport them across our line and give them to another 
railroad. 

SO they are moving in an ordained way. 
We have no control over that except to move them as promptly and 

as safely as we possibly can, which we do. 
Mr. SHOUP. Well, my confusion on that was that you were saying 

you had no more cars, you have customers who are asking for more 
cars. 

Mr. MooRE. That is right. 
Mr. SHOUP. Which then is not a bridge line. 
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Mr. MOORE. We do have some on line industry, that is right, and 
•within that framework there are firms who need to loan a plain box- 
car and they may order five of them for tomorrow's loading. 

We have to secure those cars from the movement of the empty 
cars that are traversing our railroad that are returning from their 
loaded movement that are bridging across the railroad already. 

We have to reach in and take those from the stream of commerce and 
apply those to the order. What I said was that if we had some of our 
own, assuming we had them in hand, we could place our own cars and 
immediately satisfy the customer. 

Mr. SHOITP. I see. 
I will yield. 
Mr. SKUBITZ. Mr. Moore, what percent of your total freight traffic 

originates on your line ? 
Mr. MooRE. The latest figure I saw was about 13 percent, sir, that 

originates or terminates on the line, 
Mr. SKTTBrrz. Terminates. By that do you mean that it could origi- 

nate on another line and terminate on your line ? 
Mr. MooKE. Terminating on our line means that the business comes 

to a customer who is located on our property. It terminates. Originated 
means that it is loaded or is created by a firm on ou r line. 

Mr. SKUBITZ. Well, 80 percent, tlien, originates on other lines and is 
hauled over your line, is this correct ? 

Mr. MooRE. The complement of 13 percent on line business is 87 and 
that was my last figure, so you are right, 87 percent comes from some- 
place else, is going to someplace else. 

Mr. SKTTBITZ. If your line were discontinued, w ould or could that 87 
percent be handled on the other lines ? 

Mr. MooRE. I think it could. 
Mr. SKuerrz. Under a core system it could be handled on other lines. 
Mr. MOORE. We would not like to see that happen but it could 

happen. 
Mr. SKUBITZ. How many large cities are located on your lines? 
Mr. MOORE. None. 
Mr. SKUBITZ. No large cities? 
Mr. MOORE. No, sir. 
Mr. SKUBITZ. Is there any large industry located on your line? 
Mr. MOORE. We have one industry, Georgia Pacific, which has a 

plant at Warwick, N.Y. Another industry is a mining industry at 
Ogdensburg, N.J., the New Jersey Zinc Co. 

We have Jones Chemical, which is a multiplant firm in the United 
States and has a plant at Warwick. In terms of what we would say our 
established good customers in terms of firms, they are large fiiins on 
our line. 

Mr. SKUBITZ. May I ask one more question ? 
Mr. SHOUP. GO ahead. 
Mr. SKUBITZ. What percentage of their total freight do you haul for 

these companies or do they ship mostly on truck lines ? 
Mr. MooRE. I can't answer that. I don't know. 
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[The following letters were received for the record:] 
OEOBOIA-PACIFIO CORP., 

Washini/ton, D.C., Jtute 8, 197S. 
Hon. JOE SKUBITZ, 
Houte of Repretentaiivea, 
Wathington, D.C. 

DEAB MR. SKUBITB: Recently Mr. Gilford Moore, President, Lehlgh & Hudson 
River Railway Company, appeared before the Subcommittee on Tran^wrtation 
& Aeronautics considering the Northeast Railroad Crisis. 

In response to a question fPMn you, he Identified Georgia-Pacific Corporation 
as a major Industry served by the L & HR. You then inquired as to the percentage 
of traflSc of the major indusrtries servwl by the L & HR wliicli moved by rail. 

The enclosed letter is responsive to your inquiry as It relates to Georgia-Pacific. 
Please let me know if any additional information would be helpfnL 

Sincerely, 
THOMAS F. MITCHEIX, 
Executive Representative. 

GEOBOIA-PACIFIO COBP., 
Stamford, Conn., June 5, 1913. 

Mr. THOMAS F. MITCHELL, 
Executive Representative, 
OeorgiO'Paoiflo Corp., 
1735 "I" Street NW., 
Washington, D.C. 

DEAB TOM : Our dependence upon the continued services of the Lehl^ and 
Hudson River Railway Company, In bankruptcy, it indicated by the following 
data for the year 1972: 

(P011111I4) 

Inbound tonnage received \ia L & HR (93.1%) 27,000,000 
Inbound received by truck    2,000,000 
Total Inbound Tonnage 29,000,000 
Outbound shipped via L & HR (3.4%)        994,340 
Outbound shipped by truck 28, 492,891 
Total Outbound Shipments 29,486,731 

The aggregate Inbound and outbound tonnage represented about 58.5 million 
pounds, of which the L & HR handled 47.9% inbound and outbound. 

The safety paper operation at Warwick is designed to serve the Middle Atlantic 
and New England market. Most customers are unable to purchase this product 
in large quantities, with the result that most shlimients move outbound by 
truck. The preponderance of inbound paper is received from the Georgia-Pacific 
mill at Gilman, Vermont, in large carloads approximating 70 tons per car. This 
is high-rated and high revenue producing traffic, on which we accord the L & HR 
their maximum earnings route. 

We are also attempting to produce and market a line of disposable paper 
products at Warwick, sudi as diapers. This is a highly competitive product, 
but once we can get into the market, we anticipate outbound shipments of this 
product primarily in rail carload service. 

I trust this information will be of use to you. 
Yours very truly, 

ROBERT RICKER, 
Battem Traffic Manager. 

Mr. PoDEix. Mr. Shoup ? 
Mr. SHOUP. Mr. Moore, one final question. You are speaking of the 

energy crisis and a possible sohition would be a relaxation of some of 
the requirements so they would go back to using more coal. 

Have you considered or done any investigation of using coal-fired 
engines again instead of diesels ? 

Mr. MOORE. We have not, no, sir. 
Mr. SHOUP. Would that be a possibility ? That would increase some 

of your tonnage, to haul your own coal ? 
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Mr. MOORE. That is a possibility, yes, sir. We have not done any 
research as a railroad into the prospects of using a coal-fired power. 

I do know that that kind of research has been conducted over the 
years and on some other larger railroads that participated in that kind 
of research but we have not. 

Mr. SHOUP. Fine. 
Thank you. 
Mr. PoDELL. I thank the gentleman from Montana for enlightening 

me that they tra\-el by modes other than horseback in Montana. 
I want to thank the gentlemen for their forthright statements. 
We appreciate your coming before the committee. 
Mr. TROIANO. Thank you for the opportunity of appearing before 

you. 
Mr. PoDELL. The hearing will now adjourn until 10 o'clock tomorrow 

morning. 
[Whereupon, at 12:07 p.m., the subcommittee was adjourned to re- 

convene at 10 a.m., Thursday, May 31,1973.] 





NORTHEAST RAIL TRANSPORTATION 

THUBSDAT, MAY 31, 1973 

HOUSE OP REPKESENTATIVKS, 
STMCOMMITTEE ON TRANSPORTATION AND AERONAUTICS, 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.O. 

The subcommittee met at 10 a.m., pursuant to notice, in room 2123, 
Rayburn House Office Building, Hon. John Jarman  [chairman] 
presiding. 

Mr. JARMAN. The subcommittee will please be in order as we con- 
tinue the hearings on problems affecting the railroad industry, par- 
ticularly in the Northeast region of the United States. 

Our first witness this morning is Mr. C. Roger Turner, vice president 
of the Penn Central Co., with offices in Philadelphia. 

Mr. Turner, we appreciate your being with us, and you may proceed 
in your own manner. 

STATEMENT OF C. ROGER TURNER, VICE PRESIDENT, PENN CEN- 
TRAL CO,; ACCOMPANIED BY JOSEPH SHARFSIN, MEMBER, BOARD 
OF DIRECTORS; AND DAVID BERGER, SPECIAL COUNSEL FOR RE- 
ORGANIZATION PLANNING 

Mr. TURNER. Mr. Chairman and members of the committee, ladies 
and gentlemen: My name is Roger Turner. I am vice president and a 
director of the Penn Central Co., and acting chairman of its Stock- 
holders Advisory Board. In these capacities, I represent Penn Cen- 
tral's approximately 160,000 stockholders. 

I have with me this morning Mr. Joseph Sharfsin, a member of our 
board of directors, and our special counsel for reorganization plan- 
ning, Mr. David Berger. 

First, I should say that my oral statement will be very brief and will 
only indicate basic principles of the main positions taken in our more 
comprehensive and formal propoeals which include our positions with 
respect to the main points or other proposals that are now \mder 
consideration. 

First, I wish to express my appreciation for the enormous amount of 
work which has been done by your committee on behalf of America's 
railroad industry and to thank you for giving me this opportunity to 
state the Penn Central Co.'s position on the proposals now being con- 
sidered. I wish also to commend the oonamittee for the splendid spirit 
of cooperation which it has shown in working with the Senate Com- 
merce Committee, the DOT, and the ICC. 

Specifically, we es|)ecially appreciate the ideas put forth for pro- 
tecting the mvestors and creditors while a plan is worked out and 
implemented. 

(536) 
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I think that this spirit of cooperation is beautifully reflected in Con- 
gressman Adams' proposal of May 4 for meeting the Northeast rail- 
road crisis. 

As background for his proposal, Mr. Adams reviewed the history of 
efforts in Congress over recent years to solve the steadily worsening 
plight of America's railroad industry and what must have been heart- 
breaking failures to obtain passage of legislation which might well 
have prevented the present debacle. I have read through the testimony 
given during the hearings on the Surface Transportation Act of 1971 
and of 1972 and I admire the courage and patience evidenced by your 
willingness to continue to seek a consensus for a sound program. I have 
also studied the many proposals offered this year. 

I hope that you will forgive me if this statement reveals some appre- 
hension that your past travails in seeking a consensus may tempt you 
to lower your standards as to soundness. 

The economy and general well-being of the United States is too 
important to be made dependent upon any plaji which needs, in Mr. 
Adams' words, "a basket under it to catch the pieces in case it doesn't 
work." 

And, now, gentlemen, with all the earnestness at my command, I 
want to submit to you on behalf of those 160,000 people who plaoed 
their faith and their money in a once great rail system, four salient, 
vital, and constructive proposals which we believe should be the foun- 
dation stones on which to resurrect not only Penn Central, but the five 
other bankrupt systems—proposals which spring from principles 
which offer promise of future health and prosperity of the whole rail 
system. 

We view this awesome dilemma that has such fateful consequences 
for the economy and the welfare of our country as a challenge to come 
forward in a spirit of industrial statesmanship with an approach that 
reaches into and seeks to dig out and eradicate the insidious forces and 
the long-time inequities that have crippled these great enterprises, 
which are indispensable in the life of our Nation. 

We maintain that the present emergency can be converted into a 
golden opportunity. We have viewed with dismay the several pro- 
posals which have been advanced because, in one way or another, they 
fail to face up to root causes. 

We are mindful of the need for careful realinement of some parts 
of the Northeast rail network and support proposals for regulatory 
reforms which would enable this to be done, but we are convinced that 
the main underlying causes of the present debacle are the enormous 
inequities as between Government's treatment of the various modes 
of transportation and between railroads of different parts of the Na- 
tion. These inequities collectively impose such enormous cost burdens 
upon the railroads of the Northeast that any realinement of the rail 
network which is made without first correcting them would inevitably 
have unacceptable results and quite likely lead to a national economic 
disaster. 

We have not found anyone who has even tried to justify these in- 
equities which are tlie result of policies adopted many decades ago 
under vastly different circumstances. These inequities are all well 
documented in the Association of American Railroads famous ASTRO 
Committee report of 1970 and in the December 1972 Report of the 
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Senate Commerce Committee on the Penn Central and Other Kail- 
roads, a 748-page report. 

The inequities relate primarily to the following: 
First—State and local taxes on rights-of-way: 
Only the railroads pay these taxes. We propose that Congress enact 

legislation prohibiting or at least severely limiting such taxes and we 
offer a specific proposal for making this both equitable and, we believe, 
acceptable to many taxing authorities which have resisted such reform 
in the past. 

Second—Subsidization of the costs of construction, maintenance and 
improvement of rights-of-way: 

Only the railroads pay 100 percent of these costs. The Federal Gov- 
ernment pays all of these costs for the water carriers. The shares paid 
by truckers and airlines fall in between. We propose that Congress 
enact l^slation which will substantially equalize the subsidy level for 
all carriers with the railroads being treated no less favorably than the 
trucking industry. 

ThircT—Subsidy of the public by the railroads for public services 
which Government requires them to perform at a loss: 

Only the railroads are required to perform such a huge proportion 
of their total services for public benefit at a loss. 

We propose specific moderate but effective le^slation for enactment 
by Congress which can end this crippling handicap to man^ of Amer- 
ica's railroads and at the same time protect the public, shippers, and 
employees against hasty or improper abandonments of lines or services. 

Fourth—^Unfair rate divisions between railroads which participate 
in multiple line hauls: 

Only the Northeastern Railroads bear the crushing burden of this 
long, infamous example of "justice delayed being justice denied." 

The magnitude and importance of this inequity is well brought 
out in the December 1972 Senate Commerce Committee report on 
page 201 and on page 176, where it is stated that: 

"Relative cost criteria suggest Penn Central divisions might be 
justified in receiving nearly $50 million additional per year in amounts 
representing undiluted contributions to net railroad operating 
income." 

The report goes on to ask: 
"What kind of system can leave such critical amounts so up in the 

air, subject to protracted delays and capricious answers? 
"This clearly untenable situation requires answers which are 

consistent with system requirements rather than esoteric cost 
measurements." 

We are responsive to this report. 
We propose specific, but very moderate, legislation for enactment 

by Congress which can greatly facilitate divisional rate adjustments 
which, although now in conformance with ICC regulations and stand- 
ards, can and are being inordinately delayed. 

While only the last-mentioned inequity handicaps the Northeastern 
railroads exclusively, we explain in our written statement how and 
why all of the inequities fall most heavily on the distressed railroads 
of the district. We have shown the cost of these inecjuities to all of 
America's railroads and to the Penn Central in our written statement. 
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Their total annual cost to the Penn Central is considerably more than 
Penn Central's annual losses of $222.9 million per year. 

I think you should contrast this with the $20 million that the 
trustees now say can be saved by abandonment of 5,000 miles of line, 
with all of the impact that that would have on jobs, services, and 
businesses. 

The total burden of all of these handicaps has been so enormous as 
to cause a chain reaction of degradation of most of the Northeastern 
railroads which has blighted la^r relations, general morale, the ability 
of the failing companies to attract and motivate competent managers 
and supervisors, and has made loans or loan guarantees to much of 
the industry so risky as to be impractical. 

Elimination of these inequities is the key to reversing the entire 
chain reaction and to restoration of health and confidence in Amer- 
ica's railroad industry. 

It should be obvious that any plan of reorganization or any govern- 
mental action based on more loans or guarantees without eliminating 
these root causes inevitably foreshadows defaults, future governmental 
control, and ultimate takeover by the Government. 

It should be equally obvious that any plan for restructuring the rail- 
road system of the Northeast which is limited to preserving only those 
portions which can be economi.cally viable under the handicaps which 
especially afflict that region will produce absolutely unacoceptable 
damage in terms of : 

T-(OSS of businesses and jobs; 
Loss of tax revenues from those businesses and jobs: 
Social dislocations; 
Costs in the hundreds of millions for labor protection; 
Shift of traffic to still more trucks on already overloaded streets and 

highways; 
Increases in traffic accidents and fatalities and their economic cost 

which is already $10.8 billion each year, not to mention human 
suffering; 

Increased pollution; 
Increased use of scarce fuels by trucks which use four to nine times 

as much fuel per ton mile as railroads; 
Harm to balance of international trade and payments. 
Failure to recognize this could cause a national disaster. 
My first concern must be for our stockholders, but I insist that thei-e 

are not and there should not be any adverse interest between the owners 
of the property, and creditors and the needs of the public. I say this 
for the reason that if the unreasonable and imjust crushing burdens 
are removed from our rail system there is no reason whatsoever that 
they should not continue as the great profitmaking and moving force 
which has made such vast contributions to America's industrial might 
and general prosperity. 

Judge Fullam, supervising the reorganization proceedings in the 
Federal court, has raised a constitutional Sword of Damocles over 
Penn Central. The time is short.. 

We believe if the court has reasonable assurance that legislation will 
be promptly enacted to implement and translate our proposals, to- 
gether with others now under your consideration relating to loans, 
regulatory reforms and corridor passenger services, that this will af- 
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ford the court ground for allowing further time to formulate a plan of 
reorganization and revitalization of the whole system. 

We are submitting, together with this statement, a more formal pro- 
Cal [see p. —], with documentation, which details the points made 

ein, shows how their adoption could restore the Penn Central to 
grofitability, and estimates the fairly modest cost of doing so to the 
fovernment. 
This documentation explains the advantages of our proposals over 

others. These advantages are: 
They can be put into effect immediately upon enactment into law 

by Congress of the proposed legislation. 
They are comprehensive for the railroad industry rather than paro- 

chial and do not create new problems. 
They are based upon the correction of inequities of long-standing, 

which are well-known to all who have studied the December 1972 
Report of the Senate Commerce Committee. 

They will result in the least disruption of existing industry, of 
commerce and of people's lives. 

They retain the railroads as part of the American free enterprise 
system. 

They merit the support of all those on whom they depend for suc- 
cess because they woiud benefit all concerned. 

They will have the lowest first cost because they make the best use 
of what we have now. 

They will have the lowest continuing cost. Our proposals, if adopted 
in their entirety, will: 

Increase, rather than decrease, railroad services to industry and to 
the public. 

Reduce b^ many millions of dollars each vear the amount which the 
railroads will have to charge Amtrak and other publicly-sponsored 
passenger service organizations. 

Reduce the costs for necessary new highways and for highway main- 
tenance, thus reducing Government expenditures: 

Reduce railroad rates necessary to return a reasonable profit; 
Reduce America's total shipping costs by expanding the use of our 

lowest-cost means of ground transportation; 
Reduce the need for new rail cars through more efficient utilization. 
Reduce the $10.8 billion annual economic cost of highway accidents, 

to say nothing of the saving of thousands of lives. 
In summary, we are proposing the correction of the four inequities 

which are the root causes of the problems of the Northeast railroads. 
These are: State and local taxes on rights-of-way, subsidy of the con- 
struction and maintenance of rights-of-way, subsidy by the railroads 
of public services performed at a loss and unfair rate divisions between 
railroads in interlme hauls. The correction of these inequities, in com- 
bination with certain other proposals now before you, will also help 
to restore confidence in the mtegrity of our economic system and in 
the Government's respect for equity and the rights of all concerned. 
Taken together, they can form a plan which can make this Nation's 
railroads a pride and joy for all Americans. 

We are prepared to answer questions on any aspect of the published 
proposals now before the committee. 

Inank you very much. 
[The proposals referred to follow:] 
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INTRODUCTION 

The Perm Central Company, which owns 100i< of the stock of Penn Central 

Transportation Company, wishes to present Its proposals for solving the prob- 

lems facing not only the Penn Central but all of America's railroads. 

We represent Penn Centzal'e approximately 160,000 stocljholders, thousands 

of whom are past or present employees of the Penn Contrail Railroad and many 

of whom have their life's savings Invested In Penn Central Company stock. 

Our proposals were developed by the Penn Central Company with the assistance 

of its Stockholders' Advisory Board. 

Contrary to the often heard explanation that contrasts In their profit- 

ability Is caused by managements of the railroads of the Northeast which are 

stupid, slothful and backwards, while those of the South and West are In- 

genious, upright and progressive, the fact Is that with reference to taxes on 

rlghts-of-way, division of rates on multiple line hauls, and costs of public 

services which they are required to perform at a loss most Northeastern rail- 

roads are hopelessly overburdened!. 

The Commerce Committee report of December 1972 points out on page 179 

that the collapse of the Penn Central was not primarily due to management 

frailties and on page 185 it states that no conclusion is possible that 

either the management or the merger caused the failure or that it could have 

been avoided.  At the same time. It is so rightly pointed out on page I85 

that these facts do not excuse nor mitigate their (management's) fallings. 

Our proposals are aimed at correcting the causes of America's trans- 

portation problems as they have been identified in the December 1972 Report 

of the Senate Commerce Committee. Others have proposed treating the symptoms. 

We place the elimination of the underlying causes of the problems 

ahead of any other kind of assistance including loans or loan guarantees, 

which should logically follow elimination of those underlying; causes. 

M-474 O - 73 - pL 1 - 14 
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We believe that the problems of the lallroads can and should be solved 

without any form of Oovemment takeover, which would not solve them but 

would compound them by creating competition witnln the entire American trans- 

portation Industry between certain non-taxpaylng Government subsidized rail- 

roads on the one hand, and other taxpaylng unsubsldlzed railroads, as well 

as tax paying highway, air and water carriers on the other. The enormous 

cost to the Nation's taxpayers for purchasing the bankrupt railroads would 

thus be Just a down payment. 

We will not propose to create any form of "non-profit" organization to 

run the bankrupt railroads, because we believe that handicaps resulting from 

serious Inequities In taxation, subsidization and regulation which have made 

earning a profit impossible for these railroads are the root cause of the 

present crisis. To the extent that any non-profit organization provided either 

subsidies or tax relief, it would create unfair competition for other rail- 

roads and even non-rail carriers which would not share that relief and so 

cause more problems than it would solve. 

We are opposed to all schemes for short circuiting or eliminating existing 

prohibitions against the closing, sale, dismemberment or abandonment of any 

railroad or any program for the hasty abandonment of any part of any railroad, 

which would disregard economic considerations or the public interest. We 

will, however, propose an orderly procedure for eliminating unjustified lines 

and services and for protecting railroad companies against unreasonably bur- 

densome costs of public services which they are now required to perform At  a 

loss. 

With considerable reliance upon evidence adduced In the December 1972 

Report of the Senate Commerce Committee, we shall base our proposals upon 

the following facts: 

1. Enormous inequities exist as between governmental treatment 

of the various modes of transportation and even as between railroads 

of different sections of the Nation. 
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2. The Inequities relate primarily to: 

a. State and local real estate taxes on rlghts-of-way 

b. Subsidies of construction, improvement and maintenance of rights 

of-way of the railroads' competitors. 

c. Unjust divisions between railway companies of revenues from 

Joint rates, 

d. Oovemment enforced subsidy by the railroad companies of 

public services which they are required to perform at a loss. 

3. Each one of these inequities is so huge that the Penn Central 

and most of the other railroads of the Northeast which are in bankruptcy 

would not be in trouble if any one, let alone all of these inequities, 

had been eliminated early enough! 

Itae total effect of these inequities on the Penn Central is more each 

year than the company's losses. Their effect upon the distressed North- 

eastern railroads is so great that it has not only made them uncompetltlve 

with their competitors the truckers, but has caused a chain reaction of 

degradation which has affected labor relations, general morale, the ability 

to attract and motivate managers and supervisors and has made loans or 

loan guarantees so risky as to be Impractical. 

Elimination of these inequities is the key to reversing the entire 

chain reaction and to restoration of helath and confidence in America's 

railroad industry. 

Our proposals if adopted in combination with certain others now be- 

fore you will help to restore confidence in the integrity of our economic 

system and in the Government's respect for equity and the rights of all 

concerned. 

We will explain each of the Inequities and propose ways for ending 

them. 

We will explain why our proposals merit the support of so many of the 
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interests who have voiced their objections to others. ^ 

We will show how, by starting with the elimination of existing Inequities, 

an effective program which includes the proposals of others can be put Into 

effect with the greatest speed and economy. 

Finally, we will explain the economic benefits of our proposals and how 

they can lead to a reduction, rather than an increase In total Government ex- 

penditures while greatly Increasing total Government revenues, a program under 

which the railroads will be healthy, growing concerns which will contribute 

much more than now to the Nation's wellbelng. TOese contributions include: 

reducing pollution, reducing highway accidents, reducing congestion of our 

cities, towns and highways, holding down soaring spending for highway con- 

struction and maintenance, preserving the natural beauty of our land, con- 

serving increasingly scarce fuel, lessening need for fuel Imports, helping 

to relieve the crisis in the balance of trade and of international payments, 

fighting inflation by keeping costs.down. Increasing tax revenues and greatly 

reducing the deficits of AMTRAK and other publicly sponsored rail services, 

when the savings are passed on in new contracts. 

Revltalizatlon of America's railroad Industry, which must start with 

correction of the inequities can help restore the shaken confidence of 

Americans in their Government and in our economic system. 

THE COMPETITIVE INEQUITIES 

Only the railroads pay taxes on their rights-of-way. 

Only the railroads pay the full cost of constructing. Improving maintalniii 

and providing police protection for their rlghts-of-way. 

Only the railroads are required by Government regulations to provide 

such a huge proportion of their services as a public service at a loss. 

Only the railroads are so extensively, restrictively, ponderously, 

cumbersomly and unevenly regulated by Government authority.  The railroads 

are lOOjS regulated compared to yi%  of truck traffic and 13)< of barge line 

traffic. 



545 

-5- 
/ 

Most of these handicaps of America's rall/oads came Into existence quite 

deliberately and perhaps with full Justification many decades ago, when pri- 

vately owned railroads were rapidly putting the Nation's canal barge systems 

out of business and the wealth and power of the railroads were considered dis- 

ruptive and menacing. 

•nilrty-three years after Congress proclaimed a Statement of National 

Transportation Policy which mandated evenhandedness In treatment of the various 

modes, the Imbalance In the treatment of the various modes Is greater than 

ever and our railroads which have such Important social and economic advantages 

are treated least favorably. 

Itie December 1972 Report of the Senate Conmierce Committee points out 

these and other inequities on cages 288 and deals with them Individually in 
(1) 

many other sections. 

The attached letter for Mr. Sloboda, a Penn Central locomotive engineer 

(Appendix A) gives a vivid picture of how these Inequities affect railroad 

eiq)loyees as well as passengers, shippers and taxpayers. 

TAXES ON RIGHTS-OF-WAY 

The handicap Imposed on America's railroads by real estate taxes on 

rlghts-of-«ay Is enormous. Quoting the December 1972 Senate Commerce Com- 

mittee Report page 288, 3rd paragraph: "State and local property taxes on 

rail rights-of-way, which currently amount to about $300 million annually 

(with the underlying valuations and applicable rates varying from Jurisdiction 

to Jurisdiction], now approach or exceed In amount total Class I rail net 

income." 

Taxes on railroad rlghts-of- way are particularly burdensome to rail- 

roads in highly developed and urban areas. The Penn Central Transportation 

Company has stated that these taxes were $'•4.5 million for 1972 alone. 

Obviously, the crisis of the Penn Central and other bankrupt railroads of 

(1) Which Include pages 29,30,176, l8o,l8l, 2l8,280,28l,282 and 28H. 
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the Northeast would not exist If this handicap-had been eliminated at, say, 

the end of World War III It is equally obvious that it will take much more 

to solve the problem now. 

These taxes do not fall at all evenly upon all railroads and tend to 

vary with such factors as real estate valuations, industrial development, 

population density and state or local tax laws. Ihey tend to be much more 

burdensome on the railroads of the Northeast not only in relation to their 

competitors in other modes such as the truckers, water carriers and airlines, 

but also in relation to the railroads of certain other sections of the Nation. 

Local tax rates on railroad property vary widely even within the Penn 

Central's operating area. In Ohio the rate is 40 mills with assesraent at 

one-third of valuation for a rate of 1.33S<.  In Indiana the actual effective 

rate is approximately h%.    In Boston the tax is I96.7 mills based on 70$( of 

value for an actual effective rate of 13.76%'.    The railroad buys back its 

property every seven years in Boston!  New York City and Philadelphia fall. 

In between with actual effective rates running 4.2!< and 3-15Sf respectively. 

It should be obvious by now that it is impossible for railroads to 

compete equitably for business which is subject to federally regulated rates 

and rate divisions, when they are subject to such enormous and capriciously 

variable taxation. 

It should be equally obvious by now that it is sheer nonsense to wait 

for the Individual states euid local governments to act to end this glaring 

inequity on their own Initiative. Tt\e  problem worsens year by year. 

Proposal for Ending the Tax Inequlty- 

We propose that Congress enact a law forbidding or at least severly limit- 

ing the taxation of any real property used for rail transportation. 

Sudden elimination or curtailment of the revenues from taxes on rail- 

road property would be disruptive and create real hardships in many communities 

We propose to minimize the hardships of adjustment through a ten^orary, balance 
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Federal program of revenue sharing. Certain states have already enacted 

legislation over the years to exempt all or part of railroad property from 

state or local taxation. Although these states presumably have found other 

sources to offset the loss In revenues, it would be unfair to deny them the 

tax sharing plan accorded the other states. Accordingly, they should be 

entitled to Federal funds equal to the revenues they would have received 

had property taxes - equivalent in assessment value and rates to other 

property - been imposed on railroad property. Ihe revenue sharing program 

should be phased out within five years to enable the establishment of other, 

more equitable tax revenue, hopefully In better accord with the constitutional 

prohibition against imposition by the states of tariff on Interstate commerce. 

A golden opportunity now exists for a monumental achievement because many 

states and communities now suffering the total loss of such revenues because 

of their suspension by bankruptcy courts should be most cooperative in this 

approach to a fair solution to the problem. 

MAINTENANCE OF RIGHTS-OF-WAY 

Important as the tax inequities are, the inequities In the Qovernment's 

sharing of the costs of construction, maintenance and improvement of rights- 

of-way and for providing security and signaling systems are even greater. 

Quoting from an address by James M. Beggs, Under Secretary of Transpprtatlpn 

on May Ik,  1970: 

"Since 1957, the Federal Government has spent $65 billion for 
domestic transport. Of this amount 73 percent or $47 billion has been 
spent on highways, 15 percent or $10 billion for airports and airways, 
11 percent for the Coast Guard and less than one percent for public 
transit. With the exception of a token amount of $6 million for the 
High Speed Rail program, there have been no expenditures for railroads," 

Among the railroads' competitors for freight hauling are the water 

carriers whose rlghts-of-way, signaling systems and security are almost en- 

tirely paid for out of public funds, and the truckers who share use of many 

streets and highways which have been built and maintained with public funds. 
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WB have not found anyone who has even tried to Justify the present 

Governmental treatment of the various modes of transportation as to the 

share paid by the Government of the cost of construction, malnteneince and im- 

provement of rights-of-way and siganling systems and for providing necessary 

security! The Government pays 1005< of these costs for the water carriers and 

none of them for the railroads. 'Rie exact share of these costs which is borne 

by the Government on behalf of the trucking industry is impossible to determine 

but we estimate that it is in the neighborhood of 30 to 405^ based upon the 

following; nia Government's own estimates of underpayment of the incremental 

cost responsibility of the Highway Trust Fund ranges from 14.8^ to 16.8!K 

(based on the Government figures cited on Pg 67 of ASTRO Report of 6-30-70). 

Another I6,8j< of all funds spent by all units of government for highways 

($3 billion out of a total of $17.8 billion) is paid for out of real estate 

•nd other taxes. Trucks account for two-thirds of highway use in gross ton 

miles and pay Just a shade over one-third of fuel taxes. Highway security 

costs and economic costs of truck related accidents must be taken into ac- 

count even though absolute precision is not possible. The total economic costs 

of highway accidents was $10.8 billion in 1971 according to National Safety 

Council estimates. 1970 Highway Security costs were $1.23 billion. 

Rroposal for Equalizing Government Support Levels for All Modes of Transporta- 
tion ' 

Bearing in mind that the Interstate Highway System is now largely com- 

pleted, we propose that the Federal Government temporarily equalize overall 

governmental support of all modes of transport at one-fourth to one-third 

of maintenance improvement and security costs of rights-of-way in order to 

help bring the entire transportation system Into better balance. Once 

balanced and in good operating condition olir nation's transportation system 

may well need less total governmental subsidy than it is given now. 

We believe that the Federal Government should levy a tax on all liquid 

and gaseous fuel to accomplish the following: 
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1. Reduce waste and promote conservation of fuel. 

2. Alert the public to the seriousness of the problems of: 

a. the shortage of lovf pollution fuels 

b. the growing rate of oil and gas Imports 

c. the dangers of over reliance upon Imports 

d. the effect of growing Imports of oil on America's balance 

of trade and of International payments 

e. the time required to develop safe non-polluting ways-of 

using our abundant high sulphur bituminous coal 

3. Inform the public of the urgpnt need to economize on energy 

consumption and the many ways In which fuel and electricity can be 

conserved. 

^.    Subsidize acceleration of present and new programs for getting 

systems of low pollution utilization of high sulphur fuel Into large 

scale production, 

5. Subsidize development of more efficient and less polluting utili- 

zation of energy In all modes of transportation, particularly autos. 

6. Subsidize and encourage the use of our railroads which are 

far more fuel conserving and far less polluting than trucks or airplanes. 

Railroads use approximately one-fourth the fuel per ton mile as trucks, 

about one-eighth to one-sixteenth as much per passenger mile as autos 

and about one- sixteenth to one-twenty-fifth per passenger or ton mile 

as airplanes. 

He also urge that more of the Highway Fund be spent on Improving 

highway and rail safety by elimination of grade crossings which still cause 

a shocking number of fatalities. 

At current rates of spending for maintenance of rights-of-way of all 

American railroads (excluding over $60 million in payroll taxes) the Govern- 

ment's 25^ of these costs would be about one-third of a billion dollars per 
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year. 

Many railroads do not have the resources to maintain their rlghts-of- 

way to meet ICC standards. This results in extremely costly delays and de- 

railments, which are links in the chain reaction of degradation. The  in- 

creased spending for maintenance of railroad rights-of-way which is necessary 

to meet ICC standards would temporarily raise the Qovemment's 23%  share of 

total spending for this purpose to the neighborhood of $400 million based on 

1972 wages and prices. Relating these amounts to the Penn Central, 2^%  of 

PC's 1972 spending for maintenance of way would have been only $6l million. 

Because so much maintenance was being deferred In 1972, this figure would be 

approximately $86 million per year for the next four or five years and then 

return to the neighborhood of $65 million per year thereafter, based on 

maintaining a 255< subsidy level. Penn Centred.'s costs for security are now 

running at the rate of $8.3 million annually for direct payroll net of charge 

off to others. 

We propose that the formula for partial subsidy of the costs of main- 

tenance and Improvement of railroad rlghts-of-way be designed to foster im-» 

proved safety, efficiency and speed In that order. Accordingly we recommend 

that maintenance and improvement of switches, signaling and control systems, 

crossing protection, bridges, tunnels hazardous curves and security systems 

be subsidized at a level of Uo  to 50^ and thht straight track and the like 

be subsidized at a lower level of the order of 13%.    No attempt le made to 

show the effects of such a formula in figures given herein for the Penn 

Central. 

Obviously, under this proposal, the run down railroads of the North- 

east will in the near term be helped much more than those of other parts 

of the nation. This is in accordance with fair treatment of all concerned, 

when due consideration is given the tn>e cause of the run down conditions of 

the railroads of the Northeast and the urgent need for overall economy. 
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RATE DIVISIONS 

Plfty-three years ago, when shippers were much more dependent on the rail- 

roads due to the lack of competition by other mode^ of freight transportation. 

Congress amended the Interstate Commerce Act In order to protect shippers 

from discriminatory treatment by railroad companies. The amendment expanded 

the rate making and adjusting powers of the ICC to Include so called "Joint 

rates" and the divisions of revenues between the carriers participating In 

freight movement over more than a single railroad company's lines, mis 

amendment Is credited with having succeeded In solving the problem as It 

existed at that time.  It Is now causing a more serious ailment than It sought 

to cure. Ihe trouble Is that despite the provision. In section 15, paragraph 

6 of the Act, for equitable adjustments In the division of rates between 

carriers and despite the efforts of the ICC to equitably administer that 

provision, some railroads, which consider it to be in their own interests 

to maintain the status quo of unfair rate divisions, have found legal ways 

of doing exactly that, practically indefinitely, and have thus made a mockery 

of the provision for adjustment provided in the act. 11118 Is a glaring case 

of Justice delayed being Justice denied and as pointed out on pages 29, 30, 

176 and 201 of the December 1972 Report of the Senate Commerce Committee, the 

cumulative loss to Penn Central from this one Inequity has been far more than 

enough to cause the present bankruptcy and crisis. The  same can be said of 

its effect on several other railroads of the Northeast. 

On page 201 of the December 1972 Senate Commerce Committee report, it is 

pointed out that "equitable resolution should be of great concern to the 

government", and on page I76 it Is stated that 

"Relative cost criteria suggest Penn Central divisions 

might be Justified in receiving nearly $50 million additional 

per year in amounts representing undiluted contributions to net 

railroad operating income." 
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The report goes on to ask 

"What Kind of a system can leave euch critical amounts so 

up In the air, subject to protrated delays and capricious 

answers? This clearly untenable situation requires answers 

which are consistent with system requirements rather than 

esoteric cost measurements." 

Responding to the report, we propose moderate but effective Congressional actlor 

and wish to emphasize Its Importance as a means of minimizing the need for 

both short term and long term financial assistance from the Government. Elimi- 

nation of this Inequity will very favorably affect the breakeven operation 

ratio for many and probalby most of the lines of the falling railroads of 

the Northeast, greatly reducing need for abandonments. 

Blame for this state of affairs cannot be placed upon the ICC standards 

which appear to recognize that railroad charges per ton mile must vary In 

accordance with costs. Just as bridge and turnpike tolls do. Ihe charge 

per mile for driving a car over the turnpike varies greatly depending on the 

cost of building the roadway and that varies from well under $1 million per 

mile In the country to over $'* million per mile In heavily urbanized areas. 

Proposal for Solving the Rate Division Problem 

We urge that Congress enact legislation which: 

1. makes all rail carrier rate divisions adjustments retro- 

active to the date of application for such adjustments. If approved. 

2. requires the ICC to grant Interim rate divisions adjustments on 

a prlma facie basis when the evidence offered In support of such 

adjustments meets the present ICC requirements relative to ap- 

plication for rate divisions adjustments by rail carriers. 

3. requires that all interim adjustments be made subject to final 

adjustments which may Include refunds and/or reimbursements with 

Interest In accordance with the final decision on the applications 
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for adjustment. 

Tbe total amount of business subject to railroad rate divisions Is over 

$4 billion per year so that the percentage of chemge in rates required to 

solve the problem Is quite small. 

We submit herewith as Appendix B an outline of the Chronology of: 

1. Major rate divisions cases since 1932 

2. Major actions in current North-South division cases 

3. Major actions during 1959-71 In Official Southern rate 

Divisions Case ICC Docket No. 29885. 

niese all show the utter hoplessness of proceeding under present regu- 

lations. 

PLANT RATIONALIZATION 

Determination of which lines are to be abandoned before considering 

the effect of eliminating existing inequities can lead to serious errors and 

to actions which are grossly harmful to the public. 

In some cases, losing lines can become profitable through the elimina- 

tion of the above listed inequities alone. In other cases the amount of public 

support which may be necessary to make up the difference between the amount 

of revenues received by the railroads for services provided In the public 

Interest and the amount required to earn a minimum return on the capital 

required to produce those services, will be greatly reduced. 

In all cases, the prospects for obtaining the kind of "give and take" 

from shippers and railroad employees of all levels, including organized 

labor which is required for the success of any program should be greatly 

enhanced by starting with an honest effort to save the thousands of Jobs 

and businesses which are now threatened by those very inequities. 

We do recognize the necessity for orderly abandonment of unproductive 

segments of the Penn Central system and of many other railroads. 



554 

-14- 

We believe that necessary abandonments can be accomplished with due 

regard for both the public Interest, as required by law, and for the economic 

considerations which are Involved. We are utterly convinced however, that 

It Is unrealistic to expect to achieve any appreciable acceleration of the 

process, which has generally takena number of years from the time a losing 

line Is Identified to the time when all of the necessary legal actions have 

been taken tuid all regulatory requirements have been met for abandonment. 

It Is a serious mistake to assume that long delays In abandonment 

procedures are due to inaction by the ICC. Hearings and related legal pro- 

cedures to protect both private and public interests take up most of the time. 

ITie public Interest in these natters is enormous and should not be 

allowed to be swept away by the kind of shortcut proposals which we have 

seen offered in recent weeks. On the other hand. It Is obvious that some 

railroads. Including Penn Central, are now required to operate an unsup- 

portable proportion of their trackage as a public service at a loss. 

Proposal for Limiting the Subsidy by Railroads of Public Services which 
the Ksllroads are Required to Render at a Loss 

We propose that; In order to reduce to a reasonable level the amount 

by which any railroad company is required to subsidise the public by supplying 

Its services at a loss. Congress enact legislation which: 

1. Requires railroad companies which have earned less than 7%  annually 

on invested capital during the procedlng reporting year to absorb the 

losses incurred on losing lines which are required to be operated as 

a public service,only until the subject railroads have qualified for 

assistance by identifying and proving the extent of such losses In 

accordance with present ICC standards and requirements for application 

for line abandonment. The legislation wouia provide for reimbursing 

the subject railroads for the full amount of such losses thereafter 

until said lines are returned to profitability or permission is Irrevo- 

cably given for abandonment. 
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2. Provides for reimbursement from the Uni'ted States Oovemment for 

all losses sustained by railroad companies which are Incurred In the 

performance of public services which are or have been required by public 

authority while the subject railroads are In bankruptcy. 

3> Provides a simple and speedy procedure for enabling qualifying 

railroad companies to obtain reimbursement, such as by submission by 

the railroad companies to the D.O.T, of quarterly statements of ser- 

vices which were required by public authority and which were supplied at 

a loss, together with a bill for the difference between the amount 

received for those services and their true total cost plus an approved 

minimal return on the capital required to perform them. 

k.    Requires the ICC to check on the accuracy of the bills and state- 

ments of railroad companies which are submitted for reimbursement of 

losses. 

5, Provides for ade.quate funding. 

6. Gives the ICC the responsibility for urging users and local authori- 

ties to find alternatives to subsidized rail services and gives the ICC 

authority to permit abandonment whenever it decides that continuation of 

any subsidized service Is no longer Justified. 

It Is not possible to accurately forcast the cost to the Oovemment of 

the adoption of this proposal because we do not know how many lines will still 

need further assistance or abandonment even after correction of the above 

listed inequities with respect to taxes, maintenance costs and rate divisions. 

However, since the Trustees of Penn Central have estimated for the 5,000 

miles now proposed for abandonment that an augmentation of about $8l.3 million 

would be required in order to offset the assessable 'OERT' (excl.F.I.T.) 

deficit and provide an 8%  return on the estimated road property values in- 

volved, we estimate current savings potential for this mileage at $20 million 

annually and predict that the cost to the Oovemment of adoption of our pro-  ' 

posal with respect to the Penn Central will be very much lower and very likely 
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closer to $10 than $20 million even In the first year, excepting payments for 

qualifying losses in bankruptcy as per paragraph 2 above. ITiese costs can 

reasonably be expected to decline to much lower levels as rationalization is 

accomplished. The Government's cost for losses orf passenger services which 

governmental authority requires to be performed as public services Is shown 

and explained in Exhibit C. 

We urge reconsideration of the following when measuring the benefits of 

this proposal against its cost: 

the preservation of tax revenues from affected employees, businesses 

and workers in all affected industries and communities. 

Ihe probable effects upon unemployment compensation costs. 

Die effect upon the morale of railroad employees at all levels. 

Itie effect upon relations with shippers and organized labor. 

Ihe avoidance of closing transportation routes to coal mines which 

may need later to be reopened as developments which are now in the pilot 

stage for low pollution use of high sulphur coal come Into wide scale 

use. 

THE NEED FOR CHANGE IN THE REGULATORY CLIMATE 

It has been nearly three years since the Association of American Rail- 

roads published the ASTRO Report of June 30, 1970, a prospectus of the American 

Railroad Industry, This work is an excellent and well documented compendium 

of the problems facing America's railroads.  It offers solutions for many of 

the problems and explains the enormous, untapped potential of the railroads 

for increasing their contributions to America's economic and social wellbelng. 

The ASTRO Report calls for reorientation of the regulatory outlook from 

the past to the future and points up a number of extremely serlout. faults in 

existing regulations along with proposals for urgently needed improvements. 

The ASTRO Report quotes President Nixon as having said in an Economic    , 

Report to the Congress: 
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"...(M)ore reliance on economic Incentlvea and market 
meehanlema In regulated Industries would be a step forward... 
Industries have been more progressive when the agencies have 
endeavored to confine regulation to a necessary minimum and have 
otherwise fostered competition. Whan regulation has stifled 
competition, performance has deteriorated. The clearest lesson 
of all, however. Is that regulation shouid be narrowed or halted 
when It has outlived Its original purpose." 

We are In complete agreement with that statement by the President. 

It Is quite shocking to learn from the Senate Commerce Committee's 

Saport of December 1972 that the same faults which were pointed out by the 

ASTRO  Report in 1970 still exist and that virtually no progress is being made 

In correcting them. 

We suggest that in the present atmosphere of the railroad crisisj the 

energy crisis, the inflation crisis, the monetary crisis, the crises in our 

balance of trade and of international payments and our pollution problems, 

serious consideration should be.given to this whole problem area. 

We endorse the following specific regulatory reforms recommended In the 

ASTRO Report and believe them to be entirely consistent with the findings of 

the December 1972 Report of the Senate Commerce Committee: 

1. Reduce the inequities in the degree of regulation as between 

the railroads, truckers and barge lines byi 

Ending all regulation of new marketing concepts for the services 

of any modes such as the Rent-a-Train plan until such new con- 

cepts have had a chance to prove themselves In the market place. 

• Setting uniform standards for publication of rates by all carriers. 

Allowing all carriers of all modes automatic authorization for 

annuU increases in the general level of rates to meet higher wage 

and material costs Just as is dona for other industries under 

Phase III, 

2. All carriers of all modes should be allowed to price their 

••rvices in accordance with competitive and economic realities. 

H-4T4 O - 73 - pi. > - l» 
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3«. M.i  carrl«r8 of aU oodes sbould be subject to. .the sane 

standards as applied to mergers. 

k.    The time consuming "special" e^peal procedures at^tendlng ICC 

>"<)eciBlons stuiiuld be ellmloated -and the procedures slvoul^ b^! tbe same 

as for other agencies having superior records In decision making such 

as the F.C.C. 

While not in the ASTRO Report we believe that the ICC should be required 

to produce a manual for use In determining rate divisions. This should be 

patterned after the manual which has served the F.C.C. so well In connection 

with Interstate telephone charge divisions. 

ECONOMIC BENEFITS OF CORRECTING lUEQUltlES '    '  •' ' '" 

The Penn Central Company does not have the Trustee's current pro- 

jections of profit and loss for the years I973 through I976 nor certain data 

on which a sound projection can be based. 

However, certain Important conclusions can safely be drawn from an 

examination of the effects which adoption of our proposals would have had 

upon the PCTC profit and loss and cash flow statements for 1972 as shown In 

Appendix C. 

These are as follows: 

1. Adoption of our proposals for eliminating Inequities would have 

immediately ended the erosion of PCTC assets. 

2. A small net profit ($4.9 million) would have been earned even 

In 1972 if PCTC had been operated on an equitable basis «md If 

expenditures for maintenance were not increased. 

3. Ihe cash flow available for desperately needed capital Im- 

provements would have been Increased by $183 million. TJie Trustees 

report of February 1, 1973 states that over a four year period 1973- 

197fi> $600 million to $800 million will have to be spent to 

catch up on maintenance and capital Improvements neglected In the 
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V-t-'S'T^o .'.'.ir.'-.:.t9-.i !>ifr -..:.'J. •••nc -i .1  ?iro .:••- >....< ••-•> •!.'•..;/> J ?;» 

'...<: t'.ic .-^paet fifteen. y«a:rB,.v> Average of a minimum of $150 DUllOfir- .' e 

il-. :ii«. iiiaper year. Aasuinlng this average catch up figure of $150 mlllloftl 

-.o\  fjjs; 1" ;would have been relevant to 1972, and would have been spent durliig 

-•;.-.•:•.--I -.the year, PCTC would have ended the year with $58 million more 

S'l:  '••.•.-'leaih. even If the increased expenditures had produced no benefits 

in that year!  This figure assumes that $100 million of th<» -.-^Ui 

tl ••'..•s'-er! additional $150 million would have been spent on maintenance of 

-.••.— -: ,:••>; rights-of»way subject to our proposal that 25ii of expenditures :» 

a::: c: /..'/ortUfr purpose would be reladsursed by the Transportation Fundbi 

See Appendix. e«:<!D3.-> Yi SJxnet.iS.-.—.F. •.:••  9.' 1:1  ••.-'* '>','LP'J.,« WO;;C 

—.•-•' <'.••l.-.i•ri^.    since thefts eoanomlo benefits would apply to-every year of 

-nifivvs r..'operation and would automatically escalate with inflation and vitti 

i't'iii'Z    .^increases In revenues subject to rate divisions, they would 

greatly, bas.tien. tiie *tt«ixiinent> of 1 cr«ckltrworthlnese and an earning 

!.• <io-:-{; :IsreS. adeqaatc. £orj«.'Jound reorganization which would satisfy all 

-•": iti-n .• .'rlntcreats.       ; .i'.'..'. -'•  '• l   .   •• 

-Atsomlng that the estimates iwhieh the PCTC Trustees have made are 

reasonably accurate with respect to future benefits from reductions In ex- 

cdBB labtnrvand in labor proteotlott coats imd with respect to certain antici- 

pated inprovementa In efficiency, tilen attalnoent of conditions which can 

form the basis  of a sound Income based reorganization should be not much 

later than X976-.despite the. long. deJtaya, In achieving fair conditions of 

operationi •'•.:'  '.:."•-••   £.'<!'v-vr  s.'-.^inon   .TI- •   ,. •   . .-. 

•.<J.^^ iJHe. believe that the sam «e!Si0.ts can be achieved for the rest of ttiei . 

-ailing railroads' of-the Kortheast. < 

Correction of the  Inequities would be of great benefit to the entire 

i-tawrlcan railroad industry,  practically none of which now earns enough on In- 

vastad capital tiiAaks- investment^ In It attractive or to support much needed 

mode mlzatlon. 
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He believe that our proposals for correcting the Inequities affecting 

all railroads merit the support of even the railroads of the South and the 

West, who have In the past opposed the adjustments In rate divisions which 

are proposed here, because these railroads would be more than compensated for 

this by the gains resulting from the elimination of taxes on their rlghts-of- 

"•y, by partial subsidy of their costs of maintenance of rlghts-of-way and 

other benefits. 

We believe that this plan merits the support of all shippers because It 

will Improve service to them and because It will hold to an absolute, practi- 

cal minimum the services which must be discontinued and will l^i all cases 

allow adequate time for necessary changes In service. 

We believe that this plan merits the support of trucking companies be- 

cause It will reduce the danger that they will have to compete with govern- 

ment owned and operated rail services or other Oovemment agencies.vj^Improved 

"piggy"back" service can reduce their costs on long hauls. 

We believe that this plan merits the support of railroad employees of 

all levels, because It will reverse the chain reaction of degradation which 

has beset American railroads since the end of World War II, and the bur- 

geoning of the publicly supported Interstate hl^way systems, by giving 

railroaders the tools they need and a fair basis on which to compete, and 

will create anew the opportunity for advancement and promotion for those 

who contribute to the railroads' progress. 

Under this plan, organized labor can best afford to make concessions 

relating to crew consist reduction, etc. because overall employment levels 

will be favorably affected by increased railroad business and the avoidance 

of unnecessary or untimely abandonments.  The improvement In "on time" ser- 

vice and average speed of trains to be made possible through this program 

will greatly Improve the "takehome" pay of many thousands of crewmen without 

any increase in their pay scale. This will at the same tine end the unsafe 
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eondltlons which are the aubject of such bitter complaints by the railroad 

workers. 

We attach great Importance to the fact that United Transport Workers 

union chief, Mr. Al Chesser, stated that he could not agree to the Court 

ordered reduction In crew size by one man> even by attrition, while the 

railroad remained In such unsafe condition. We also believe that It would 

be quite fair for the Oovemment to seek an equitable settlement of the re- 

maining outstanding problems relating to excess labor as a condition to 

agreeing to end the Inequities listed above. 

We believe that this plan merits the support of all conservationists. 

Including those who recently opposed the railroads and the ICC In connection 

with a moderate railroad rate Increase, because .It will enable railroads all 

over the nation to fight the trend to "pave over America", It will slow the 

trend to condemn to destruction many parks and other Irreplaceable public asset 

and will Increase the contribution of the railroads In fighting pollution. 

We believe that the plan merits the support of all motorists because 

It will Increase the role of the railroads In relieving trafflce congestion 

on streets and highways and It will drastically reduce the number of highway 

accidents and fatalities, by reducing the number of long haul trucks on high- 

ways and through the elimination of dangerous grade crossings. 

Host Important, we believe that this plan merits the support of the 

public because It will Increase, rather than decrease services to the pub- 

Uce by the railroads and will rapidly Improve the quality of those services, 

and despite the appeal of so called "non-profit" organizations, we believe 

that most Americans still believe In the merits of our system of competitive 

enterprise. 

We cite as evidence (Appendix D} a copy of an article from the Phila- 

delphia Inquirer of March 25, 1973 giving results of a public opinion poll 

by George K. Gallup. 

The poll results show that, although many Americans take a dia view 
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',.    •::.•   •. • V ; -.:;:.-•; .T-. • -; J:   I -••:>.:   '.z   •••.'^-. •-'- -••7J. ,-. • '1. ?;:-;••; •.-? 

of the way railroads are being run In thla coun]try, a plurality reslata the 

Idea of having the Government run the railroads and that of those who say 

(railroad) service Is excellent or good, nearly 2 to 1 vote against nationali- 

zation while those who say "only fair" or "poor" lean in favor of a Oovern- 
- *  .'- i.* :. V -, il  .  « *•»* 1' •, \      .,. , Vv i„ ,'i .;. ;. V .-y    1 - • ,; -u 

Bent takeover. 
.1. •.-.:..':"  • . • '•   -•  V-  ••   •  • -: :•. •./\.i-«i ;•/ •'.Itt- 

ADVANTAGES OF OUH FPOPOSALS OVEft OTHERS 

He have studied all of the other proposals for solving the problems 
'•,•«* 

of the railroads of the Northeast and while recognizing their many construe- 
'••t 

tlve ideas, most of which are perfectly compatible with our proposals, we 

summarize as follows the respects in which we believe our overall plan to 

b; auperiqi;': 

1. Our proposals can be put into effect immediately upon 

enactment into law by Congress of the proposed legislation, while 

most of the other plans embody built-in delays to action even after 

passage of enabling legislation. Such delays are Intolerable in' 

the present situation! Time Is of the essence! 
'"• ••- •• ':i  s .••• •!•- 1. .'. :k  ; 

2. Our proposals are comprehensive for the railroad in- 
'.   .     *(l     ^   I•• .    •     .. . 

dustry rather than parochial and do not create new problems of 
-'•"• I'.   .'   ... .  -  •   ,   •    •; »•• -9  • ; ..  -a 

inequitable, intermodal or Intramodal competition. 

3. Our proposals are based upon the correction of inequities 

of long standing, which are well known to all who have studied 

the December 1972 Report of the Senate Commerce Committee. 

4. Our proposals will result in the least disruption of 

, ^, ,   existing Industry, o£.'Commerce and of people's lives. 

5. Our proposals retain the railroads as part of the American 

free enterprise system. 

6. Our proposals merit the support of all those on whom 

they depend for success because. If adopted in total, our 

proposals will benefit all concerned. 
«.!_• .I'T -r ,1, e. . 
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-r.L ii.-.«7!^:'>fitur'propiQiBBlB are ^totally-canatFuetlve and pxogi'essXVe.v 

:••<>>  tB.    Our praposalB tdlX tvvra the lowest flrot coat tiecauae  ..;?•••! 

they make the beet use of what we have now rather than calling :.i'.;'-.jfc 

for sudden, disruptive abandoiments and re<rallsniaaRts> and largA r 

.:. acale application of untested theories. i: : 

9. Our proposals will have the lowest continulhg cost be-%o 3'.*^' 

'sause they dw the moatto preserve andjincrsaBe existing taic .•." 

revenues from railroad employees and all affected businesses and :to . ^ 

LIT Il»r«vent personal and business losses which will otherwise result . 

'•• "• from unwise abandonments and becauaa they create a balance in the '••.i^.^ 

Government's treatment of all modes of transportation and so malta   :.' 

f.^' iiractical ahy desired alnultaneous adjustment in the level of  :V 

r . X BidiBldy to all modas.   f.-xi-... ; :. .• ,*••.•:'• I .xJ OJ t-.'-i-'-.: yl'..!-;-- .»n 

tOur proposals. If adopted in their entirety. Kill:        •:•: t,   .. .: ;-?•.:•..•' 

1   1. increase rather than decrease railroad employment  ••• /    ;•: L 

-I.LJS^-. Increase rather than decrease railroad services to industry; < -.-:'', 

3.  reduce by many millions of dollars each year the amount vhicta'.£Ji>: 

the railroads will have to charge AMTRAK and other publicly sponaorod 

passenger ^aervlcsK dn.order to cover tt^ .railroada* fktll coats In servinc^y 

"^^ttient. '-'' '-- - "^v o''-,•""•.-? • .''-•^ r' ^"(^ ? •' ^ -v 'o.::'"'ci •,.! ^.'t" 

' ' .|4.. deduce; the costs for necessary naw blgbiiaya and for highway: " . •' 

maintenance, thufi reducing Qovernjnent expenditures :r .   • lo -•• ,'• J\J  ; -.a 

5. reduce railroad rates necessary to return a reasonable profrt..-- ;•• . 

6. reduce America's total shipping costs by expanding the use 

of our lowest cost means of ground transportation 

7. reduce the need for new rail cars through more efficient 

(faster) utilization made possible by upgrading of maintenance 

8. reduce the $10.8 billion annual economic cost of highway 

accidents to say nothing of the saving of thousands of lives 
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9> Eliminate much of the enormoua cost preiently associated with un- 

productive paper work required by the ICC, especially In connection with 

abandonments, 

10. Increase rather than decrease tax reveniAs. 

11. Help to preserve the beauty of our land by reducing the need to 

"pave over America". 

12. Reduce rather than increase the total cost of the Oovemmenta' 

subsidy of transportation. 

Judge Fullam sponsoring the reorganization proceedings in the Federal 

Court has raised a constitutional sword of Damades over Penn Central. The 

time is short. 

Ve believe if the Court has reasonable assurance that legislation will 

be promtply erected to implement and translate our proposals, together with 

others now under your consideration relating to loans, regulator reforms and 

corridor passenger services into law that this will afford the Court ground 

for allowing futher time to formulate a plan of reorganization and revltall- 

sation of the whole system. 

Our proposals if adopted in combination with certain others now before 

you will not only solve the present problems at far the lowest cost of 

any that have come before you but will also help to restore confidence in the 

Integrity of our economic system and in the Oovemment's respect for equity 

and the rights of all concerned. Taken together they can form a plan which 

can make this Nation's railroads a pride and joy for all Americans. 
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APPENDIX    A 

731J- BroolcpErlc Roud 
•   • ;•        Oleveluid,  Otiio      4<144   - 

-   February iO, 1973 

Dept.  of Trinsportatlon .."',-. .     .--..•_ ^ . 
'eehin^ton D. C. 

Eeer Sirs: - -•..•.- 

I v>ould like to express ay buable opinion on a very ~.° 
liS;)ort<int isattcr before you,  the operation of tiie ii'enn Centr&l 
Truisportatioa CompaJiy. 

Over the years I have watch( d my tax dollars cs «ell as the 
Coo?&J3y's bcln^ ueed to buila better hi^h/sys,  drv.aye,   ports,   uid 
rivers for use of these fecllities oy co:aBerci»il carriers »ho are 
in direct competition t.ith xhe reilroado.    ^ihese forms of trtna- 
portation era en.joyinj a very •azSa-ir aQvante.-;e over rEilroeos 
because they don't contribute to improveaent of railrot-ds v.ith 
their tax dolliurb.    I ciinnot thitu of a oettcr tii^u for you 
(^cr.tleEcn to ctart to correct XiiXa {grossly unfair system oy 
reooraaendino' eoxe funcie oe spent to imorove ruiiroeds in the 
United staiee to they mc.y :iave an equed chence ^or pj^oflt and 
ctability \klth the benefit of tax dollars. 

From the cab of a locomotive I  It&ve viatohed net< interstate 
hljhv.tyS/ bein^ built cjid then iiUt;e trucits rollintj alonj ct hij^h 
speeds vith their cartjo of freight on a beautiful rosidt.ay.    iihile 
our trains speeu haa been reuuced I'rou 60a:ph to ^Oraph v.ita4;3. large 
number of 50 to lOnph aloft  oruera due to the poor i*nd h&surudua 
conaition of the ro^d bed.    Our time for running a train from 
Clevelcnd to Colun:bus,  Ohio hcs more than doubled due to  the poor 
condition of our tracKs oaicini; it that much harder to nake a 
living,    '.e are paid by mileage in throujh frei^t service^    My 
reference to trucics is on our main tracics, not secondary or 
branch line. 

For direct conparieon,  I  J^st returned from t. hichftey trip to 
the Oerolina'a ind I oust sey my tax aollars ttre dointi a tjood  Job 
for mainteininj a good road for trucks,   jjr can't tney do as much 
for the railroadv ''''^'' 

Pe are tbLlkin^ of rebuilding North Vietnam,   how about rebuild- 
ing some of our railroads first.     It is beneficial to ell our 
people to huve a i^ocd,, modern,  hit^h spued roil system.     Trucks do 
create a lari^er umount of air pollution and traffic hazards than 
trains.    T<e are also looicln^ tov.ard b fuel shortotie.    Railroads 
ci'n do the job cheaper and cleaner. 

I thank you in advance for any consideration you may ^^ve to 
ny thoughts. 

Yours truly, 

Stephen Sloboda 
i'enn Central ij^itineer 
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r.^^ :L .1 • APPENDIX    B 

Current North-South Divisions Case 1 iir^i. 

•tItB'Akfon,  Canton fir Youngscown Railroad Company'-'  ,''.  tijit,.! 
V. 

. '^''-  Aberdeen and Rockflsh Railroad C'dttpany 
: & ' . t    ICC Docket No. 35585 • •' :-'  

•"3   a...  :. 
i 

•'•'•'• 'Glnrotiblbgy «f-'MhJ<*''A«et<M •> 

Date 

March 17, 1972 

March 17, 1972 

Kay 1, 1972 

May 9, 1972 

June 14, 1972 

June 29, 1972 

Sept. 25, 1972 

Dec. 12, 1972 

Jan. 2, 1973 

Jan. 9, 1973 

Jan. 9, 1973 

Action Taken 

Complaint of Northern lines. 

Petition of Northern lines for prehearing 
conference. 

Cross Complaint of Southern lines. 

Complaint of Midwestern lines. 

Supplemental request by Northern lines for 
prehearing conference. 

Petition of Southern Governors Conference and 
Southeastern Regulatory Utility Commissioners 
for leave to Intervene. 

Prehearing conference held before Administra- 
trive Law Judge Forest Gordon of ICC.  Con- 
ference continued to later date. 

Prehearing conference resumed before Judge 
Gordon.  Principal question regarding size 
of car tracing study for determination of 
costs. 

Prehearing conference Order of Judge Gordon 
issued.  The Order requires Joint studies of 
operating characteristics of North-South 
freight traffic be conducted over a 12-month 
period commencing March 1, 1973. 

Southern lines object to Judge Gordon's 
Order of January 2. 

Northern lines object to Judge Gordon's 
Order of January 2. 
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ICC Docket No. 35585 
-2- 

Date Action Taken 

March 5, 1973     Order of Commission responsive to petition 
of January 9, 1973, directing that the 
study of operating characteristics required 
by the Order of January 2, 1973, be made of • 
a stratified statistical sample of 7,000 
car shipments during the 12-month period 
commencing 60 days after service of Che Order 
(on May 5, 1973). 
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Official-Southern Divisions Case 
 ICC Docket No. 29885 

Major Action During Period 1959-1971 

Date 

tUy 1, 1959 

Fab. 3. I96S 

May 8. 1965 

May'27, 1965 

June 30. 1967 

Marclb 4, 1968 

March 12, 1968. 

April 24, 1969 

Action 

ICC Order evening case for hearing. 

ICC Report and Order, Official-Southern 
Divisions, 325 ICC 1. This order required 
an increase in the Northern lines' share 
of the revenue on north-south traffic. 

ICC Supplemental Report and Order.  Official- 
Southern Divisions, 325 ICC 449.  This order 
modified the order of February 3, 1965 in 
respect to traffic handled by. the Norfolk 
Southern Railway Company.   ."   -  '. . 

".<•'<• 

Order of District Court denying interlocutory 
injunction against ICC orders on condition 
that Official Territory railroads refund 
increase in divisions if ICC order is set aside. 
Aberdeen and Rockflsh Railroad Co. v. Uoited 
States (USDC ED La.)        ^  ~ 

ICC Order 6et aside and cause remanded to : 
ICC for further proceedings. Aberdeen and . 
Rockflsh Railroad Co. v. United States, 
270 F.Supp. 695. - 

United States Supreme Court nioted probable- 
jurisdiction of appeals.  B. & 0. R. Co.'. 
V. Aberdeen & R. R. Co.. 390 ys 94ft. . 

Opinion of Supreme Court modifying Dlstrlcl^ 
Court Order and affirming as modified. 
B. 6i 0. R. Co. V. Aberdeen and R. R. Co.. 
393 US 87, Rehearing denied, 393 US 1124.. 

Opinion and Order of District Court remanding 
case to ICC and requiring refund of the 
increased amount of divisions, pursuant to the 
condition imposed in its Order of Kay 27, 1965. 
Aberdeen & Rockflsh Railroad Co. v. United 
States, 301 F.Supp. 889. 
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ICC Docket No. 
-2- 

29885 

April 24, 1969 
(contj.) 

!   ' 
AprlJ, 21,, 1970 

i-' 
Oct. Z9J 1970 

Bee. .16.: 1970 

''  i 

•Feb. U, 1971 

Aug. 10,| 1971 

Pursuant to that Order and subsequent 
stipulation, |the Northern lines paid 
§33,381,100 Co the Southern linfes. 

ICC Repott and Order on remand fixing a new 
divisional basis which provided the Northern ] 
lines approximately 85% of the increase     i 
prescribed in the May 8, 1965 Order.       ; 
Official-Southern Divisions. 337 ICC 74. 

Orddr of District Court setting aside ICC 
Order of April 12, 1970 and remanding to 
ICC for further proceedings. Aberdeen & , 
Rockfish Railroad Co. v. United States. 
(USDC ED La., unreported). 

J    •    :. •        • •   r . 
Orddr of District Court limiting further; 
hearing before ICC, Aberdeen & Rockfish Rail- 
road Co. V. United States (USDC ED La., 
unreported). This Order was appealed to the 
United States Supreme Court, which appeal was 
dismissed as moot on October 12, 1971, 
404 US 806. • 

ICC Order reopening case for further hearing 
In conformance with the December 16, 1970 
Order of the District Court. 

ICC Order dismissing investigation wlthoiiC 
prejudice to filing new complaints.    ; 
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APPENDIX C - Pg. 2 

A. Basis for Statement Presentation - 

The purpose of the statement Is to show -the effects on the 
actual 1972 Income statement when adjustments proposed by FCC 
are made. These are: - 

1. The removal of or compensation for the three major In- 
equities - rate divisions, right of way maintenance and 
security costs, and right of way taxation (Col. II, lines 2, 
^, 5 & 9). 
2. The full compensation for or abandonment of public in- 
terest freight and passenger services (Col. II, lines 21 & 22. 
3. The expenditures of the additional cost of proper main- 
tenance of right of way and equipment over what was actually 
spent In 1972 (Col. IV, line 3). 

B. Detail Explanation and Comment: , 

Col. I, II & III - Self-explanatory 
Col. IV - Assumes an added expenditure of $100 million for 
right of way maintenance and $15 million for equipment main- 
tenance, which the trustees have Indicated should have been 
spent If funds had been available. Assumes reimbursement of 
2^%  of added right of way maintenance cost(lines 3 & 4), also 
additional cost savings as detailed below. 
Line 2, Col. II - The estimated amount of rate divisions 

which would accrue to PCTC if put on a basis equitable to 
the railroad. 

Additional maintenance on - 

right of way $100.0 MM 

equipment      '        15! 0       $115.0 MM 

1,535-0 1972 Actual 
Operating expenses as adjusted 

9, Col, II - Assumes elimination of the $44.5 MM of propeety 
taxes paid by PCTC in 1972 
21, Col, II - The amount in Col. II represents the government's 
reimbursement of 75/^ of the uncompensated portion of the cost 
of operating public-interest passenger service. 75J6 of $87 MM 
(passenger deficit reported by the trustees) equals $65.2 MM. 
It is assumed that the other 2556 would be made up of savings by 
removal of Inequities. 
22, Col, II - The actual 1972 figures include a $20 MM loss 
caused by furnishing public interest freight services on trackage 
proposed for abandonment. In view of the gains through other 
relief as shown, it is assumed that 50$^ compensation would be 
reasonable. It is assumed that the other 505^ would be made up 
of savings by removal of inequities. 

»S-4T4 O - TS - ^. 1 - 16 
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Mr. JAKMAN. Thank you, Mr. Turner. 
I think it is a very good statement and certainly emphasizes some 

of the basic problems that the railroads of the country face, particu- 
larly the railroads in the Northeast corridor. 

I wish we could give you reasonable assurance that legislation wUl 
be promptly enacted to implement and translate proposals that you 
have made, but it is a long, hard road to legislation. 

One thing that would l» helpful to the committee would be any 
evidence that you have as to what the cost factor would be on the 
proposals that you make. You deal very generally with what you 
say needs to be done and you emphasize the four inequities which are 
the root cause of problems for the Northeast railroads and for rail- 
roads over the country, but what you propose, of course, are major 
legislative changes involving a tremendous amount of money, and it 
would be helpful to the committee if you could furnish us with any 
information that you would have as to what the cost factor would be. 

Mr. TtTRNER. Yes, Mr. Chairman. 
I have felt that in most of the proposals that was a serious weak- 

ness, lack of cost figures. For that reason, and with the benefit of 
hindsight of what has been done before, we have listed the estimated 
cost of each of our proposals in the cost analyses which are included 
in the appendices to our statement. 

We believe that, while the initial costs are substantial, they will, 
as I have just mentioned, be lower than under any other overall set 
of proposals for solving the problems and that ultimately the net effect 
will be to reduce the Government's overall cost of subsidies for the 
transportation industry of the United States. 

The figures are necessarily rather involved and I am afraid would 
take more time for complete elucidation than you could afford to give 
us this morning, but I would be glad to go into any specifics that you 
would want. 

Mr. JARMAN. The committee will study this supplemental statement 
that you have filed for the record and may well have other questions 
we would like to ask a little later. 

Mr. Kuykendall ? 
Mr. KUYKENDALL. Mr. Turner, it is good to have you with us. 
I am intei-ested in your comment that your primary concern is to 

the stockholder. I have often commented on the fact that the only little 
people involved in this liquidation are the stockholdei-s. Invariably, 
they are the first in and the last out. 

Mr. TURNER. That is ri^ht. 
Mr. KuTKENDAu,. I think we know that even in a good liquidation, 

common stockholders seldom get anything. So I can understand your 
concern. It is a concern we have stated here often, that the large lend- 
ers and the large trusts will probably be fairly well taken care of, 
regardless of what we do, but the stockholder is in a very precarious 
position. I, too, am thinking about him. 

Down at the bottom of page 11, where you summarize, you state that 
the State and local taxes are on rights-of-way. 

Are you familiar with the language in a bill of previous years con- 
cerning the matter of equalization of taxes and guaranteeing against 
prejudicial taxes on the local level ? 
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Are you considering that as a solution, or are you talking about 
eliminating taxes entirely ? 

Mr. TURNER. I very much appreciate that eflfoit. 
In my judgment, that would not go far enough to solve the problem 

because, whereas railroad property under that proposal would, as I 
understand it, still be taxes, or taxable by the State and localities at 
levels consistent with the valuations of adjacent industiial or other 
property, which has the effect of creating enormous burdens for rail- 
roads that happen to go through heavily industrialized or developed 
areas, it is my feeling very strongly that, since the railroads do not 
have the rights that industries or individuals have of disposing of their 
property at any time to take advantage of the value that is put into 
that property by others, they should not be taxed at those levels. 

An effort should be made to bring the taxation of the railroads' 
property as it relates to providing that vital service down to where it 
is not a substantial handicap to the railroads compared to the modes 
with which they must compete. 

Mr. KxTYKENDALL. Let's get into this point, if we might, Mr. Turner. 
Many are suggesting one new "Northeast Railroad Corporation" 

that should emerge as a viable profitmaking entity from the entire 
interlocking, sometimes duplicated, not very good competitiveness that 
we have. If we compare that organization with the profitable railroads 
of this country—and I am assuming that the organization would have 
the right of abandonment with much more streamlined procedure than 
we have today, as well as the right to truly merge instead of the abso- 
lute debacle of merger between New York Central and Pennsylvania, 
which never really took place at all^—^how can we possibly justify the 
fact that we have very necessarily profitmaking railroads paying such 
taxes and making money, and yet, you are asking for relief on the same 
taxes that they are paying and making money instead of an 
equalization ? 

I am very strongly supporting realistic equalization of this prop- 
erty. For instance, if you have your railroad right-of-way running 
through 50 straight miles of nothing but farmland, that is the way that 
property ought to be taxed—not as industrial property right in the 
middle of the city. 

But you give me the impression that you want to go a step further 
than that and not tax it at all. 

Mr. TURNER. Yes, sir. We have gone to great length in our formal 
statement  

Mr. KuYKENDALL. How do you justify the fact that Southern Rail- 
road pays taxes and makes money and has a stock split, and we are 
willing to talk to you about giving you enough abandonment to help 
you be as streamlined as Southern is ? 

Why, then, would you need a tax advantage that Southern does not 
have? 

Mr. TURNER. My answer to that is that the only way we could put 
this railroad in the position that the Southern is in now would be to 
start with my last point first, and that is where the rate divisions that 
are unfairly burdensome to Perm Central and the Southern Railroad 
unfair benefits as a consequence. 

In other words, this isn't money that we propose to take from Gov- 
ernment or the public or customers. This is money which is going into 
unfair divisions according to ICC standards. 
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• Mr. KTJYKENDALL. I fail to understand this. First, you say it is not 
money you are taking from the taxpayer. If you stop collecting 
taxes  • 

Mr. TtTRNER. Excuse me; I am referring to the last item which is 
division of revenues between the different railroads. 

I am saying that the Southern Railroad, which is credited with such 
efficiency, has part of that efficiency picture artificially inflated by 
getting part, of the $44.5 million that the Penn Central loses through 
those same inequities of rate divisions. So that when a man who is 
widely credited with having turned Southena Railroad around and 
made it profitable, Mr. Bill Sloore, became president of Penn Central, 
he was not able to make it perform like Southern Railroad, was he? 

!Mr. KcTKENDALL. I havc heard enough testimony here to gi\'e you 
25 straight reasons that you would have to agree with as to why 
Mr. Moore could not turn Penn Central around. 

Is it not true, for instance, that the average revenue per ton-mile 
on Pejui Central is higher than Southern ? It is. 

Is it not true that the average revenue per <far is higher on Penn 
Ceivtral than it is on Southern? , ,,;;,.:, ,/ ,; ;^.;„:;,„ ui,„il{^i^,u 
,  Mr. TURNER. Yes. , 

f. ]Mr. KuYKENDALL. Is it uot true that the average loading per car 
is as high on Penn Central as it is on Southern ? 

Mr. TURNER. Yes; and I can also join with you in puncturing a lot 
of the other peculiar notions that people have as to the causes of 
tlie problem. 

But just as for an automobile, when you drive down the turnpike, 
you will have to pay a great deal more in a heavily developed or 
urbanized region, wliere the highway cost $4 million a mUe to buil4 
than you will when you are going out on the country on that same 
turnpike where it costs $800,000. 

Mr. KuYKENDALL. Well, you are not building new railroads. You 
are going to be abandoning them. 

Mr. TURNER. Our costs in urbanized and industrially developed 
areas are enormou^y greater than they are across country, and for 
very similar analogous reasons to those that apply to the highway* 

Mr. KuTKENDALL. Are there not areas of the country in the bank- 
rupt railroads where there have not been any taxes collected for quite 
some time? ,•',•••  •..      •   ,.,.-.'T ..M/I j '" .i1/. 

Mr. TURNER. Yes, sir. - - ;•>   •!••'< - 
Mr. KuTKENDALL. Did that put you in the black?      •'^ '>! .'1.' 
Mr. TURNER. NO. It is one of the reasons, however, thtfbthe^n^liPMKl 

is operating today. - •   •>•;•' ••• " •• ••!  j.rl!. •• 
Mr. KuYKENDALL. There is not any private, free eiitAT^Hst* syfetem 

in this country that I know of that doesnt pay taxes on proijcrty. It 
may not be wise to make this exception for one part of wie so-called 
free enterprise system. 

As you pixibably know, there is no longer Such a thing as a big, 
powerful railroad lobby, but I will promise yotl there is a terribty 
powerful local Government lobby.   '      '    • ''•'  '•''•>•'•'•'    i- 

The public will lie against this becaiiSfe every dinle'* worth of'th'x^ 
that the State and county and city government does not collect lifere 
is going to be paid by the general pul?Ii(i, anyway, because tiOJi^df 
the local governments have any surplus. • '    -    i - /I.'IJI,IJ.II 



r I was really getting around to suggesting that this might be the 
most dangerous and probably publicly unacceptable of your several 
suggestions here. 

Mr. TURNER. I recognize that and I thank you for that. 
Mr. KuYKENDALL. I Can understand an approach of realistic equal- 

ization to s*e that you are even and not penalized, but no more than 
that. 

Do you feel that the emerging entity, whatever it is, should be cut 
down to a barebone minimum and then allow its vitality to cause it 
to expand again? Or do you feel that we should take the middle course, 
so to speak, and have a limited number of abandonments? iHoi) T 
. Mr. TuHNBR. I don't undei-stand how any core can possibly be soundly 
established on the basis of economic realities until the true economic 
realities are made possible to analyze by first eliminating or substan- 
tially eliminating these tremendous inequities which distort the picture. 

Mr. KuYKENDALL. Your real estate does cost more, your revenue per 
ton-mile is greater than the moneymaking railroads, and we are talking 
about taking the passenger obligation away from you. If we set up a 
semipermanent system of subsidization, it is going to get so built in 
as to make you automatically and permanently inefficient. 

There is nothing in the world that free enterprise can do for a dollar 
and make money, that the Government can't do and lose money at a 
dollar and a quarter. When you get the Government in\olved in sub- 
sidy, you are going to make welfare recipients out of this free-enter- 
prise industry, and you know that, too. ; i   ,Ji)il;.f(   .H-,/.l;I   . It.  . 

I think seriously if I thought we were going to create continuing 
subsidies, I think I might nationalize the whole outfit, make it a 
pei-manent subsidy and get rid of it. 

I think a man who is involved in private free enterprise would 
understand that the political realities were such that once you start 
giving somebody a tax subsidy, such as allowing the railroads to have 
their right-of-way tax free, the trucklines, which now have a much 
more powerful lobby than you do, are going to make compensating de- 
mands. Since they haven't come in here with their hands out much in 
the last 20 years, their demands might be more poyerf^ljijha^^yiOj^i;^ 

This is the kind of danger we see down the road,    .r^}   o ,,,,,.-'   '••]f 
If we are going to call this free enterprise, let's try to figure out a 

way to make it free enterprise. 
For instance, this is one of the reasons I have taken a position on a 

reduced force. I think we ought to pay for any costs resulting from a 
reduced force on the front end and not charge the company with it 
at all so that it will not be encumbered during its formative years. 

You know how tough it is for a new company to have obligations 
facing it the first month. That is bad business, and this is one of the 
reasons for failures of the companies. 

I want to keep this corporation as free of obligations as possible. 
When you ask for and receive a tax subsidy from Government, you are 
not free and independent. 

Mr. TTTRNER. I would love to see an end to Government subsidies of 
the transportation industry, but I have to recognize the fact that the 
Government is subsidizing our competitors and very heavily, and we 
simply cannot overlook tl^at important fact. 
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The full answer to each of the arguments that you have given, which 
are certainly cogent, are given in our formal proposal. I am sure you 
would not want me to take all of the time necessary to go into each one 
of your statements, but I would be very happy to, and to answer any 
questions that you have. 

Mr. KrrYKENDALL. Mr. Chairman, I will yield the balance of my 
time. 

Mr. JARMAN. Mr, Shoup. 
Mr. SHOTJP. Thank you, Mr. Chairman. 
Mr. Turner, if I may go through a few of the points, and I hope 

I don't repeat anything that my colleague has asked. 
I am quite interested in your proposal when you speak of State 

and local taxes on rights-of-way and you point out, validly so, that 
the tnick lines don't puy taxes on their rights-of-way. You do own 
those pieces of rights-of-way. They are of value that, upon abandon- 
ment of those, you receive whatever receipt you get from the sale 
of them. I think this goes into your coffers. 

I am wondering if perhaps we might be trying to compare apples 
with oranges. Perhaps we should make them all oranges. 

I would ask you your opinion of a proposal that has been made 
to equalize this that all rights-of-way would be owned by the Grovem- 
ment similar to the highways, and that then the permits to operate 
on the several rights-of-way would be issued by the ICC such as the 
truck lines are controlled. This would get you out from under the 
ownership, taxes, maintenance, construction, and all of this. 

Have you an opinion on this? 
Mr. TtJRNER. Yes. 
I very much appreciate your bringing that up. 
I have to say that that is the premise on which I started out some 

months ago and the proposal which I first urged upon the trustees, 
and I have reluctantlv abandoned that approach for the reason that, 
while I think it would be extremely helpful in making all oranges 
or all apples, and making it easier to make a fair and honest appraisal 
of equity, it seems to me that if you do it partially, you create new 
problems, that is to say, just for the distressed part of the system. 

Mr. SHOUP. What, sir? 
Mr. TURNER. If that proposal were to apply only to the distressed 

lines. 
Mr. SHOUP. NO; I am speaking of all lines. 
Mr. TURNER. That is one problem. 
If you apply it to all of the system, I would heartily endorse that 

if it could be done. It seems to me that it creates so many constitu- 
tional questions with respect to the rights of the viable railroads that 
I have shied away from it as an approach. 

Philosophically, however, I would certainly agree with you that 
it would end an enormous proportion of the inequities that I have 
been talking about. 

Mr. SHOUP. Let me go on to your third proposal, subsidy of the 
railroads for public services which the Government requires them to 
perform at a loss. 

I am wondering wliat percent of the operation that the Penn Central 
has, what percent of that do you attribute to tliose delivering public 
services at a loss ? 
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Mr. TuBNER. Riffht now, out of a total amount of railroad business, 
which is under $2 oillion a year, our losses from those services which 
we are required to perform for the public are way over $100 million. 
That would be losses of over 5 percent, and the railroad industry in the 
United States, as you know, has not earned as much as 4 percent on 
business for many years. 

Mr. SHOUP. You used a figure during your testimony that differs 
somewhat from what we heard from the Penn Central trustees and this 
is the amount of mileage which is being requested to be abandoned. I 
think that you stated 5,000 miles. I believe the trustees say 9,000 miles. 

Mr. TURNER. Originally, their recommendations were tor 9,000, but 
when they realized and had measured the cost in terms of payments 
for protection of separated labor, they brought the recommendations 
down to 5,000 miles. 

Mr. SHOUP. NOW, would you say again why they changed that ? 
Mr. TURNER. Yes. They changed that because thev recognized, 

belatedly, that the cost of labor protection which would oe involved in 
the core program, which would amount into many hundreds of mil- 
lions of dollars by the year 1976 alone  

Mr. SHOUP. It was my understanding that the justification for 
abandonment of these lines was that they no longer provided a viable 
service to the community. I didn't know justification for abandonment 
of the line was because you had a labor protection agreement. 

Mr. TURNER, YOU are absolutely correct. 
What I am saying, sir, is that your understanding of the reasons for 

proposing the abandonment is correct. 
What I was explaining was that their reason for abandoning their 

own original proposals was that they belatedly recognized that the 
labor protection costs for the drastic reduction oi their system to a core 
of 11,000 miles from the original 20,000 would entail a separation of so 
many employees who would be subject to labor protection payments 
that the cost of that labor protection which would run into three- 
quarters of a billion dollars by 1976 alone, would kill all of the benefits. 

Mr. SHOUP. Apparently we are speaking of the third party and I 
hesitate to have you or myself put words in their mouths, but it is your 
understanding, then, that the Penn Central would lose less money by 
the continued operation of this 4,000 miles than by abandoning it? 

Mr. TURNER. Yes. 
Mr. SHOUP. This is basically what you are saying? 
Mr. TURNER. Yes, sir; definitely. 
Mr. SHOUP. If we may go to page 6 in your testimony, it troubles 

me somewhat that when we spealc of attempting to solve the problem 
of the rail transportation industry throughout tne United States, that 
we seem to be getting into somewhat of a squabble here within the 
rail industry. 

You contend that you are not getting your fair share of the freight 
dollar. 

Basically, this is what you are saying, is it not ? 
Mr. TURNER. That is correct, and we are talking about the existing 

ICC standards which say so and which the Senate investigators con- 
firmed was so. 

Mr. SHOUP. Could you tell me how this came about ? 
These are, of course, adopted by the ICC, with hearings. 
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'Wet'eiheiflaTpyere a little smarter than yours?   '  "• ••      ' 
'• Mr. TtmNER. The ICC procedure is what is at fault, ndt the stand- 
ards and regulations. The procedure for rate adjustmeiita makes it 
possible for the lines which happen to benefit by old rates, which are 
unfair because of changed operating oonditions, makes it in their ad-f 
vantage to stall the ICC procedures for getting the adjustoientsi 
fchfoTighi What wt» arfe ptx)po8ing, sir, is not any changes in the ICC 
standards or regulations as to how a rat© adjustment is justified. W& 
merely want to streamline the procedure somewhat, take the profit out 
of the stalling procedures which have been going on for many, many 
years. 

Mr. SHOTTP. Well, Mr. Turner, is it not true that Penn Central is one 
of the oldest railroads in the United States? :    •      • ;   . .     : 

Mr. TURNER. Yes, sir. .'.'.• ::"i.,", vTr.r,... 
Mr. Snotrp. Then, certainly, as you are saying, thft oMer railrbadii— 

ttiose who have the old rates—are the ones who benefit; and those who 
are requesting the changes, which I think you said were those who can' 
stall in the making of the new procedures—^those who stall benefit.) 

I am sorry, sir; I misunderstand. •- •••     '• •  >  ' i-."'! 
•'At one point, you are saying that tlioBe who h«ve existed intheWd 
ttites, if th^ can stall the new adoption, they benefit; but that you 
would benfefit if it would be streamlmed and then you would pick up- 
additional money and you would have a more healthy company.    ' '•> 

Mr. TURNER. I think this would be an excellent time for me to intro- 
duce our special counsel for these matters, Mr. Berger, who can per- 
haps clear up this problem and our position on it for you better than! 
I'can. 
'' Mr. BEBOER. Mr. Chairman, lam David Bergen '•. 'I'; '•'••.,,'.\-u^ i <> 
"With your permission, I represent Penn GentralOo.V fend i'thiiifc' 
perhaps I could throw a little illumination on the quftstion y6ti have 
asked, sir. 

The problem arises from the fact that the qufestion 6f the allocation 
of a rate that is charged by connecting railroads is fextreinely difficulty 
complex, and protracted. :      /.   t , 
•Mr. SHOTTP. How long has it been that way^?'- •-• i .•'"Vii ..i •  .'.- .'• 
'. Mr. BERGER. For years. •• 'i''- h .••.•;i'....,i.-'-.n.-.i 
Mr. SHOUP. From the start of thelGC, would you say?   ' -f • •• '•• 
Mr. BERGER. I would not say that but certainly for the bfelttep |iArt 

of the last 25 years, anyhow. •'•'• •   ' ' '"    •   '•.••!   > :  i'j'    1/ 
The situation is this: Under the present method of proceeding before 

tlie ICC, it takes 3, 6, 7. and in some cases has taken as long as 10 Or 11 
years because they re/juire Mt ohly hearings before the ICC but appeals 
which ultimately go to the U.S. Supreme Court. In that kind of case,' 
regardless of what happens in the interim : (a) there is no intervening 
or interlocutory or interim adjustment of rates; and (b) the ultimate 
decision is not retroactive; and (o) there is no provision for payment 
of interest if it sliould develop in the end that the rate allocation wa» 
not equitable and not correct under the standards.        ' ' 

Wliat we are saying is that this can be correc'ted v«>ry simply by 
doing three things, and they do not affect the substantive question or 
which railroad is entitled to how much part of the shipment from, say, 
Philadelphia to Los Angeles.' .;.•.;:.>••;;  •        '; 

.•:.'••' • . - ;i   ':..•  / : i i'-; •: .i   vt •;>•> i.)   w,: •r'-'t:"i 
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"'•'Mr.SHOiTP. I wouW think that it does ver}^ much because Mr. Turner 
testified that there would be quite an additional amount of money to 
the Peun Central. So, I think it does affect it. It has to ooine f rom sorae- 
placfli If you take it away from another railroad line and give it to 

Mr. BEROER. Let me explain what I am saying. '•  < < 
No. 1, if we provide by law that the Interetate Commerce Cominiis- 

siod may make an interim decision subject to final review; and No. 2, 
that when after exliaustion of all admimstrative and judicial remedies, 
the decision shall become final, it should be retroactive to the time 
when the claim was filed; No. 3, that such a final decision shall carry 
with it an interest provision. 

If you do those things, just those three things, here is what will 
happen: As you put it, a f;quabble, or what appears to be a squabble, 
among connecting railroads, which is really nocrmal demand by ,eadb 
for a bigger portion of the total rate.  ' .i:   .,. .. ., ,  • .,i 
, .That would then be determined quickly, for two reasons: 

First, the Interstate Commeore Commission could make an interim 
adjustment immediately based on a prima facie showing. 

Second, there would be no economic motivation for delaying the 
procedures by which the ultimate decision could be made. 

So that instead of, let's Say, according to the existing rate struc- 
ture, railroad A gets such a percentage of that particular rate, tmd 
the Penn Central says, now wait a minute, the way that structure has 
been set up, we are not getting our proper share for various reasons^ 
then, since, in the end, the record is going to prevail because you can't 
do any tiling but go by the board, in the end that decision is going to 
(»rry with it retroactivity and interest. ' 

So, therefore, the railroad whicb in the beginning, the n<Mi-Penn 
Central Railroad which does not have the benefit of the inequitable 
rate allocation might just asiweil face up to it and have a decision 
as promptly as possible.        •'•-!.•..::'<!     •••.]' , 
1. Mr. SHOUT. I think you are speaking of something we have all 
noted, and I think there is a necessity for, which is streamlining of 
the ICC procedure. They, themselves, have said that. There is only 
one freight dcdlar. If you get an additional $60 million out of freight 
dollar that means that the other lines are going to be short $50 million 
and we haven't solved the problem. 

Mr. BERGER. They aren't going to be short that $50 million. They 
are just not going to get the $50 million they should not have gotten 
in the beginning. 
.(•I am sorry to say in this respect P*enn Central was outnegotiated 
and that is how it all happened. 
.' Mr. SHOTTP. But we are all talking parochial. By doin^ this, we 
nlight make Penn Central healthy but oy doing so we might cause 
anotlier company to go bankrupt. 
"Mr. BEROER. I don't believe yon will find another railroad is going 
to go bankrupt. 

I think, in the end, that this particular facet of the Penn Central 
Co. program whidh primarily Mr. Turner is responsible for, will bring 
equity into a situation that when it does that, then all of the railroacfi 
will-be afcte to live with that.- .:..;; 
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. Also, you will prevent an imbalance the other way up around by 
which Penn Central might get its unfair share of a rate. 

Mr. SHOUP. I am afraid by merely doing this, rather than a few 
women and children into the lifeboats to be saved, we are all going to 
go down because all of the lifeboats will have holes in the bottoms 
of them. 

Mr. BEROEB. I don't think it is anjiihing like that. 
I think, as a matter of fact, Mr. Congressman, you would find that 

making this procedure work would be in conformity with the will of 
Congress and would be in the best public interest. 

Mr. Snotrp. Thank you. 
You tempt me somewhat, as you speak of inequities, to give you a 

little dissertation. 
I come from the West, Mr. Berger and Mr. Turner, and I have west- 

em railroadSj and I suppose you know what I am going to refer to 
now and this is the problem of car ownership. 

Mr. Turner spoke that he felt he could make more money if they 
could construct more cars, better utilization, which I agree on. 

I think if we are going to get more equity in the rail transportation 
industryj maybe the eastern railroads should start providing their 
own equipment rather than depending on the western railroads that 
are malring money. They are not only making money under their own 
operation, they are furnishing you people with practically rent-free 
equipment. They are subsidizing your operation and still they are 
making money. Something does not add up. 

Mr. BERGER. This is one other aspect of the problem and no one con- 
tends that the western railroads should subsidize the eastern railroads. 

The whole thrust of this program is to accomplish true equity, first, 
vis-a-vis nonrailroad transportation. 

Mr. SHOTJP. Would you agree, then, that if we are going to get equity 
in here, we should have equity clear across the board and that the 
present structure for per diem on cars is not equitable ? 

Mr. BERGER. That would depend. I would not be able to make a 
broad, generalization of that kind but I would make this generaliza- 
tion that nothing in Mr. Turner's program is intended to suggest that 
Penn Central Co., is in favor of any inequity period. But what we are 
saying is that if these four proposals were to be adopted, that they 
would be beneficial for all of tne railroads throughout the United 
States, including Penn Central. 

Mr. SHOTJP. MT. Turner, one last question. 
If the proposal that was put before you, it is not mine, it is one I 

heard in the nationalization of all rights-of-way were Eiocomplished, 
would this change your feeling on any of your other proposals. 

Mr. TDRNEH. It would certainly solve the problem, it seems to me, 
with respect to taxation of rights-of-way, with respect to the subsidy 
or partial subsidy of cost of maintenance and improvement of rights- 
of-way, and this latter issue is of enormous economic importance to 
the railroads. 

Mr. SHOUP. Thank you. 
One final clarification Mr. Turner, and none of the preceding col- 

leagues of mine have made this point. 
You are pleading the case tor your stockholders. You are repre- 

senting them. However, our job here today and in this is to provide a 
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service for the people of these United States, not to take an individual 
company, individual stockholders, and save them any monev or pro- 
tect them. I believe their investments were made with their eyes 
open. It is unfortunate if you don't get a good return on your 
investment. 

However, I do not think it is our primary responsibility, here today 
to protect an individual stockholder from losing money. 

Mr. TURNER. Yes, of course. Congressman. 
Mr. BERGER. Mr. Congressman, may I add this? 
I am sorry that I was late, but I did come by Penn Central but 

it was not late, The train was not late. It was my fault. I do want to 
say this seriously. 

This is Mr. Sharfsin, former chairman of the Public Utilities 
Commission of Pennsylvania for 10 years, and former city solicitor 
of Philadelphia, and Mr. Sharfsin, Mr. Turner, and others on the 
board of directors of the Penn Central Co,, have spent hundreds and 
hundreds of hours trying to work out some kind of solution to this 
problem but never along the lines that you have just suggested. The_y 
agree with you 100 percent, and so do I. 

The issue before Congress is not how to bail out Penn Central 
or its stockholders, but how can something be done which will protect 
and correct the situation throughout the United States and be in the 
best public interest? 

It is our sincere belief that an adoption of a program which would 
incorporate these proposals would be in the public interest, would 
be good for all railroads and, in that sense, would be good for Penn 
Central. 

Mr. JARMAN. Gentlemen, we very much appreciate your being 
with us. 

We will be studying j^our full statement with great care in the 
consideration of these bills. 

Mr. TURNER. Thank you for your courtesy, Mr. Chairman. 
Mr. BERGER. Thank you, Mr. Chairman and distinguished members 

of the committee. 
Mr. JARKAN. Our next witness this morning is Mr. Anthony Haswell, 

chairman, National Association of Railroad Passengers, with offices 
here in Washington. Mr. Haswell has been before the subcommittee at 
other times on railroad problems, and we are pleased to have you back 
with us. 

STATEMENT OF ANTHONY HASWELL, CHAIRMAN, NATIONAL 
ASSOCIATION OF RAILROAD FASSENOERS 

Mr. HASWELL. Thank you very much. 
NARP is an Illinois nonprofit corporation which operates as a mem- 

bership consumer oi-ganization on behalf of present and would-be rail- 
passengers. NARP has enrolled over 5,500 members in all parts of 
the country. NARP's specific objective is to obtain modern train service 
wherever it is needed and useful, whether for commuters, for intercity 
travelers in "corridors," or for cross-country vacationers. Activities in 
furtherance of this goal include working for the passage of construc- 
tive legislation; participating in selected cases before regulatory au- 
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\M6Atiis land iHihi ddtfrts;' a»d cbtKlhiifcJng a iwintinuing ediKiitiohal <«*«-- 
paign to acquaint the public -with the advantages and benefits of good 
passenger servdce, and the underlying economic and political issues 
involved. 

INTEREST   OF   NARP   IN   PENDING   LEGISLATION   ..* "Tl"-  ••  i' 
V •. . ,  ," ..' . .      :. r .!•./•.•,./.,)[ 

The interest of our association in the legislation before tJie committee 
relates to the urgent necessity of rehabilitating railroad track and 
roadbed, not only in the northeast but in other parts of the country 
ft? well. 
„i If rail passenger service is to be operated at speedy cQBaf<^tf«*^dde' 
pendability levels which will attract patronage in competition with 
other modes, well-maintained track and roadbeds is absolutely essen- 
^al. At the present time, as a consequence of track and roadbed dete- 
rioration, ride quality of passenger trains on a number of Amtrak 
j»utes has declined to a point where almost the only people will ride 
trains are pass holders, railroad entjiusiasts, anf^^l^qsf^j^j^ljtam^'b^^ii^ 
mental or physical aversion toward air travel!  ,,,;[ I -r.,7Mr: tmi   vJJ.r.) 

Outside the Boston-New York-Washington corridor, the Penn Cen,^ 
tral allows {^ miximum top speed of 70 miles per hour. On the unpor- 
tant line between Chicago and Detroit, the top speed allowed is 60. 
On theiines between Chicago, Indianapolis, Cincinnati ajid Louisville, 
there are many stretches with slow orders limiting train speeds to 3p 
piles an hour or less. Between Springfield and Tf^ite Eiver Junction 
pn the Boston and Maine, the maximum speed is 40. We are told that 
over 80 percent of Kock Island track is now governed by slow orders. 
Poor Rock Island track discouraged Amtrak from using its Hn^ even 
plough they were otherwise advant^g^op., , - ^;) ^j u-j/T.. JT/: 
" The nimois Central Gulf main line is how liinited to 70, with mi- 
merous slow orders. The Milwaukee Road is likewise limited to Wand 
even at that pace is very rough riding. In past years, the Illinois Cen- 
tral and Milwaukee lines were maintained for speeds up to 300 and 
accommodated the fastest passenger trains in thejfatioh. Substandard 
track on the Missouri-lCansas-Texas is an inhibiting factor in establish- 
ment of rational Amtrak service in Texas. Segments of the Loiiisville 
and Nashville and Burlington Northern over which Amtrak operftt|es 
^re maintained in borderline condition in relation to traffic density jifli^ 
train speeds. 

An obvious consequence is that passenger ti^ih schedules over these 
routes are slightly slower than in years past; in some cases, far slower: 
 :     .: ,!.'.M,.:.:.\:;'! ,i.;.. A;;-A-'-  Vi;<fiH-i.:A   ir, •riff;TT^:?TATO 

  •;   ..•• . •: -j >:•••.";•.:'/. i '-in i*.--:r;>:')('?3A "" |^ 

New York to Chicajo (PC) i _..,_,,.,__-,.,L_._,'l'    •,KM.i"l   ••   1S:50 
Wjshinglon to Chic'g6 fPC) :..7Z}.:.T.f.7!^...^.TJJr. ^    •••'!«»'•'        16:59 
New York lo St. Louis (P€)„.».^„4^.4+.^,^..„. ..4,H.._J_U*„-W->-44 •.'.'"•  I! tfiff 'InJ. '21:10 
New York to Buffalo (PC) _ , ,.  7:45 8:20 
Detroit 10 Cliicago (PC) .J.JxL'it.'JjiJ....L_ j....i.^i::^i^^...^iC-'.i' Tl.'MftOO* ' q:. - SMI 

S {»Sll^'(K5*-:::::!ii::cr::r::::::::i:::-::::::fc::::::z":::^!" ^ ^ 
Chiceio lo IVIiami (PC-L & N-SC^J|.,^4.u^.:..,>-^•.^^.,.„,-,,,.^,...^^^.i.•.'-••,' /. /?0*i },iri,   .. W:5J 
Chicago to Milwaukee (MLW)  ,      1:11 1:30 
Chicago to f*linneapolis(l\«llW)..„j_.„.^ _ ,^ ._;.I;_.-;.j,J    "I   -6« "I'l/'i-f.lSB 
ChKago to New Orleans (IC)  ^..,.,,.,.-.-.„,„i. •   .,     UJK     ,, ; , .IZfl 
Chicejo to Denver (BN) :...:r.LV.l:l..^:.!..:    •' ; 'ISW -•"•''•BSI 
_-——^ .         Iliiiii    '111!   Ill  ')'"'ll'")i| I'll'l 

_   I 

Even with padded schedules, 1972 on-time performance oh some 
routes was very i)oor. For example. New York-Chicago, 49 percent 
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on time. New York-St. Louis, 15 percent. Chicftgo-Miami, 67 percent. 
Chicago-New Orleans, 21 percent. Chicago-Denver, 63 percent. : 

•>'The Department of Transportation h^s indicated that the most 
iihportant cause of late trains is slow orders imposed oh account of 
poor track conditions. I travel almost every week between Washington 
and my home in Chicago. About half of my trips are on the Broadway 
Limiteid. A month ago this train derailed in eastern Ohio, resulting 
in one death and a number of injuries. According to press reports, 
the wreck was caused by a kink in the tracks, which in turn was 
caused by a freight train "break-in-two" about an hour earlier. While 
the underlying cause of this "break-in-two" has not been pinpointed, 
it quite ptwsibly was rough track conditions. When I was again on 
the Broadway 2 weeks after thig wreck, I experienced one of the 
roughest rides I have ever had. The train currently is running about 
jin hour or more late every day, undoubtedly on account of track- 
elated "slow orders." Under present conditions, I cannot urge my 
Triends and neighbors to ride this train, and I will have difficulty 
tasking the Congress to continue subsidizing its operating losses in 
j^e absence of a firm commitment to fix up the track. 
^, Track and roadbed improvement is imperative if most Amtrak 
service in the northeast, outside of the New York-Boston-Washington 
corridor, is not to be discontinued, Except for high-densitv corridors, 
however, track rehabilitation and upgrading cannot usually be justi- 
fied economically on the basis of passenger service benefits. Accord- 
ingly, justification must be found in terms of freight service benefits, 
rf such benefits can be established on any given route, good passenger 
service can be operated as a byproduct of a plant maintained for good 
freight service.     ,•< r/.A-'A-.K-iA OXIUX.'IM  -i" /.i.i i'.' i I/.LH 

Past and present practices on well-managed, adequately financed 
railroads in all parts of the country indicate there are definite operat- 
ing and financial benefits from expeditious movement of freight trains, 
that is, nt speeds of 50 miles an hour or more. Prior to the Penn Central 
merger, the New York Central allowed 60 miles an hour for freights 
on its important main lines. For many years, 60 was standard top 
speed for fast freight on Nickel Plate Road, which is now part of 
Norfolk and Western. Southern Pacific, Cottonbelt, and Santa Fe are 
Btox*- rnnning freights at 70. The Santa Fe is reported to be running 
piggyback trains at SO. The Union Pacific is planning its track main- 
tenance to allow for 85 mile-an-hour freight trains. So, it appears that 
maintenance of main lines for 60 miles an hour freight trains is the 
standard that any progressive railroad should adhere to. 
^' It is sometimes argiiwl that ovcr-tlie-road sjiced for freight trains is 
"ftSiimportant because so much time is lost in the yards and terminals, 
fend so forth. The ftnswer is that both areas are important and both 
should be improved. Slow over-the-i-oad operation leads to increased 
cost on account of overtime payments to train crews and top-of-the- 
mileage rate. The recent revision in the hours of service law reducing 
permissible continuous time on duty to 12 honrs provides additional 
incentive for exi)editious over-the-road movement of freight trains. 

Over-thc-road sp*>ed is of crucial importance to piggyback and con- 
tainer traffic, wiiich spends a far small proportion of total transit time 
^,.jfar<jlS;flnfi,tftr«*iual« than <i|oe8;cariowi;|reigl4» P.wwraily speaking, 



588 

the objective of piggyback and container service is to match the door- 
to-door time of truck service. 

The importance of adeauate track and roadbed maint«iance for 
good freight service as well as good passenger service was stressed by 
DOT in ite Amtrak report: 

Railroad operational problems stemming from poor track maintenance are not 
conflued to either passenger or to freight services. Almost a third of Amtrak's 
delays are attributable to "slow orders"—areas In which temporary speed restric- 
tions have been placed due to track conditions. But Inadequate track maintenance 
has an even greater impact on freight operations; slow speeds and delays cause 
increased costs due to poor utilization of crews and equipment. Quality of service 
Is adversely affected. Freight is the railroad industry's primary source of reve- 
nue, to move it efficiently requires a well-maintained plant. Therefore, adequate 
track and roadbed maintenance is essential. 

We believe that any solution to the Northeast railroad crisis should 
incorporate track and roadbed standards for main lines sufficient for 
smooth, dependable operation of freight trains at 60 miles an hour 
and should provide for financial assistance for those roads unable to 
meet the standards from their own resources. If this is done, passenger 
trains could be operated at speeds of 80 miles an hour. Feaeral Rail- 
road Administration track standards allow passenger train operation 
at speeds up to 80 on any track maintained for freight train speed of 
41 miles an hour or over. 

If research and development progress results in locomotives with a 
"feather touch" on the track, these speeds could be increased to 90 or 
100, 

I will briefly discuss the bills that are presently before the committee 
in relation to our interest. 

EVALUATION  OF PENPINO  LEGISLATION 

H.B. 6601, introduced at the request of the Interstate Commerce 
Commission, appears to us to meet tne basic needs of both freight and 
passengers for adequate track and roadbed. The bill provides w)th for 
mandatory track maintenance standards and for Federal funding to 
assist the railroads in meeting those standards. However, we urge tnat 
title III of the bill be amended to make the Federal Aid Railroad 
System national in scope rather than limited fo the Northeast. 

We note with approval th^t section 306 requires that in formulating 
track standards, _ the Commission shall be guided by preferred or rec- 
ommended practices from an engineering and economic standpoint as 
distinct from minimum requirements Tor safety." This seems emi- 
nently reasonable. The smoother any given line of track is maintained, 
the less wear and tear there will be on equipment and the less chance 
there will be for loss and damage to freight. Also, good day-to-day 
f)ractices eliminate the need for major rehabilitation expenditures at a 
ater date if serious slowdowns and/or risk of derailment are to be 

avoided. As was stated in the March 1968 issue of Modem Railroads, 
by Professor W. W. Hay of the University of Illinois, a nationally 
recognized expert on railway civil engineering: 

Track deterioration feeds on the dynamic effects of even slight irregularities. 
Therefore, the highest standards of surface, line and guage must be maintained. 

Two recent reports tend to confirm this thesis. An NARP member 
who rode a Union Pacific train was told by a crew member that when- 
ever the crew reported a low spot in the tracks, it was invariably 
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corrected by the next time they took a train out. By contrast, a recent 
newspaper story reports that the former Northern Pacific maih line 
has many places where track conditions limit speeds to 30 miles an hour 
on account of low spots caused by coal trains which are not promptly 
attended to. In 1971, Union Pacific had nine derailments due to defects 
in or improper maintenance of track or roadbed, which was 0.8 such 
derailments per million locomotive and train miles. By contrast, for 
Burlington Northern, the respective figures were 145 derailments and 
2.3 such derailments per million locomotive and train miles. 

The proposal in this bill for a transportation tax of 1 percent on 
all for-hire surface transportation of property strikes us as a creative 
alternative to a general fund appropriation, especially ra view of the 
widely publicized pressures on the Federal budget. We hope that some 
method can be found to collect an equivalent amount on private c»r^ 
riage operations. We note that from World War II to 1964, shippjers: 
paid a 3 percent tax on all freight bills and, notwithstanding this im- 
post, they prospered greatly. , 

Next, H.R. 5897 and H.R. 5822, the Essential Rail Services Act   , 
We believe these bills, like 6591, would satisfy our interest in rehti" 

bilitation of track and roadway. They provide for mandatory stand- 
ards of maintenance and for funding to assist with rehabilitation. We 
are particularly attracted to the concept of acquisition and mainte- 
nance of track roadbed and signals by a nonprofit, qtiaBi-goyenunental 
agency. -   7' 

Public maintenance and control of these facilities would assure that 
necessary track maintenance would not be deferred in favor of divi- 
dends or nontransportation investments, and freight trains would not 
be given arbitrary preference over passenger trains. 

We urge that these bills be amended to make the proposed Northeast 
KaU Line Corporation a National Rail Line Corporation, open to any 
railroad in the country. 

Looking beyond our specific interest in track and roadway rehabil- 
itation, we believe that tlie concept of public acquisition and mainte- 
nance of railroads is tlie ideal method of revitalizing rail service, both 
in the Northeast and other parts of the country. 

The railroads would be converted fi-om a capital-heavy to a capital- 
light industry whose major investment would be in rolling stock rather 
than fixed plant. Management could concentrate on marketing, opera- 
tions, and equipment. Funds for capital improvements would be more 
readily available. 

Railroads would be placed on the same institutional basis as airlines, 
highway carrierSj and water carriers, all of which operate on publicly 
maintained facilities. Present inequities in public aid and taxation 
which arise from the fact that rail lines are privately owned would 
be eliminated. 

Grovemment involvement and Government money would be concen- 
trated where it is most needed and where private enterprise has failed, 
that is, maintenance and modernization of fixed plant. 

Public participation called for by these bills would return benefits 
not only to railroad companies but to the public generally, such as im- 
proved freight and passenger service and improved safety of 
operation. 

96-4T4—73—pt 2 17 
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The provision for a uniform user charge based on gross ton-miles 
"would encourage existing profitable railroads to take over the great 
bulk of routes of bankrupt railroads because such routes could be 
operated profitably. Thus, many branch Idnes, unprofitable but never- 
theless essential to shippers and communities, could be preserved. 

Next, the Surface Transportation Act, H.R. 5385 and H.R. 6880. 
These bills provide for $2 billion in Federal loan guarantees for rail- 

road companies to assist in rehabilitating and modernizing facilities. 
Unlike the other bills, it is not limited to the Northeast. 

While we favor national coverage for any of this kind of legislation. 
H.R. 5385 is deficient compared to the other bills in that it does not 
contain track maintenance standards. 

We believe that in return for this substantial Federal assistance, 
the railroads should be obligated to maintain their track and roadbed 
to high standards. Accordingly, we believe that the following para- 
graph should be added to section 607 (b)(5): 

As a condition to authorization of a loan guarantee for the benefit of a cwn- 
mou carrier by railroad, the Secretary shall require that all track included under 
subparagraph (a) abov« be maintained for dejwndable oi>eration of freight trains 
at speeds up to sixty miles an hour and passenger trains at speeds up to eighty 
miles an hour. In formulating maintenance standards to implement the above 
requirement, the Secretary shall be guided by preferred or recommended prac- 
tices from are engineering and economic standpoint as distinct ttcm minimtim 
requirements for safety. 

We note that section 606 of the bill provides that in order to author- 
ize a loan guarantee, the Secretary must determine that the public 
interest should be served. However, we do not find anywhere in the bill 
a grant of power to the Secretary to see that the public interest is. in 
fact, served. Accordingly, we suggest addition of the following sub- 
section to section 607: 

(e) The Swretary shall, in any loan ^arantce authorized under this Part, 
include such terms and conditions as he determines are necessary to protect the 
public Interest in adequate transportation service by the carrier benefltting from 
the loan guarantee. 

Finally, H.R. 7373 and Joint Resolution .^O. 
These bills provide, in essence, for Goveniment acquisition and 

operation of bankrupt northeast railroads. While our pi-eferred solu- 
tion is that embodied in H.R. 4897 and 3822—acquisition of track and 
roadbed—total nationalization of railroads would be an improvement 
over what we have today. We trust that the public agenc\' running the 
railroads would properly maintain tracks and roadbeds. Nationalized 
railroads in (^anada, Europe, and Japan are noted for high standards 
of maintenance. 

If the (Congress chooses nationalization as a railroad solution, it 
should not stop with the bankrupts but should take over all railroads. 
The public should not be stuck with the dogs while private interests 
continue to fatten up on the profitable lines. Some wealthy railroads 
have shown great contempt for public interest in their pursuit of maxi- 
mum profits. Furthermore, the most important benefits of nationaliza- 
tion would be the cost savings and improved sendee which would 
accrue from unification of operations and facilities. If these benefits 
are to be fully realized, nationalization should embrace all railroads. 

In conclusion, we see no escape from the necessity of substantial Fed- 
eral funding if there is to be a solution to the railroad problem which 
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is most acute in the northeast but which also aflUcts tlie Midwest. The 
crucial issue is whether the Federal assistance will benefit prinmrily 
the railroads and creditoi-s of bankrupt estates oi' primarily the public. 

Accordingly, we believe that an essential element of any railroad aid 
program is mandatory high standards for track and maintenance. 

Thank you. 
Mr. JARMAN. Mr. Haswell, when you indicate your position in favor 

of the concept of public acquisition and maintenance of railroads as 
the ideal method of revitalizing rail service in the country, are you 
speaking for the 5,500 members of your organization ? 

Mr. HASWELL. This question has been discussed in meetings of our 
members for 2 or 3 years. 

Our affiliate rail foundation put out an outline on this subject in 
1971 which 'was mailed to every one of our members. About a year and 
a half ago, I believe, we conducted a little poll on the subject of na- 
tionalization in our monthly newsletter. The preponderance of re- 
spondents opposed nationalization as a general prniciple but would 
accept it if it seemed to be the only way to bring about modern passen- 
ger service. The interesting thing is that we got a lot of spontaneous 
letters and comments and that this idea of public acquisition and 
maintenance of the track and roadbed with private train operation 
seemed to be the best solution of all. 

So, the matter has been very thoroughly aired over the last 3 years 
among our membership. We have not taken an absolute poll of every 
member on the precise issue. I am very confident that it would be 
supported overwhelmingly. 

Mr. JARMAN. Ivet me ask: In the statement that you have made, ai-e 
you speaking of nationalization of all service, both passenger and 
freight? 

Mr. HASWELL. Well, in the first place, we very strongly believe that 
nationalization is an improper term if all we are talking about is- 
acquisition of the tracks and roadbeds, I am sure airlines and truckei"S 
and barge lines don't consider themselves as nationalized industries. 

All we are suggesting here is placing things on the same institutional 
basis for all modes of transportation. 

As far as national iza,tion is concerned. I perhaps have not read the- 
last two bills as carefully as I should have, but it is mj' understanding 
that H.R. 7373 and Joint Resolution 50 call for Grovernment owner- 
ship and operation of all railroad service, freight and passenger. 

I am saying only that we reluctantly believe that that would be aii 
improvement over what we have today, but certainly it would also- 
create a great many problems. 

I don't believe we have to go that route and I hope that it can be* 
avoided. 

Perhaps a simplified explanation of what bothers me is that I am a, 
customer of the Post Office too often to be enthusiastic about national-- 
ization of the railroads. 

Mr. JAKMAN. I can certainly understand that rationalization and 
comparison. 

In terms of the concept of public acquisition and maintenance 
of the railroads, would you have any cost predictions or figures or esti- 
mates that yon could give the committee ? 
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Mr. HASWELL. I think we have to discuss cost in two or three parts, 
the cost of acquisition and the continuing cost to the Government. 

Taking tlio cost of acquisition, I believe that if the properties were 
acquired by the Government on terms under which the raih-oads hence- 
forth would be relieved of pi-operty taxes—incidentally, I would like 
to make cU>ar it has always been my belief tliat if that were done, the 
Federal Government should in effect step into the shoes of the private 
railroads as taxpayers to insure this flow of revenue into local and 
State districts. That is very important. 

You would have schools closing all over the country if you did not 
keep that money coming in. 

But what T want to say is: If, as a result of a transfer of ownership^ 
the income of the railroad company would go up, it would .seem to me 
that the cost of acquisition would be virtually nominal becaiise acqui- 
sition would make i-ailroads more profitable, not less. 

As for continuing co.st, I repeat that tlie Federal Government should 
take over tax payments to State and local tax districts on these prop- 
erties. That would come to something like $200 million a year. That is 
a lot of money, but as long as railroads have to pay these ta.xes. while 
the other carriers pay no equivalent tax on tlv highway and airport 
property tiiat they use, there will be a serious distortion in the alloca- 
tion of transportation i-e.sources. 

Beyond taxes is the question of rehabilitation.    '   '•   • 
My personal opinion is that the Penn Central truste&s are probably 

right when thev say they need about $.500 million to rehabilitate the 
physical facilities of that rnilroad. That is an awful lot of money, but 
unfortunately, I suppose all of us were simply not alert beginning 10 
or 15 years ago as to what was happening with the railroads, and now 
the due bill is being presented. 

Finally, there is a question as to whether or not there shonld be an 
On-going and continuing Federal public subsidy for maintenance, over 
and above receipts from user charges. 

In the bills before the committee, there is a specific provision for a 
user cliarge. However, in the case of Penn Central and other north- 
eastern railroads, the user charge would fall considei-ably short of 
covering their present outlays for track maintenance. 

The fiO cents pei- 1.000 gross ton-miles is based on a rather hurried 
evaluation of wliat the more fortunate railroads like the Union Pacific 
and Noi-fol k & Western arc payi ng. 

If it can be shown that an essential public service like a branch line 
cannot be operated without subsidy, it might lie appropriate to provide 
tliis subsidy through continuing aid for maint-enance. 

The waterway's, jbf course, are maintained from general tax funds 
cntii-clv free from anv user charge. 

Available figures indicate that well over $100 billion has been spent 
by State and local governments since World War I on streets and high- 
ways which was not recovered from user charges. 

This will be a question for debate among the Congress, the public, 
and everybody concerned. 

There is nothing magic about 60 cents per 1,000 gross ton miles. Per- 
haps it should be 80 or 90. 

So, that at least gives you some idea as to liow I view the cost 
question. 
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Mr. JARMAN. Many of us here are concerned about what may be 
involved in the future if we go in the direction of nationalizing our 
railroad operations. 

I note on page 10 of your statement you refer to nationalized rail- 
roads in Canada, Europe, and Japan are noted for high standards of 
maintenance and certainly the record reflects that, but the record also' 
reflects that the rail system losses are prevalent in all areas where the 
railroads are nationalized. 

In 1971, Great Britain, $189 million; in France, 128 million; in Ger- 
anany, $726 million; Italy, $669 million; Japan, $884 million. 

I know that you commented a moment ago that you would expect 
that public acquisition and maintenance would make for an upjriMd- 
ing and make service more attmctive and revenues would increase, 
witli your own prediction that the cost factor might level off. But the 
track record in other parts of the world is not very good recommenda- 
tion for going the public route as some of us see it. 

Mr. HASWELL. If I may comment on that briefly, it is certainly true 
that the nationalized railroads in other major countries of the world 
are losing a good deal of money. 

The question deserves more study than I have been able to give it, 
but there is considerable evidence that these losses come about, not be- 
cause the operations of these railroads are being conducted inefficiently, 
but because political decisions have been made in those countries to 
deliberately charge major classes of users less than the cost of the serv- 
ice that is being provided to them. The consequence is not that the 
over-all cost of railroad service is excessive, but that it is being paid 
for out of different sets of pockets; in other words, partly by users and 
rate payers and partly by taxpayers. 

That again is a question for debate and discussion in the political 
arena. 

Mr, JARMAN. Thank you. •. ..        ; • - 
Mr. Shoup. 
Mr. SHOUP. Thank you, Mr. Chairman. "      ' • . -  . •' 
Mr. Haswell, the Chairman asked you a question earlier and I did 

not understand your answer. 
At the present time, tlie rights-of-way are owned by die corporations, 

that the f leight operations are conducted by the rail industry, and then 
in the passenger operation there is both Federal and private. 

You are recommending that the rights-of-way and their maintenance 
be taken over by the Federal Government? 

Mr. HASWELL. That is correct. 
Mr. SHOUP. How about the operation of the passenger rail service? 
Mr. HASWELL. I am not i*ecommending any change in that at the 

present time. 
I think there is considerable debate as to exactly what we do have 

today. It depends on how you view Amtrak. Despite the language in 
the statute about Amtrak, being a for-profit corporation, it has no 
stock out  

Mr. Suoup. Let's assume that the Amtrak operation is a Federal 
operation as contrasted to the commuter operation as conducted by 
private industry: Are you recommending that both of these operations 
then be conducted by private industry or as they are the present time 
or all by the Federal Government ? 
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Mr. HASWELI.. I would leave those operations as they are at the 
present time. 

Mr. SHOUP. In going to the freight operation, then, who would 
oi^erate that? 

Mr. HASWEIJL. Private companies. 
Mr. SHOUP. In your statement, you contend, and I somewhat agree 

with you, that by upgrading the roadbeds, better maintenance of road- 
beds, more investment in the yard o^ieration, handling of cars, and all 
of that, then possibly the companies could be viable. 

Am I correct, then, in assuming that it is your position that had 
money been reinvested or left in the transportation industry for the 
maintenance of roadbeds and foT- upgrading the lines and for termi- 
nals and for all of the other things, the industry would be healthy at 
this time? 

Mr. HASWEI/L. There is no question in my mind that if since 1963, 
all of the monev Penn Central had paid out either for diversification 
or for dividends had been put back into the railroad plant, they un- 
doubtedly would have avoided the bankrui>t«y, and their railroad op- 
erations would pi-obably be profitable. 

Btit the problem wo face is that there is always some financial expert 
amund who argues, don't put your money into the railroad track, put 
it over here in a clothing company because you are going to make more 
money on that investment and you will get it back faster. There is 
now no bar to making that tyjje of private financial decision. 

Mr. SHOUP. You think there sliould be, Mr. Haswell ? 
Mr. HASWEIX. I think we can take care of the problem indirectly. 
I tbink if there are mandatory standards of track maintenance, this 

kind of diversion would be discouraged. 
Mr. SHOTJP. Well, Mr. Haswell, you confuse me. I think you said the 

Federal Government was going to take over the ownership and 
maintenance. 

Mr. HASWELL. That would solve the problem. 
Mr. SHOUP. Then it would not solve the problem, however, of use 

of transportation moneys in a diversified project ? 
Mr. HARWELL. Well, if the private companies did not hare the 

responsibility for maintaining the fixed plant—if all they had to do 
was pay per 1,000 gross ton-'miles everytime they turned a wheel— 
maybe there, would not be adverse social consequences by allowing them 
to take surplus fimds and build conglomerates. 

Mr. SHOtTP. If I may present a proposal to you that has been made. 
If we take the public utility approach. If you are going to be a trans- 
portation industry, you shall engage transportation, period. You 
would be prohibited from entering into any other enterprise. 

Do you have a feeling on that ? 
•    Mr. HASWELL. Yes, I do, because it goes, I think, lieyond the ques- 
tion of financial resources and maintenance. It goes to the attention 
of management and the pressures that are, put on management. 

I have a feeling that in every board of directors meeting of these 
railroads—we heard 2 days ago that Chesapeake & Ohio has formed 
a holding company to diversify—that whenever directors meet, they 
are bombarded with proposals to take cash out of the railroad till an<i 
put it somewhere else. 



595 

That is not the kind of environment that will encourage the best 
performance of railroads as a vital method of transportation. 

I think management should concentrate its efforts on running bet- 
ter and more efficient railroads rather than have its time and efforts 
diverted to analyzing or searching out all kinds of other investments, 
and to operating such investments once they have been acquired. 

I really believe it would be sound public policy to keep public service 
businesses such as railroads concentrated on their first mission. 

Mr. SHOTJP. Thank you, Mr. Haswell. 
I have nothing further, Mr. Chairman. 
Mr. JARMAN. Mr. Haswell, we appreciate your contribution to our 

hearing record, and it is good to have a chance to compare notes with 
y/ou again on tbese big problems. 

This concludes the hearing today, and the subcommittee will stand 
adjourned until next Tuesday, June 5. On that date, the subcom- 
mittee will be considering another subject, and we will be back on these 
hearings on Wednesday and Thursday, June 6 and 7, of next week. 

The subcommittee stands adjourned. 
[Whereupon, at 11:55 a.m., the subcommittee adjourned, to i-econ- 

vene at 10 a.m., June 6,1973.] 





NORTHEAST RAIL TRANSPORTATION 

WEDNESDAY, JUNE 6,  1973 

HoTTSE OF REPRESENTATIVES, 

STTBCOMMTTTEE ON TRANSPORTATION AND AERONAUTICS, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE. 

Washrngton^ D.O. 
The subcommittee met at 10 a.m.. pursuant to notice, in room 2123, 

Rayburn House Office Building, Hon. Jolin D. Dingell presiding 
[Hon. John .Tarman, chairman]. 

Mr. DiNGEi.T.. The subcommittee will come to order. This is a con- 
tinuation of the hearings in the Subcommittee on Transportation and 
Aeronautics on a series of bills relating to the creation of not-for-profit 
corporations to acquire and maintain railroads in the northeast region 
of tJie United States, and legislation to provide financial assistance to 
the acquisition, rehabilitation, and maintenance of such railroads. 

The legislation considered has already been listed by the subcom- 
mittee chairman, and for that reason no further listing of it is neces- 
sary at this time. 

Our first witness this morning is Mr. Harold Crotty, appearing on 
behalf of the Brotherhood of Maintenance of Way Employes, Wash- 
ing, D.C. 

Mr. Crotty, you are an old friend of the present occupant of the 
chair, and it is a pleasure to have you with us this morning. 

If you will identify yourself fully for purposes of the record, 
together with your associates at the tafele, we will be pleased to receive 
your statement. 

STATEMENT OF HAROLD CROTTY, PRESIDENT, BROTHERHOOD OF 
MAINTENANCE OF WAY EMPLOYES; ACCOMPANIED BY J. RAY- 
MOND McGLAUGHLIN, NATIONAL LEGISLATIVE REPRESENTA- 
TIVE; AND LESTER P. SCHOENE, GENERAL COUNSEL 

Mr. CROTTY. Thank you. Chairman Dingell. 
I am accompanied this morning by our general counsel, Lester P. 

Schoene; and our national legislative representative, J. Raymond 
McGlaughlin, on my right. 

We do appreciate the opportunity to appear before your committee 
this morning. 

As you stated, I am the president of the Brotherhood of Maintenance 
of Way Employes, a position that I have held for the last 15 years. My 
office is at 12050 Woodward Avenue, Detroit, Mich. 

I am here to testify in general support of H.R. 6591, although, as 
you shall see from my testimony, I believe substantial clarifications 
and amendments are necessary. 

(597) 
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No one can doubt that the problems confronting Congress with 
resi)ect to railroad transportation in the northeastern region of this 
country are very complex and difficult. I do not come here purporting 
to have all the answers to the problems. I come, however, in a very 
sincere effort to bring to you the results of my thinking on the subject. 

I began working on the railroad in the maintenance-of-way depart- 
ment some 43 years ago, and I have been concerned about the welfare 
of maintenance-of-way employees e\er since. 

The employees my brotherhood represents do a great deal more than 
the name of our organization implies. We not only maintain the track 
on which the trains run, we build and rebuild tracks whenever neces- 
sary ; we build and rebuild bridges, buildings, towers, and whatever 
other structures may be necessary on the railroad right-of-way. We do 
carpentry, masonry, structural steelwork, plumbing and pipefitting. 
welding, et cetera, and operate the heavy and complex machines 
through which a great deal of our work has been mechanized. W^e 
represent some 35,000 employees on the railroads in the "Northeast 
region,'' as defined in H.R. 6591. I am most intensely concerned with 
the welfare of these employees, but I am even more concerned with 
the welfare of the northeastern region and of the United States as a 
whole as it may be affected by the availability or nonavailability of 
useful railroad transportation. 

When Congress enacted Senate Joint Resolution 59 earlier this year, 
and in that resolution directed the Secretary of Transportation within 
45 days to prepare and submit a report providing: "a full and compre- 
hensive plan for the preservation of essential rail tiansportation serv- 
ices in the Northeast section of the Nation, including the President's 
proposals, if any, regarding Federal financial expenditures necessary 
for restoration or preservation of rail transportation services imperiled 
by the financial failure of rail carriers, and for alternative means for 
providing essential transportation services now provided by such 
carriers.'' 

I was most hopeful that all the resources of the Transportation 
Department would be marshaled to provide us the necessary materials 
through which a solution to this difficult and complex problem might 
be found. 

I have been most grievously disappointed. The completely negative 
and defeatist approach of the Department of Transportation is, per- 
haps best epitomized in paragraph i of "key conclusions" on page 5 of 
its report of ^farch 2fi, 1973. The Department there states: "If there 
were a complete and abrupt Penn Central shutdown, the Northeastern 
area would, in the short term, feel the impact quite significantly. How- 
ever, given the ability to make adjustments, other rail carriers and 
trucks would, in time, willingly step in and pick up most of the slack." 

The Department concludes paragraph 5 of its "key conclusions" 
by saying: "In a word, quite clearly there is a healthy rail system try- 
ing to crawl out of the Northeastern wreck. All of us working together 
can help it escape. 

Gentlemen, I am not satisfied to assist in the escape of a "healthy'' 
rail svstem that is trying to craAvl out of the Northeastern wreck. I feel 
that I owe more to the economy of the Northeastern region and of the 
Nation as a whole, and, more specifically, to the 35,000 employees my 
brotherhood represents. 
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What the Department of Transportation report basically amountg 
to is a recommendation that railroad transportation in the Northeast 
be allowed simply to collajjse, and then that the trucks and other rail 
carriers be permitted to pick up the pieces—to the extent that the'f 
may find it profitable to do so; to the extent that they do not find it 
profitable to do so, the Northeast can do without transportation. There 
IS not the slightest sugrjrestion that the Department of Transportation' 
has any concern with the most efficient use of energy or with the energy 
crisis that we are hearing so much about these da vs. 

Fortunately, the Interstate Commerce Commission was also moved 
to make a response to the conjaressional plea contained in Senate Joint 
Resolution 59. The Commission submitted its report {Ex parte No. 
293) on March 25, 1973, attaching a proposed bill, which, with rela- 
tively slight modifications, has been introduced as H.R. 6591. I do not 
purport to be an expert on the technicalities of legislative draftsman- 
ship and, therefore, I shall not deal in any detail with the language 
of the bill. I shall direct my comments to the ideas expressed by the 
Commission in its report. 

On page 3 of its report., the Commission sets forth its "basic as- 
sumptions." I believe those assumptions to be essentially sound, but I 
would like to make a few qualifications. With respect to paragraph 2,1 
would caution that "needed" rail services must be preserved, regard- 
less of whether they are "financially viable." Paragraph 5 assumes a 
reduction of the work force employed by the Northeastern railroads: 
I should doubt the validity of that assumption with respect to the 
employees by brotherhood represents, if we mean really to rebuild and 
maintain the kind of railroad system that the Northeast needs. 

On page 4 of the Commission's report, the Commission sets forth six 
points that the Commission believes any successful pix)gram must 
address and deal with. Here, again, I am in general agreement with 
the Comniission. But, again, I must express a few words of caution. 
Point 3 deals with the problem of low-density branch lines, which, 
although unprofitable, provide rail services considered "essential" by 
users and State and local governments. I suggest that the word "use- 
ful" would be more appropriate. I believe that useful transportation 
should be preserved even though it might not be "essential" to a 
Spartan existence. 

Similarly, Point 4 deals with the problem presented by "surplus 
labor". As I have indicated before, at least in the department in which 
my Brotherhood represents the employees, there is not likely to be 
any surplus of labor in the near future. In fact, if we mean to rebuild 
a railroad system in the northeast that satisfies the potentialities of 
useful transportation, I am convinced that there is a shortage of 
eninloyecs in the maiTitonance of way and structures departments. 

Proceeding now through subsequent pages of the report, I would 
like particularly to commend the Commission's observation that inter- 
modal competition is insufficient to provide necessary service incen- 
tives and that reliance upon such competition would induce the move- 
ment of traffic by less efficient means; the Commission soundly observes 
that the dominance of a single rail system in the northeast would be 
tragic. 

I most emphatically agree with the Commission's observation on 
page 12 that authority must rest somewhere within the Federal estab- 
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lisliment to select tlie routes to the preservation of which public effort 
should be directed. I mijrht have entertained doubts as to whether such 
authority should be reposed in the Intei-state Commerce Commission 
or in the Department of l^ansportation if the Department had not 
:given such a sorry account of itself in its report of March 26, 197;i. I 
have no doul)t at this point that the expertise, the Commission lias 
developed in dealing with railroad problems for close to 100 years has 
shown itself in the quality of its report and recommendations. 

On page 14, the Commission recognizes that route selection is a most 
difficult and complex problem. T heartily agree and would not have the 
Commission forego any assistance it can obtain in this job. Our 
BTOtherhood has had a great deal of exi)erience in this industry and we 
would be most happy to make available to tlie Commission the results 
of that experience, and we would hope that our help would be utilized. 

On page 18, tlie Commission addresses itself to what I believe is one 
of the most important considerations involved in the whole problem of 
rebuilding and restructuring railroad transportation in the northeast. 
The Commission says: "AVork would be carried out bv the railroad, 
using railroad employees, and would be subject to inspection and 
approval by the Commission." 

I believe that it is fundamental to any program directed toward 
rebuilding railroad transportation in the northeast that this progi'am 
be carried out by emplovees who arc in the regular employment of the 
railroad. It should not be done by project contr.ictors under c<intract 
with the Government or with the railroads. Tt is only by building a 
force of career employees who look to the railroad as their long-time 
employeer that we can develop a stall of personnel that will give us a 
]a.sting ti-ansiiortation system. 

I believe that the Commission, at pages 19 and 20, has made a useful 
and constructive suggestion as to the funding of its .suggested program 
through a tax on all for-hiro transportation. The premise that all users 
of transpoi-tation in the Nation will gain from a revivification of rail 
transportation in the Northeast seems to be a sound one. Furthermore, 
the imposition of a uniform tax on all for-liire transportation would 
leave competition between the several modes unalTccted. 

T have niv gi'catest misgivings as to the Coinmi.ssion's treatment of 
what it calls "low-density lines", beginning on page 21. My concern 
is threefold: 

(a) I question the general validity of the assumption that low- 
density lines, particularly branch lines, are basically the concern of 
the shippei-s and consignees on those lines. Although it may be true 
that sometimes the survival of a particular business establishment at a 
pai'tieular location may dejiend on the availability of rail transporta- 
tion, or that the business may become less profitable, if a different mode 
of transportation must be used, I believe those circumstances provide 
an insufficient basis for the generalized thought of the Commission 

Just as the Commission has recognized a national interest in the 
revival of healthy transportation in the northeastern section, it sliould 
i-ecognize that this interest also extends to lines, including branches, 
•which may be low in density of traffic. 

The Xation as a whole has an interest in, for example, maintaining 
the ]>roduction of a coal mine and having it served by rail, even though 
it may be located on a branch that hauls little other traffic. What I have 
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for its failure to give proper attention to the energy crisis and our 
need to maintain sources of energy and to use energy efficiently is 
ecjually applicable here. Not only coal mines, but innumerable other 
enterprises, may be important to our country, and be important to pro- 
vide rail service to, even though located on branch lines that do not 
generate sufficient traffic to make transportation jiiofitable. 

(b) Perhaps, it is a corollary of what I have said in the preceding 
paragraph that it is fallacious to assume that local interests can. or 
ought to generate enough pressure on State and lociil governments to 
cause them to participate in underwriting any deficits that might be 
incurred in providing needed transportation. Maybe in some cases they 
could so do but, even then, a substantial doubt would remain as to 
whether they sliould do so. 

(c) Generally, the systems of taxation in effect for the support of 
State and local governments are fairly primitive and not well-calcu- 
lated to extract sustenance from sources most able to pay and which 
ought to pay. This is what the interest in "revenue-sharing" is all 
about. 

I am most disappointed to find that the Commission, after suggest- 
ing sound and ingenious funding in aid of the main system, should 
suggest different funding for assistance to low-density lines. 

1 also have some concern with the Commission's suggestion on page 
35 that any railroad's participation in the financial-aid program 
should be purely voluntary. The Commission goes on to say that, 
through its projiosed authority to enter upon a restructuring investi- 
gation and through the ordei-s it might issue pursuant thereto, it could 
assure adequate rail service, regardless of the election of any railroad 
to participate under a lease and operation agreement. I am somewhat 
skeptical as to the adequacy of this authority and would suggest that 
the conwnittee examine this subject thoroughly and satisfy itself that 
the Commission would liave ample power to provide useful and effi- 
cient transportation, regardless of the wishes of the owners. 

Finally. I come to the matter which, as a union president, I should 
be most vitally concerned about, that is, the Commission's discussion of 
railroad labor, beginning at page 36. 

Beginning with the so-called Washington Job Protection Agreement 
in 19;!6, it has become more and more recognized that, when there ai-e 
mergers, consolidations, abandonments, devclo[)ments of mass transit, 
or other types of Federal assistance, or stimulation or operations such 
as Amtrak, the public interest requires the imposition of conditions 
promoting tiie stabilization of employment. These are commonly 
known as "employee protective conditions." 

Altliough the humanitarian purpose of protecting employees from 
the consequences of sudden and extensive fluctuation of emj)Io\'ment 
might well justify the imposition of such conditions, as their common 
name would suggest, I submit that such provisions have come to serve 
a much broader function. They are very genuinely railroad protective 
conditions, cspeciallv in the context of restructuring, rebuilding, and 
revitalizing railroad transportation in a whole J'egion of the coiuitry 
as the bill now under consideration contemplates. 

For the successful carrying out of a project, such as that contem- 
plated, there is nothing more vital than the i-ecruitment and mainte- 
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nance of a force of hijrhlv skilled pei-sonnel. That kind and quality' of 
personnel can only be built by the recruitment and retention of iJeople 
whose interest is in a day's, a week's, a month's, or a year's work. 

Obviously, for the i-ecruitment of skilled career employees, the 
recruiter must be able to offer assurance that genuine career employ- 
ment is bciiig offered. To that end, I suggest that it is of vital impor- 
tance to the project that the bill be amended to include the following 
conditions. I have not undertaken to suggest a precise point at which 
they should be fitted into the bill, since, if my other suggestions are 
adopted, the bill will, in any event, be substantially redrafted. 

SEC. . Whenever any financial aid of any kind under tliis act 
has l>een extended to any rail carrier, the following conditions shall be 
observed for so long as the Commission determines that such financial 
aid is currently effective to enhance the property or operations of such 
rail carrier: 

(a) There shall be no reduction in the number of employees em- 
ployed by the rail carrier under collective bfugaining agreements 
except as such number may be diminished bv the death, retii-ement, 
resignation, or dismissal for cause of individual employees. 

(b) There shall be no reduction in the numl>er of positions covered 
by any collective bargaining agreement except to the extent that sucJi 
reduction may be agreed upon between the rail carrier and the collec- 
tive bargaining representative party to such agreement. 

(c) T^ie terms of all then existing collective bargaining agreements 
sliall continue to apply until changed by negotiation between the rail 
carrier and the collective bargaining representative of the employees. 
All employees covered by such agreements shall continue to be em- 
ployees of the rail carrier and all bargaining with respect to such 
employees shall be carried on between the rail carrier and the appro- 
priate respective collective bargaining representative. 

(d) Except to the extent specifically modified by this act, all Fed- 
eral and State laws pertaining to the regulation of carriers by raili'oad 
shall continue to apply to such rail carrier and all other Federal and 
State laws and regulations theretofore applicable to the rail carrier 
shall continue to apply, including specifically those with respect to 
safety and with respect to the representation of its employees for 
purposes of collective bargaining, the handling of disputes Ibetween 
carriei-s and their employees, employee retirement, aimuity, and 
unem])loyment systems and other dealings with its employees. 

(e) No work on behalf of the rail carrier or enuring to the rail car- 
riers l)enefit shall be performed under contract with the rail carrier 
by employees not employed directly by the rail carrier except to the 
extent that the contracting for such work may be agreed upon be- 
tween the rail carrier and the collective bargaining representative who 
would represent such employees if they were employed directly by the 
rail carrier. 

That completes my statement, Mr. Chairman. 
Mr. I)iN(iELL. The committee thanks you for a most helpful 

statement. 
The Chair makes the observation that you are certainly to be com- 

mended for your advice to this committee with regard to preservation 
of job security and protection of the employees' rights. Certainly, this 
is the matter for which labor unions were originally constituted and 
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your concern in this matter and your helpful testimony to this com- 
mittee on that particular point is moat appreciated. 

The Chair also makes an unhappy observation that we have had 
tliree of the very fine brotherhoods and railway labor organizations be- 
fore this committee. They have each sung to us a different song. The 
Chair feels impelled to observe that this manifests both the complexity 
of the problem that besets this committee and, I must add, adds a meas- 
ure of confusion to the deliberations of this body. 

It is my hope that our friendfi among the railroad labor organiza- 
tions will prudently gather together and take counsel in order that 
they might advise the committee of a common position as opposed to 
a diffused and differing position upon which wc are currently inflicted. 

It is my hope you might assume some leadership on this, Mr. Crotty. 
Knowing of your ability and experience, it is my hope you might 

father together with other representatives of railway labor and per- 
aps give us some joint views on these matters as opposed to the widely 

divergent views that we have received as of this time. 
That is not a command or even a request, but I assume that in your 

prudence you were listening to the remarks of the Chair. 
Mr. CKOTTT. I am inclined to agree with your remarks, Mr. 

Chainnan. 
I can only suggest that the good suggestions that have been made by 

me and my colleagues can be retained b^ the committee and put to good 
use, while probably tlie unhealthy or inoperative suggestions that we 
have made miglit better be discarded. 

Mr. DiNOELL. I hope yon recognize the vast amount of chaff this 
committee will have to sift through to come down with a few kernels of 
wheat. 

I must confess that my friends in railway labor, for whom I have 
great respect and affection, have done very little to diminish the 
volume of cliaff. As a matter of fact, they have supplied us with their 
fair share of chaff as has the rest of the industry and everyone who has 
been before ns. 

The threshing process is going to be much longer and more difficult 
imless we get assistance from you folks in getting together as to your 
respective needs. 

I have obsei-vcd in my years past in this committee that you have 
always IKH^II able t« get together. It would be my hope yon would be 
able to continue to peiform that valuable service to the committe* by 
getting together insofar as your problems are conc^mexl. 

You have made excellent suggestions with regard to job security 
which I think will be most helpful to the committee and we will 
certainly consider with great sympathv- but the widely divergent 
views in the house of labor is never helpful to the friends in Congress, 
as I am sure yon recognize. 

The Chair recognizes Mr. Adams. 
Mr. ADAMS. Thank you, Jlr. Chairman. 
Mr. Crottv, I appreciate very much your statement. 
I also echo the remarks of my good friend. Mr. Dingell. It now 

appears to those of us on the committee, who have been waiting for 
you as we ha\e for the other members of organized lalwr, that the 
suljoommittee is probably going to have to come forth with a bill that 
is a product of what we have received fi-om a great deal of this testi- 
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mony and to try to get a consensus from this subcommittee. I think 
this is possible, because, though your views are all divergent, there 
does seem to be emerging from this a system which some of us hope 
to put in bill fonn within the next 8 to 10 days and to circulate to 
the subcommittee and to all of you for your examination. 

And by consensus, I mean that, one, there has to be a designating 
authority which I think you agree to. Second, there has to be some 
kind of interim measure such as ICC suggests that will stop a major 
discontinuance of rail service. Third, that then there must be some 
kind of operating entity, at least in this Member's view, which will 
probably require Federal assistance of some kind. 

It has been mentioned on occasions that some of us in this committee 
are on a head-on collision course with the Department of Transpor- 
tation on this matter, and that is probably true, though I am hopeful 
that they will see along the line that you cannot just swap paper for 
assets and make a new entity. 

My questions to you involve this: Don't you think that we should 
establish one designating authority and then use the ICC as a review 
or regulatory body as it has always traditionally been, rather than 
having the ICC both designate the sj'stem and then review it? I have 
found that when somebody creates something, it then becomes their 
baby and it is very hard for them to review it later in the general 
context of whether or not they made a proper selection. 

Mr. CROTTT. I would think, Mr. Adams, that the Congress should 
designate the agency that would act as the coordinator of this opera- 
tion. 

Mr. ADAMS. We would probably have to. We have either got to use 
the Department of Transportation or we have to create something. 

Don't you think that is about what we come down to? That is, 
imless we use, as I say, the regulatory bodv to create and then review 
it? 

Mr. CROTTT. I would say if the Department of Transportation had 
not testified as to their ideas for bringing relief to the Northeast 
region, I would readily agree the Department of Ti-ansportation 
should be the agency that would designate an agency to specialize in 
this function. 

But, since their testimony, I am scared to death to have them be 
given that responsibility. I would like to see some other agency of 
Government, whether it is a special agency created by Congress  

Mr. ADAMS. Suppose we created in effect, and I picked this up from 
one of the other brotherhood's testimony, some kind of a Comsat ty)>e 
of corporation with a rather broadly based board, or, for example, 
then would be appointed directors but they would have to be ap- 
pointed by the President from a list submitted from varying groups 
to give a spex^trum of interest. 

Would that be possible? 
Jlr. CROTTT. Yes: it would. 
Mr. ADAMS. You see, what some of us are thinking about is that 

you should use the resources of the Department of Transportation, 
if they have a plan to first see what that is since they have certain 
computer technology and people down there that this subcommittee 
does not have. 
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• But I, frankly, am frightened of their plan, too, because their tests 
are strictly ones of economic viability. I view public transportation 
just as you say in your statement as having a much broader concept 
than whether or not somebody can make a profit in one area. 

Then perhaps we would have a board to designate specific lines and 
then an ICC review for a period of time to see whether or not it is 
in the public interest. 

Mr. CROTTY. Yes. I think we are all looking forward to the opera- 
tion of an interim committee to see this unhealthy industry through 
this period of transition. 

WTiat we are looking for, as you state, is an agency of some kind to 
supervise that fimction for the period of time that is necessarj' and 
then we hopefully can turn the whole thing back to private enterprise 
wliel'e it belongs. 

Mr. ADAMS. That is my next question. 
At least, this member is not particularly interested in turning the 

management of all of these lines back to the management which has 
so obviously, and I won't try to point filngers at them or say why, but 
obviously failed. If we were to suggest turning the system back to the 
Penn Central Railroad and each of the others after expending a con- 
siderable amount of Federal money, I think there would be some re- 
luctance in the Congress to do that. 

So, we are looking for a new structure, a more permanent agency, 
particularly since we have six bankrupt railroads. 

We get into a problem then of which railroad gives up which re- 
dundant mainline in exchange for money and which mainline is kept 
and modernized. 

I agree with you; I tliink that there will not be a surplus of labor 
in your particular organization because we have had testimony from 
one witness after another that indicates there is somewhere between 
500 million and a billion dollars worth of modernization necessary. 

Do you have any thoughts on what a new pennanent structure 
might be ? 

Some of us have thrown out the suggestion that you might have a 
self-liquidating Federal corporation so that common stock would be 
paid into tliese bankruptcies, with a preferred stock purchased by the 
Federal Government that would liquidate itself over 3 or 5 years, 
while the system shifted itself down. Then out of that you would have 
a private company operating in place of the six bankrupts. 

Would that be, acceptable to your organization ? 
Mr. CROTTY. Yes, altliougli^ it is my off-the-cuff opinion that the 

operation here is too big for one operating company. 
Mr. ADAMS. That brmgs me to the next question, which is that if we 

do this, we probably have to have a generalized bill that treats fairly 
the remaining viable roads in that area; do we not ? 

Mr. CROTTY. Yes. 
Mr. ADAMS. I am talking about the Chessy system, the Xorfolk & 

WesteiTi, Delaware & Hudson, Maine Central, and some of the other 
roads in the upper part of New England, so we probably should linve 
a bill with a general section in it that, in effect, gives the potential for 
relief to the viable roads while we are trying to create a more perma- 
nent structure that would come out of the bankrupt roads. 

00-474—73—pt. 2——18 
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Mr. CBOTTY. Yes. Of course I, for one, as a labor representative, 
have opposed vigorously the merger of Penn Central and New York 
Central. 

Mr. ADAMS. I understand that. 
Mr. CROTTY. I mean of the Pennsylvania and New York Central. 
In my opinion, the New York Central would still be operating as a 

private enterprise operation if the merger had not taken place. Re- 
gardless of who the management of Pennsylvania was or is, I don't 
think that road could ever have been saved without going through the 
wringer that they are on the verge of going through now. 

I can remember, as can Mr. Schoene, our general counsel, many 
presidential emergency board hearings in Chicago down through the 
years, going back 20 or 2.5 years ago when presidents of the Pennsyl- 
vania Railroad would be before our committee introducing vast statis- 
tics showing that they would be broke, that they would be in bank- 
ruptcy at the end of that year or the next year, tliat their deferred 
accounts, that their obligations insofar as meeting interest on securi- 
ties was beyond their ability. And this thing finally caught up with 
them; that is all. 

I knew Stewart Saunders very well, the president of the Pennsyl- 
vania Railroad. In my judgment, he was a fine, honest man. He gave 
up one of the best railroad jobs in this whole country as president of 
the Norfolk & Western to come up and try to make Penn Central a 
viable operation. But it had gone too far. 

I think that is the function of this committee now that we are talk- 
ing about establishing, to decide once again whether this Penn Central 
merger was a good thing. 

Mr. ADAMS. I think I probably agree with you that it wasn't. 
Our problem right now, and that is why I mentioned to you a new 

entity, is that I think we would have a great deal of difficulty going 
back to the six existing bankrupt roads, the major one being the Penn 
Central. I dont think that this is a feasible thing. 

My last question. 
I appreciate very much your indicating a pi-oix)sed section on labor 

protection or existing agreements, and I gather you recommend that. 
What you state is that your organization would be willing to bargain 
with a new one as long as we put in some legislative guidelines that 
basically said that you would have railroad employees continuing to IJC 
employed as opposed to hiring a whole new group of people, and, 
second, if there was to be any attrition, and again I am not sure in your 
organization there would be, that it would be attrition that would take 
place under your proposal by death, retirement, resignation, or dis- 
missal for cause. In other words, the traditional attrition system. 

Mr. CROTTY. That is alxiut 7 percent a year, on the average. 
Mr. ADAMS. That was our understanding. 
Thank you very much, Mr. Crotty. 
I think it is a most helpful statement. 
Thank you, Mr. Chairman. 
Mr. DiNOELi.. Mr. Shoup. 
Mr. Srrorrp. Thank you, Mr. Chainnan. 
Mr. Crotty, if I may, a couple of clarifving questions. 
It is the opinion of the sul)committee that vour particular union, 

your brotherhood, will bo the one that would l)e required to do most 
of the work in the up<'oming solution of the problem because, certainly 
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we have brought out over and over again that the need is for right-of- 
way improvement and this is one of tlie glaiing deficiencies that we 
have in the Northeast. 

So, I think possibly you are in a much better position on protection 
of jobs than any other brotherhood. 

I am wondering, though, Mr. Crotty, you refer in your statement 
here that you would prefer to have all the work, and I think you are 
specific there, all right-of-way work and improvement work be done 
through career employees, which, I think, is commendable, but the 
que^ion that comes to my mind is that after we complete this pro- 
gram of upgrading of rig!it-of-way structures, right-of-way facilities, 
what, then, do we do with the ballooned work force that is not required 
for continued maintenance of right-of-way ? 

I am wondering if we perhaps would not be building a monster 
that we would have to face in the future. ^Yh»t will we do with it ? 

And you, as representative of the brotherhood, and those members 
of the Maintenanc* of Way l^nion. you would fight to retain them but 
it would be hard to validate their retention after their initial goal hag 
been accomplished. 

Mr. CROTTT. Ijet's go back to the end of World War II. 
I testified here this morning that there were 85,000 emplovees of 

my organization on these properties. At the end of World War II, 
there were 90,000 on these same properties. The work force in my 
group and practically in all railroad groups has been decimated to the 
point where they are not able to maintain their right-of-way; they 
are not able to maintain their rolling stock, and I don't think they are 
able to give the public the service that is needed to do a good job. 

So. I would say that, yes; forces will be built up, I agree, to do the 
needed maintenance work at this time and it is conceivable that when 
all of that is done and the road is put back with a good standard of 
maintenance, that there might be redundant employees, to use that 
term. 

But with an attrition rate of 7 peivent a year, I think that would 
take care of part of it and, quite obviously, to be honest about it, if 
they have to rebuild a bridge across the Ohio River, although I would 
like to see railroad management do it with its own employees. I am 
realistic enough to realize that it would not be the practical thing to 
do liecause, as you have indicated, they would be a force that was hired 
for a special project, a nonrecuiring pi-oject, and then what do we 
do with them when the job is over ? 

Mr. SHOUP. YOU do recognize that and I think we do also recognize 
that. 

The other unions have recognized, as they have testified, that it Avill 
probably necessitate some reduction of job force in their own brother- 
hoods to end up with a viable operation. 

Would you be agreeable working with other unions to the extent 
that if thei'e is some type of layoff in the other brotherhoods that as we 
increased your workload and maintenance of right-of-way you could 
work out an agreement with them to absorb their force into your 
brotherhood ? 

Do you understand what I me^n ? 
I sruess what I am trying to say is that maybe all of you should be 

working together in the bi-otherhoods and helping each other. 
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Mr. CROTTT. I think that is a very good suggestion and T would 
think that in a special session of the kind we are discussing here, the 
Northeast problem, that agreement could be made for the transfer of 
employees from one imion, we will say, from the coverage of one agree- 
ment to give them preference to jobs arising under another agreement 
if there was a need for forces in that area. 

Mr. SHOUP. Fine. 
Thank you. ' 
I was sure you would say that and I am happy to hear you say it. 
On page 9, you applaud the stateonent of the ICC on a tax on all 

for-hire transportation. 
I will ask you the same question that I asked the chairman of the 

ICC: Would you then say that all taxes on all for-hire transporta- 
tion, regardless of whether they inure to the benefit of all modes, 
should be borne by all ? 

Did that question confuse you ? 
The highway usere, the iisers of gasoline, and those products, now 

pay a tax that inures to their benefit, the building of highways, high- 
way trust fimds. Railroads do not contribute. If you are going to levy 
a tax for the benefit of railroads on everyone including the highway 
users, then would you also say that the railroads should start paying 
a tax on their diesel and other things to go into the highway tinist 
fund? 

Mr. CRomr. No; I dont think so. 
Mr. Snotrp. Then I miss the logic of your saying that it would be 

good for the highway people to pay a tax to help the railroads hut it 
would not be good for the railroads to pay a tax to help the highway 
users. It would seem to me that what is good for the goose is good for 
the gander. 

Mr. CROTTT. I think that the taxing structure is vmfair to the rail- 
roads at the present time. This is an attempt to give them e<iual treat- 
ment with other forms of transportation. 

Mr. ADAMS. Would the gentleman yield ? ' 
Mr. SHOUP. I would be happy to. 
Mr. ADAMS. Mr. Crotty, I forgot one question. This is what has 

bothered us on the ICC waybill tax. 
How do you tax private carriers or irregular contract carriers with 

that 1-percent waybill so that all carriage is equally taxed and we don't 
simply force traffic oflF of the regulated carriei-s. I am talking about 
motor carriere and water carriers, in particular, and on to private 
carriage where they don't pay the 1 percent. 

Mr. CROTTY. T certainly have to agree at the outset that the pri\-ate 
carriei-s are a big problem in this and I don't think anybody has a 
good answer as to how yon are going to make tliem pay a fair share 
but I think an attempt should be made to plug that loophole. 

Mr. ADAMS. The only problem we have had with the 1-pei-cont tax, 
is liow you place it on to everybody who was competing with one an- 
otlier in the transi>ortation field. 

Thank you, Mr. Shoup. 
Mr. Sjiorp. ^fr. Crotty, another question on pa.'re 0. and von dis- 

cussed this at several places. You are speaking of the assumption that 
low-density lines would be abandoned. 

Wliat criteria would you place on the abandonment of lines, or 
would you say that none should be abandoned ? 
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• Mr. CROTTT. NO. 
Mr, SHOUP. Some place or another do you not agree there has to be 

some criteria for tlie continued maintenance and operation of all 
branch lines, of every rail line that vre have at the present? 

Mr. CROTxr. I think there should be criteria but I don't think that 
a precise formula can be applied identically to all types of branch or 
secondary lines. 

Mr. SHOUP. I would agree with you but then you bring up the ques- 
tion of how do you write a criteria if it is not precise so as to be fair ? 

I think you are aware of that when you write labor contracts. 
Mr. CKOTTY. I think initially that if an agency or a commission or 

something is created to oversee this operation for a period of time, that 
we are going to have to trust that agency, initially at least, may be 
subject to review by the Interstate Commerce Commission or someone 
to come up with a fair procedure for determining what lines should be 
retained and what lines might not warrant retention. 

Mr. SHOUP. But density, itself, is that not one of the basic criteria? 
Mr. CROTTY. It is one of the factors to be considered. 
Mr. SHOUP. YOU speak of it several times, the Commission does, we 

do here, and we speak of "needed traffic," "needed lines." 
We seem to ignore the fact that there is a difference, and I think 

probably the biggest difference is between "needed" and "wanted." 
I question whether we can supply the wanted transportation and 

are going to have to concern ourselves with needed transportation. 
Mr. CROTTY. I would have no quarrel with "needed." I can realize 

that there is a vast difference between "needed" and "wanted." 
Mr. ADAMS. This is our biggest hangup right now on most lines. 
We have had in my State abandoned lines when people want service, 

but the linos aren't needed because certainly with a density of traffic 
like one car in 3 years, it is rather hard to justifj' the fact that there 
is a need there. 

Mr. CROTTV. There is a difference, too, as I am sure you will agree, 
between a profitable line and a needed line. 

Mr. ADAMS. Yes; I do agree. 
Mr. CROTTY. I think that the branch lines have to be considered as 

part of the industry and maybe the high-density lines will have to 
make a contribution toward maintaining the low-density lines. 

Mr. ADAMS. One final question, Mr. Crotty, a rather general one. 
We have had testimony from two brotherhoods previously, UTU 

and the Clerks, and they are 180 degrees apart. They are going in 
different directions. UTU wishes to keep the railway management in 
the liands of I'ailway people, or those with the expertise, and the Clerks 
•would prefer to have the nationalization, the Government take it over. 

Can you make a statement as clean as that as to the position of your 
brotherhood ? 

Mr. CROTTY. I am unalterably opposed to nationalization. 
Mr. ADAMS. Thank you very much. 
I have no further questions. 
Mr. DTN'GF.LL. Mr. Podell. 
IMr. PODELL. Mr. Crotty, I would like to join my colleagues in wel- 

coming you and thanking you for your statement. 
I know that earlier the Chairman referred to separating the wheat 

and the chaff and receiving all of these. I noticed he left our fertilizer 
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which is a necessarj' ingredient. We have been getting our share of 
that, too. 

I, too, am concerned that the brotherhoods have been nnablc to at 
least consolidate their positions on behalf of one type of legislation 
or one bill or one recommended approach. The fact of the matter is 
that it would be almost impossible for us, as you say, to extract all of 
the goods from all of the bills and lump them together and there yon 
have a bill. 

As a matter of fact, you indicate your support here of the ICC 
proposal and yet in listening to and reading your statement, I find 
that you disagree with it almost entirely. 

Last month, we had a witness who stated he was supporting the 
DOT proposal. Then he went on to suggest so many changes that, in 
fact, he did not support the DOT proposal at all. 

For example, on your first page you say you support the ICC pl«n 
and then you say you reject two of its basic assumptions, one, that only 
profitable lines be retained; and the other that workers should be laid 
off. 

Then you say that you disagree with ICC treatment of branch lines 
and surplus labor. 

And tlien on pages 9,10, and 11, you go into great detail in exposing 
the folly of the ICC approach to low-density lines. 

Then you criticize the Commission's vohuitarv approach to partici- 
pation in the subsidy scheme and the lack of a^equat* employee pro- 
tection. 

I think that your objections, Mr. Crotty, are good ones and I sub- 
scribe to them. My (mly point is that you are not really supporting this 
plan at all, sir, but you are advocating a vastly different and better 
plan, much different from the existing ICC proposal. 

Wouldn't you say that is true, in effect? 
Mr. CROTTT. Weil, everything I propose, Mr. Podell, I think that I 

am trying to subscribe in general to the ICC approach with what I 
would agiee are major modifications. 

I think I have approved their proposal, too. 
Mr. PoDEi^u You say on page 5. " 'needed' rail services must be pre- 

served, regardless of whether they are 'financially viable'." 
Mr. CROTTT. Yes. 
Mr. PoDEix. I fully agree with that view. 
You say you are opposed to nationalization, which seems to be a ter- 

rible word. The only other alternative is private industry; isn't that 
true? If it is not nationalization, it is private enterprise. 

Can you tell me how you can get private industry to support any- 
thing that is not financially successful ? 

Mr. CROTTT. It is very difficult and probably an impossible imder- 
taking to do that, but I am considering these railroads as an imhealthy 
person. I think the doctor has to be called in and T think the Congress 
is the doctor. I think we are going to have to give them medicine that 
is going to cost money. We are going to get them back on their feet, 
and then, hopefully, make it a free enterprise operation. 

Mr. PonEi/L. They don't want the Gm'ernment to come in and fix 
somethitiir that is bad. They want the Government to come in and buv 
sotnpthing and pay for something that is new. 

I am not so sure that I disagree with that, either. 
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The only point that I try and bring out is that history has taught us 
a ver^' good lesson here. There is no doubt that the rail transporta- 
tion in the northeastern region is a necessity. We must protect the 
rights of the commuters, the consumers, the rights of people, and at 
the same time we must protect the rights of labor. 

There has not been one single word of testimony at these hearings, 
and I have been sitting on I don't know how many now, that have ever 
shown us that private industry can possibly succeed. We have had 
testimony that in the event the (jfovemment were to take over the rights 
of way and infuse large sums of money into the system, I think it was 
the Penn Central people who spoke about it, even then they weren't 
sure that it could succeed. 

We would have to go out and sell a large amount of stock to the 
public. I have bought stocks in so many lousy companies now, I am 
not going to buy any more, I will tell you that, and the last pla«e I 
would invest 5 cents would be in a private-owned railroad because 
it just cannot make it. There is no way they are ever going to make it. 

The airlines have no cost of rights of way. They get a free sky to 
fly in. The Government has to subsidize them. There is no reason why 
the railroad is. So, I think what we are going to succeed in doing, Mr. 
Crotty. is just delay, infuse large sums of money into the rail system, 
make all kinds of changes of tweedledee and tweedledum: we are going 
to wind up closing down because eventually the administration is go- 
ing to sticceed with this DOT plan of closing down a lot of lines that 
they feel are redundant and not necessary; we are going to lose a lot 
of jobs for our people, and still wind up in the same boat that we are 
in today and then eventually we are going to have to use that terrible 
word "nationalization." 

I woTild like to ask you this—and I guess I am supposed to be 
questioning, not speaking. 

Just why do you oppose this concept of nationalization of the 
Northeast area ? "WTiat is your objection to it ? 

Mr. CROTTT. No. 1, I believe, even though the Congress finds it is 
necessary to lend financial assistance to these bankrupt railroads at 
this time to try to get them back in a healthy position, I think that the 
cost will be a lot less than it would be if we followed the nationaliza- 
tion pattern of relief. 

I think that history has taught us and all of these countries in the 
world where the railroads are nationalized that it is a much more 
costly operation insofar as federal governments are concerned than 
it would be if transfusions were given where needed, when needed, to 
a private enterprise operation. 

Second, I thnik tlvat the jobs of the railroad employees will be bet- 
ter positions as employees of a private enterprise oi^erator rather than 
jobs where they are working for the Federal Government. I think our 
Federal Government is expanding into many fields where it would 
be preferable if they weren't in them and this is one of the areas where 
I hope that we can keep our railroad industry as a private enterprise 
operation because it is better for the taxpayer and it is better for the 
employees. 

Mr. PoDELL. Then your two objections, primarily, if I have not con- 
cluded them wrong, are that you say it is far more costly to national- 
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ize than to diffuse sums of money into private industry when and if 
needed; is that true ? 

Mr. CROTTY. Yes. 
Mr. PoDELL. The second was that the jobs would be better positimis 

if an individual were working for private industry than for the Fed- 
eral Government ? 

Mr. CROTTT. Yes. " • 
Mv. PoDELL. Are there any other objections? 

•  Mv. CROTTY. These are the principal ones. 
Mr. PoDErx. It strikes me, ilr. Crotty, that if I may take issue with 

you on the question of jobs, I tliink you are weighing the possibility 
of better positions working for private industry than for the Federal 
Government as against the word "positions" at all, because you are 
gambling on the fact that you probably will have a lot less positions 
unless you do nationalize your system. 

Second, the initial cost of giving away money, giving away the 
taxpayers' money, and getting notliing for it, would not be as much 
as buying tlic railroads eventually, but eventually we are going to have 
to buy it. There is not a person that can really say that eventually it 
is not going to have to happen, but we are trying to delay it and delay 
it. 

I don't know that we can justify just bringing in millions and mil- 
lions of dollai-s into the rail system and gettmg nothing for it except 
a guarantee that the rails will continue—and even that is not a guar- 
antee. The only way that our Government is going to guarantee tliat 
those rails are going to continue is by setting up a cori^oration to run 
those rails. 

I think what we are dealing with is almost a word that frightens 
i)eople on its face, "nationalization." It is frightening on its face but 

L would like to impress upon you, sir, that if you really sat down and 
thought about it in terms of public ownership, if you will, maybe it 
will sound a lot better to everybody. This is a thing whose time is gomg 
to come. 

What if we can't get Congress to go out and spend $500 million and 
put into this and lend private industry more money? TVliat if Con- 
gressmen say tliat is it, we have spent enough of the taxpayers' money 
and we get nothing for it. We have a problem. 

So, I would hope that you and your people would sit down and give 
a little more consideration to the public ownership of those bankrupt 
rail lines. 

As an individual, I am reluctant to go out and say, well, jeepers, 
why keep on giving you money? I am getting nothing for it. I am a 
firm advocate of private industry, but I think private industiy should 
be able to sustain itself. Otherwise, the footl industry is going to come 
in and say, we are a necessarj- commodity. The f armere are not making 
any money and we give them money. The retailers can say, I am nec- 
essary to the survival of the conmmnity; my business is bad; why 
shouldn't the Government lend me money ? And so on down the line. 
Tliere is going to come a point in time wlien it is going to stop. 

Do you have any general comment you would like to make on my 
speech ? 

Mr. CROTTY. Obviously, we look at these things differently, but it 
would seem to me that the Congress would be more inclineS to put 
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$500 million ijito a noi-thpastprn railrond operation to try to revive it 
and put it back on its feet than tliey would to authorize the expenditure 
of $10 billion to purchase the property and then pour another billion 
dollars into it every year to subsidize the operation because I think 
this would be neede(^ under nationalization. 

The history of railroading in other countries like Japan and Europe 
have proven this. 

Mr. PoDELL. Let me say the difference is that we have six bankrupt 
railroads. I am firmly persuaded that there is not a single creditor 
who is owed money of substance that has not long since written off his 
indebtedness. So, the Government has paid this man already because 
he has gotten himself a tax benefit. 

The fellows who had the stock and lost money have sold it and they 
have already taken their capital losses, short or long, and taken tliefr 
tax benefits there. Now, what is so wrong in bringing the hammer 
down on the situation, bnjang it at the sell, and you would buy it for 
a lot less than $10 billion. If yoti really want to be magnanimous in 
exchange for it, we could issue some new stock and some day, should 
that railroad become profitable, that stock would be worth something 
in payment. That would not cost us $10 billion. We could buy the 
entire kit and caboodle for about $2 billion and let the railroaii op- 
erate. 

Is that possible, or is it feasible ? 
Mr. ScHOENE. I am not sure what you want my opinion on but I 

believe I understand and if I don't you can correct me. 
If what you are asking me is -whether in compensating or making a 

just compensation for these railroad properties, whether the depreci- 
ated value should not be considered and the fact that they aren't able 
to operate as profitable enterprises, certainly I think that should be 
BO, and I have, for example, discussed with Mr. Eckhardt his bill, 
Tvhioh is a nationalization bill, and, as I recalled, it provided spe- 
cifically that in determining just compensation for the properties, 
various guidelines shall be taken into consideration, including the 
fact that they are in bankruptcy and cannot get out of it. 

Mr. PODELIJ. SO, we could buy it for a lot less than $10 billion; 
wouldn't you say? 

Mr. ScHOENE. You know I can't disagree with my client about that 
estimate. 

Mr. PoDELL. I have used up my time. 
Mr. CROTTT. I think. Mr. Podell, when we are talking about the 

Northeast, I believe the Department of Transportation is talking 
about the northeastern region as such including B. & ()., C. & O.. Nor- 
folk & Western, and we would have to treat the whole reffion a^ike. 

I think you would find probably that $10 billion would be less than 
the owners think those properties were worth collectivelv. 

Mr. PonEUL. What the owners think they are worth and what they 
would bring at an auction sale would be two entirely different things. 

Mr. CROTTY. I agree. 
Mr. PoDELL. Thank you, sir. 
Mr. DrNOELL. Mr. Metcalfe. 
Mr. METCAI^FE. Thank you, Mr. Chairman. 
Mr. Crotty. J was very much impressed with the in-depth presenta- 

tion that you made in your paper. Perhaps you may be able to give me 
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some information because sometimes as we look to the past, it may help 
us to avoid the mistakes that were made. 

You indicated that you were opposed to the merger of the Penn 
Central Railroad and the New York Railroad lines, did you not? 

Mr. CROTTY. Yes. 
Mr. METCALFE. May I ask you to go into more detail as to your 

reasoning for opposing that merger ? 
Mr. CBOTTT. IM. tlie first instance, we had our doubts about its work- 

ability. We had negotiated, in the event the merger was put in over 
our opposition, we had negotiated a job protection agreement for our 
people so our feelings in tne matter came down to whether or not we 
thought it was a good thing and these are big, tremendous properties 
and a big railroad is a liard thing to manage. 

I think that Stewart Saunders, who was the chairman of the board 
of Penn Central at the time it went into bankruptcy, probably put the 
right label on it. He said the operation was unmanageable. I think it 
was unmanageable because it was too big. It was beyond belief, and 
these railroad properties still today are doing a tremeaidous business. 
They are running a large, large number of trains. 

If I were to tell you that as of right today, there are <>38 trains 
running in the corridor between W^ington and Boston every 24 
hours, they are running trains on top of trains, and if they had more 
room, they would be nmning more trains. 

But when you have an operation tliat is that Wg, it becomes un- 
manageable, m my judgment. I think it would be more efficient and 
would be a more profitable operation if it were smaller. 

Mr. METCALFE. lioth of tliese railroads had lioards of directors, did 
they not? Both of the railroads, the Penn Central had a board of 
directors, and the New York Central had its board of directors? 

Mr. CROTTV. Yes; they were separate entities. Yes, sir. 
Mr. METCALFE. DO you remember how many membei's were on the 

Penn Central t)oard of direcfcore ? 
Mr. CROTTT. NO ; I don't. 
Mr. METC-ALFE. Can you venture a giieas ? 
Mr. CROTTT. HOW many members on the board of directors? 
Mr. METCALFE. Before the merger; yes. 
Mr. CROTTV. Twenty-five. 
Mr. METCALFE. Can you venture a guess as to how many were oa 

the board of directors of the New York Railroad ? 
Mr. CROTTV. Of the Penn ? 
Mr. METCALFE. No; I thought that was the Penn you gave me. 
Mr. CROTTY. I think there were approximately 25 members on the 

board of dii"ectore of each of the roads. 
Mr. MET<ALh'E. And on the merger, how many members were on the 

board of directors after the merger? 
Mr. CROTTk-. I tliink it was a lesser number, probably 25 on the 

merced Penn Central. 
Mr. METCALFE. Do you ha\'e a breakdown as to how many members 

were retained from each one of these railroads on the new merger? 
Mr. CROTTT. NO, sir; I do not. 
Mr. METCALFE. Can you tell me whether or not the president of the 

Penn Central boa''d of directoi-s or the president of the New York 
Central board of directors was also the president of the merger or was 
there an entirely new piesident of the merger ? 
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Mr. CROTTT. The chair of the board of the Pennsylvania Railroad 
became the chief operating officer of tlie merged company and the 
president of the New York Central Railroad b«3ame the president of 
the merged company. 

Mr. METC^ALFE. Wliat were the top men ? 
Mr. CROTTY. Pearlman of the New York Central and Saunders of 

the Pennsylvania. 
Mr. MOTCAI^FE. I might explain what the line of my questioning is. 
We have some railroads tliat are very successful, as you well know, 

•   Mr. CBOTTV. Yes, sir. 
Mr. METCALTE. YOU indicated that the New York Central Railroad 

was a successful railroad before its merger; did I understand you 
correctly on that ? 

Mr. CRomr. Its net income could have been better but I think it was 
a railroad that would have continued to operate. I don't think it would 
have been in bankruptcy if the merger had not taken place. 

Mr. METCALra:. I am fast coming to the opinion that the success or 
failure of a railroad depends upon the leadership that each one of those 
railroads has; certainly, the Southern Railroad has good leadership, 
as I am told, and you now tell me that the New York Central had 
good leadership. I think this is a part of our thinking as we consider 
what action we are going to take. 

Now, j^ou indicated also that where nationalization took place in 
these various countries, it was a failure, or it was very costly; did you 
not say that? 

Mr. CROTTT. Yes, sir. 
Mr. METCALFE. Can you tell me whether or not they used the per- 

sonnel as you advocate in your statement not endorsing the national- 
ization program? Did thev use experienced personnel to run these 
companies? I am talking about the foreign countries where there was 
nationalization. 

Mr. CROTTT. I believe thej used the best railroad administrators that 
were available in Japan or in European countries or in South America. 

Mr. MET(IALFE. I must respectfully submit to you that in your op- 
position to the nationalization of a railroad, on two occasions you 
used the word "hope," which is not very con\nncing. I think you did 
not intend it to be convincing and you wanted to leave yourself some 
latitude as to whether or not it fails. 

It is probably unfair for me to ask you this question but I will ask 
you, anyway, for my own information. 

Since 3 years ago. the Pennsylvania was in dire need of Federal 
subsistence and money and they are still in need of it, as are the six 
companies that are in financial (difficulty today; if we, the Government, 
should put money into these railroads, is there any assurance that the 
same thing is not going to occur because we talked about Congress 
appropriating $.500 million and then A'OU added approximately an 
additional $100 million each year: is that right? 

Mr. CKOTTY. I don't Iwlieve, Mr. Metcalfe, that I mentioned the 
additional hundred million each year but I did mention the $500 
million as a transfusion to get thom back on tlioir feet. 

But I would not quarrel with anyone who said that they would need 
another $100 million a year for a period of time. I think that is 
possible. 
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Mr. METCALFE. In light of the fact that yon are opposed to national- 
ization of the railroad, have you ffiven any consideration to the fact 
that, suppose youi* proposal is not followed and there is some nationali- 
zation of a railroad, if you have given consideration to that, then how 
would you propose this nationalization take place ? Had you given an3^ 
consideration to it? 

Mr. CROTTY. Yes; I have thought about that a lot, but obviously it 
is our belief and our hope that the type of a plan advocated by the ICC 
which I think stops short of nationalization, that it would be work- 
able and that over a relatively short period of time, a few years, these 
railroads would become viable again. 

I am casualizing a situation where the parent road, the Norfolk 
and Western, would take the Erie Lackawanna that I think they are 
responsible for. They own it now. They ought to be able to keep their 
child. I think the same way about the Reading that is owned by B. & (>. 
Then you are narrowing down the niimber of brankrupt properties. 
Actually, what you have left is Penn Central, Lehigh Valley, and Bos- 
ton and Maine. 

I think that this is where our efforts should be directed, and I agree 
that this will take Federal funds for the first several years to put these 
roads back on their feet, but I think that is less costly and more desir- 
able than nationalization. 

Mr. METCALFE. Since one of €he responsibilities of your union is to 
maintain the roadbed and the rolling stock, suppose that there is the 
private industry and they take back other railroads and there is no 
nationalization of the railroads, themselves: How do you propose 
that we have a successful and a Aaable operation ? 

Let's confine it to the issue of today, and that is the Northeast cor- 
ridor: Isn't it a fact that the main reason that the railroads are in 
trouble today is a matter of traffic, both passenger and freight traffic? 
Isn't that the basic reason, or is it? 

Mr. CROTTY. The railroads as of today are hauling a greater tonnage 
than they have ever hauled in their history. 
,   Mr. ^lETCALrE. That is on freight..        ;-    :i , 
I, JMr. CROTTY. On freight. r    ,    . 
,   Mr. METCALFE. What about passengers ? 

^Ir. CROTTY. The passenger service is obviously a very small factor 
in the raili-oad picture any more. Railroad management contend that 
they never made any money on passenger service within the last 40 
years so the loss of passenger service was not a great financial blow to 
the railroads. In fact, they said it was an asset. 

Mr. METCALFE. What I am trying to elicit from you is: Given the 
present economics of the amount of freight and the amount of pas- 
sengers in 1972, and in 1975, is there any barometer or any indication 
that there will be sufficient passenger or freight service that is going 
to put any company into the black and make it viable, a profitable 
company ? 

Mr. CROTTY. We are talking about the industry as a whole? 
Mr. METCALFE. Yes; because I think we have to go to the basic 

cause of why is it in the financial plight that these railroad companies 
are in. It is not just one. We are talking about six. 

Mr. CROTTY. With one or two exceptions, I feel that the railroad 
industry of the United States, discounting the northeast region, with 
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one or two exceptions, I feel that this industry is in its healtliiest 
financial state in all respects, and particularly financially, that it has 
been in its history and that the tonnage that they are going to be haul- 
ing tomorrow and next year and the year after that is astounding. 

Eight today, some of these big railroads in the West, the Burlington 
Northern, Union Pacific, Southern Pacific, Santa Fe, the Seaboard 
Coast Line, L. & N., Norfolk & Western, these roads are doing a gi-eater 
business than they have ever done in tlieir history and they Oxpect to 
<lo a lot more. 

'Mr.METCALFE. I thought I had asked my final question but that 
prompts me to raise one more logical question. 

Why is tlie Northeast corridor in such financial difficulty, then, con- 
trastmg wliat you said about the other railroads that are doing a good' 
business and they are operating i n a profitable manner ? 

You just finished telling me about the various railroads that are 
doing more business and I am assuming wlien you said that that you 
are saying they are operating in a profitable maimer, tliat thev are not 
o{)ei"ating in a deficit manner. Then, if that is the case, why is it that 
the Northeast corridor is in such financial difficulty today when other 
compaiiies, other railroads, other sections of the country are not in the 
same condition ? 

Mr. CnoTTY. The traffic in the corridor is 73 percent passenger ti-affic. 
Passenger traffic, as I have said, liistoiically has not been a gi*eat gen- 
erator of profits. 

I miglit disagree with some railroads as to wliether it is profitable 
or not but it is not a great profitmaker. As a consequence, the amount 
of freight hauled in the corridor is only about 25 percent of their 
traffic. But it is a high-cost area, a high-tax area, and it is not a long- 
haul area. The money in freight business is on longer hauls, of course. 
' Mr. METCALra. The problem I have is that you have a greater popu- 

lation densitj' in the Northeast corridor than you have in any otJier 
section of the United States. Ani I right ^ 

Mr. CROTTY. Yes, sir. 
Mr. 5IETGALJ-E. It would seem to me, therefore, that those people 

would need more services, more items that are going to be shipped by 
freight, and naturally, of course, the {)assenger service would be 
increased, and that is the problem that I have in finding out. 

• You would think that just the opposite would be true because of the 
mileage that the other railroads have to travel in the Midwest, the Far 
West, and even in the South and Soutliwest. You would think that 
because of the people being there, that they will need more of what is 
being shipped on the freight lines. 

Mr. CROTTY. Mr. Metcalfc, it is perfectly tnip that tlie great popu- 
lation density in this area requires transporting of a tremendous 
amount of goods every day of our lives, and this is a service that is 
going to have to be continued, regardless of what any of us really 
tliink about tliese things. It has to be either continued as a free enter- 
jjrise operation or as a nationalized operation, but it iS essential to the 
•well-being of that whole area of this country. 

Mr. METrvLFE. You have been very helpful, Mr. Crotty. I appreciate 
j'our auswere. Thank you very kindly. 

Thank you, Mr. Chairman. 
Mr. DiNGELL. Thank vou, Mr. Metcalfc. 
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Gentlemen, the committee thanks you for yonr helpfnl testimony. 
Wc appreciate yonr presence and the assistance you have extended us 
this morning. 

Mr. CRonrrr. Thank you, Mr. Chairman. 
Mr. DiNGELL. Our next witness is Congressman Stewart McKinney. 

our colleague and friend from the State of Connecticut, who is here 
to introduce Denuty Commissioner F. Colin Pease, Connecticut De- 
partment of Transportation. 

Mr. Pease, -we are pleased to welcome you to the witness stand. 
If you will identify yourself for the purpose of the record, we will 

be pleased to receive your testimony. 

STATEMENT OF HON. STEWART B. McKINNEY, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CONNECTICITT 

Mr. MCKINNEY. Mr. Chairman, it is a pleasure to be here and I 
will be brief. My main reason for being here is I am the Congressman 
from the Fourth Congressional District of Connecticut and, as a non- 
paying job, I am a member of the C-onnecticut Transportation Au- 
thority which has been wrestling with the commuter section of the 
Penn Central and before that the Xew Haven Railroad. 

I would like to introduce the Governor's representative. Colin Pease, 
who is the Deputy Commissioner of Transportation, and the counsel 
to the Department of Transportation in the State of Connecticut, 
Samuel Kanell, who was my immediate executive boss on the CTA. 
They are going to read a statement fi"om Governor Meskill. 

I was jroing to come and testify before tiiis conimittee but I did not 
want to add what mv friend from Xew York lias so suggestively called 
fertilizer to the meetings. 

Mr. DiNOELL. You will find that this plant is liable to get out of 
control in its growth unless we restrain that plant. 

Mr. MCKINNEY. But I would simplv say this. Representing mainly 
two types of constituents, one, a highly industrialized society: two, a 
commuting society; and having five of the largest communities in the 
State of Connecticnf within mv district. I would suggest to the gentle- 
men here, before they start their testimony, that with the ensuing 
energy crisis building upon us. with the condition of New Enjrland 
in general and Connecticut in particular caught between tlie hubs of 
Boston and New York, with no source of viable transportation today 
except the railroads, the continuing failure of the railroads both in 
terms of freight and passenger service is not just a matter of saving 
the Penn Central. 

There are those on the Xew England caucus, who will meet this 
afternoon at 4:.S0 with representatives of Penn Central, who feel very 
distinctly that if the Northeast corridor is not buoyed up very quickly, 
that we could become and will become the logical next Appalachia of 
this country. 

The reasons for this are so long and so involved that T won't go 
into them, but I think you are not just disctissing the Penn Central. 
You are discussing the conditions rushing toward us in the areas of 
energy, pollution, environment, and everything else affecting the eco- 
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nomic continuation of a part of the Nation in which 20 percent of the 
population of this country resides. 

We are now at the point where there is no valid transportation be- 
tween New York and Boston exc«pt the automobile. This is very dis- 
couraging when we sec what is happening to fuel consumption, when 
we realize our roads have reached a saturation point and when we 
know full well that our land is unable to maintain more super high- 
ways. 

The situation is not just temporal. It is desperate. I would suggest 
to you that the only diflFerence in Connecticut today is that it now takes 
longer to get anywhere than it did in 1949. It takes longer to get to 
New York on the train than in 1947. 

My son attends the same school I did. I used to drive a 76 horsepower 
Fold, and today's 400 hoi-sepower car gets there 45 minutes slower than 
it did back in 1949. 

We have in essence come to a grinding halt on our super highways 
and our rail service is threatened with collapse. 

If this happens, the erosion of New York City and erosion of Boston 
will accelerate at such a pace tliat New England's existence as an in- 
ternational trade and international finance center is going to cease. 

I would like now to turn to Mr. Pease and the Governor's state- 
ment. 

Mr. DiNOELL. Mr. McKinney, the committee is keenly aware of the 
Sroblems to which you allude which is one of the reasons we are CMI- 

ucting these hearings to try to find a way to save some sort of rail 
service in the Northeastern United States. 

I think in the interest of time, gentlemen, the chair will observe that 
Governor Meskill is well known to all of us on this committee. He 
served with us in the House. All of us have considerable respect and 
affection for him. 

In order to save time, we will insert his full statement in the record. 
We will now recognize you gentlemen for such excerpts and com- 
ments as you choose to make. 

STATEMENT OF F. COLIN PEASE, DEPUTY COMMISSIONER, CONNECT- 
ICUT DEPARTMENT OF TRANSPORTATION; ACCOMPANIED BY 
SAMUEL KANELL, COUNSEL; AND HON. STEWART B. McKINNEY, 
A REPRESENTATIVE IN CONGRESS FROM THE STATE OF CON- 
NECTICUT 

Mr. PE.\8E. Thank you. I have also brought down with me a recently 
published position of the New England Governors" Conference re- 
garding the Northeastern rail problem. 

May I ask your permission to insert the policy statement of the New 
England Governors' Conference into the record? 

Mr. DiNOELL. Without objection the document will be inserted in 
the record at this point immediately following Govenvor Meskill's 
statement. 

[Testimony resumes on p. (5'28.] 
[Governor Meskill's prepared statement and the New England Gov- 

ernor's Conference policy statement on tlie Northeastern railroad prob- 
lem follows:] 
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STATEMENT OF THOMAS J. MESKIIX, GOVEBNOB OF THE STATE OP CoNHEcncnT 

Mr. Chairman and Members of the Subcommittee: 
On behalf of Connecticut, I am pleased to present tlie following testimony 

concerning the Northeast Kail Crisis, the subject of several bills now receiving 
your (consideration. 

The existence of rail service is essential to Connecticut's economy and en- 
vironment its lose would be a devastating blow to our transportation network 
and would liave severe primary and secondary ramifications within our State. 

The immediate effect of service cancellation would be to increase motor 
freight haulage by approximately 1,000 trucks per day to carry the nearly 7.3 
million tons per year of freight we currently move by rail. In addition, approxi- 
mately 78,000 passenger vehicle trips would have to be added per day to serve 
the 18 million commuter trips now carried by rail annually. 

The direct imt>act of additional motor vehicle dei)endence of this magnitude 
would be severe, especially since the added pressure would occur primarily in 
already congestetl areas of the State; and this, at a time when we are struggling 
to meet federally mandated dean air standards in these areas. 

Further, with so much (wncem today aboiit the energy crisis, it Is Interesting 
to note that moving freight by truck requires approximately 3,460 BTU'e per 
ton mile, versus 624 BTU's per ton mile by rail. 

Our Nation requires a balanced transportation system. There Is today a de- 
veloping parallel national commitment to rail and other modes of public trans- 
portation in addition to highways. To terminate or curtail rail service wotild 
run exactly counter to this commitment. 

I am not at all in favor of nationaliidng our railroad system. The railroads of 
our Country have traditionally been run by private enterprise and should con- 
tinue this way, I believe; there is no way to spark improvements In a service 
'aster than to Inject the profit motive. 

And yet. T'rivately owned trucks, cars and buses use <3ovemment>con8tmcted 
and Oovemment-maintained highways. Privately owned airlines use Govern- 
ment-constructed and Government-maintained airports and flight control sys- 
tems. This isn't encouraging private intramodal competition; this is Govern- 
ment-flnanced destruction of our oldest, most dependable and potentially most 
efficient form of grotitid transportation. 

The analogy between highways and rail roadbeds is not entirely correct, as 
has been already pointed out. And yet, the two are close enough for us to be 
able, I think, to recognize a proper, yet limited, role for the Federal Govern- 
ment to participate in the maintenance of a private railroad system. 

I cannot agree with those who contend that no action Is necessary, based on 
the hope tliat more prosperous railroads will move promptly to take over the 
essential lines of our bankrupt eastern railroads. A program based on such 
hopes is a program for liquidation. 

No investor will provide frosh capital for new rail equipment when he can- 
not exiXK-t a reasonable return on his investment. Our railroads are run today 
with worn out. obsolete equipment and facilities originally purchased by private 
capital. I see no hope that these facilities will be replaced by private capital 
when railroads are bankrtipt. 

Xor pan I see any future in a program which does nothing more than establish 
a sophisticated administrative gradual di.sinemberment of our rail system. I 
think this will lead to liquidation and only prolong the agony. 

I believe the three ma.ior factors in this crisis now ujjon us are these: lack of 
effective management, financial incapacity to provide the basic elements for 
profitable service, and procedural Inability to move quickly enough to Implement 
viable oi)erations. 

It has become obvious that the Internal management of the Penn Central, for 
exami>le, can be Improved. As a result of the merger and past management in- 
efficiencies, lines of communication within the organization have become obscured 
and now must be clnrifled. Responsibilities for operations must be set and specific 
lines of responsibility laid down. Further attention should be given to the more 
eflfp'-tive utilization of personnel. No Industry can survive If plagued by jKwrly 
utilized employees. 

It aiMH'ars to me that the railroad is burdened, ns is no other carrier, with 
providing and maintaining its own rights-of-way ; all other modes of transporta- 
tion are. in some form, subsidized by State and Federal government. It is impera- 
tive that If railroads are ever to reach their full potential, tracks must be 
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upgraded in order to increase travel speeds, attract passengers and decrease 
operating expenses. 

, In order to improve rail service in the Nortlieast Corridor, the Federal Govern- 
ment, in conjunction witli State governments, must malie every effort to elimi- 
nate many speed restrictions which exist on present routes, such as sharp curves,, 
limited track alignment and at grade crossings. Already, we have seen trayei 
time between New Haven and Washington reduced by an average of one lionr, 
which has assisted in attractiflg new customers. This time could be cut down con- 
siderably if greater emphasis were placed on upgrading of roadbeds and im- 
proving trackage. 

(As you are aware, various levels of improved high speed rail service have 
been considered for the northeast. It has been suggested that travel time betweel* 
Boston and New York could be reduced to two hours and 45 minutes; and Indeed, 
a viable high siJeed ground transportation system could be developed if more' 
emphasis were placed on improved roadbeds.) 

Buc even if (]uick solutions could be found to the first two problems, the rail- 
road industry will remain hamstrung as long as it must submit its oijeration* 
to regulation by the Interstate Commerce Commission. 

ICC regulating serves, in part, as protection for a healthy industry, such as 
trucking, by maintaining the proper balance of the industry's component parts. 
But once an industry goes into the red, the necessary delay inherent in the 
complex regulatory machinery of the ICC becomes a crippling factor in itself. 
Were the IOC to do nothing but cojJe with rail matters, it would be difficult 
enough to provide the railroad the lead time necessary to implement the dynamic 
leadership it must have if it is ever to succeetl. 

Over two years ago, when we were confronted with the possible loss of all 
intercity rail passenger service, the Congress enacted legislation establishing 
AMTRAK, a federally-supported corporation to as.sume iinancial resiwnsibillty 
for the oiieration and improvement of this vital service. The time has come to 
take similar action to preserve freiglit service. This Is the backbone of the 
economy of our nation, especially the northeastern area now threatened with 
cessation of all rail service. 

\\niether we expand AMTRAK, an existing framework which could also be 
made to answer fully for its standard of operation, or establishe a new entity 
for this purpose (as proposed by Bills before tlie Committee) we must take 
action. I urge this not only to meet the immediate crisis iwsed by the threatened 
liquidation of Venn Central, but to establish a framework for preventing further 
crisis elsewhere. For I don't think anyone who has looked at the Northeast crisis 
carefully has any illusion that we're talking of only a local or even a regional 
problem. What has hapix»ned to Penn Central is Just a taste of what will hapiwn 
all across our Nation unless we are willing to diagnose and treat the basic illness 
rather than settle for a makeshift alleviation of the symptom. 

I believe we should contstruct a fiscally responsible plan which will encourage 
the continuation and improvement of private ownership of trouble-beset railroad 
lines, by directing the federal role into a rehabilitation effort specifically designed 
to get these railroads back into profitable oiieration. 

For many years, we have watched .sadly the decline of railroad service in the 
northeast. Now, however, even our liareboned, essential' -service is on the block. 

As we contemplate the enormous effects of this threat upon Connecticut, clogge<l 
highways and polluted airways reinforce our conviction that rail tninsiwrtation 
must be rescued from its quagmire. 

Thank you for providing me this opportunty to testify. 

NEW B!TOLANT> GovKR^fORs' CON-FERE?JCE Poticr STATEireitT ox THE NOBTHEASTERX 
RAILROAD PROBLEM, M*Y 21, 1973, BOSTON, MASS. 

A modern, efficient rail transportation system is e-ssential to the continued 
health and growth of the nation's economy. Fuller and more advantageous 
utilization of our existing rail plant will not only contribute materially toward 
the realization of a balanced national transportation system but will serve also 
to enhance our environment by permitting more efficient land use, by reducing 
air and noise pollution, and by conserving our precious and threatened energy 
resources. 
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Significant segments of the New England economy are heavily dependent upon 
rail transportation for their continued existence. Loss of service will result in 
widespread and irreparable harm in terms of lost jobs, reduced employment 
opportunity, displaced industry and disruption of planned business and industrial 
development and expansion. Even the present, and in some instances long-stand- 
ing threat of rail service loss or curtailment is having deleterious effects upon 
our economy. 

The crisis is made more acute to New England In light of our region's chang- 
ing economic base, a badly deteriorated rail physical plant, and the bankruptcy 
of two of New England's major rallroads^—the Boston and Maine and Penn 
Central. Penn Central poses an immediate threat to the region and, Indeed, to 
the nation, in view of its bankruptcy court's directive that the railroad's trustees 
either file a plan of reorganization or a plan for liquidation by early July on the 
one hand, and on the other, the trustees' stated position that reorganization is 
not possible without immediate substantial Federal financial assistance. 

It is abundantly clear that the financial dimensions and geography of the 
region's rail transportation system, and most significantly its interdei)endenoe 
with and reliance iipon the balance of the nation's rail network, demand that 
the Federal government assume a decisive and leading role In revitalizing and in 
fostering and insuring the growth of this presently seriously troubled industry. 

It Is imperative tliat the Congress of the United States act with all delil)erate 
speed in setting up a process for formulating and implementing long-term perma- 
nent solutions to tiie Northeastern Railroad Problem. Essential elements of this 
process must include (1) thorough and systematic analyses of the specific rail 
carriers, of the freight transportation industry as a whole, and of the economic 
and social impacts of the rail industry upon the regions it ser»'es, (2) acceptance 
of a Federal financial role in the continuation of essential rail freight service. 
(3) identificjition of appropriate state and local government parts in assuring 
freight transijortation service, and (4) recognition of and attack on the problems 
of all railroads, both profitable and bankrupt. 

It is long overdue for the Congress to develop, to establish and to implement a 
national transportation policy of which rail is a fundamental pmrt Public invest- 
ment priorities and other transportation decisions must reflect this policy. Just 
a^s the Northeastern railroads must be dealt with as parts of a larger integrated 
national rail sy.stem, so too must this system be viewed within the framework of 
a national intermodal transportation system. 

There are immediate problems facing individual railroads and groups of rail- 
roads which must be confronted and resolved. There is a compelling and over- 
riding public interest in continuous uninterrupted rail service. The system or any 
vital part of the system must not be permitted to shut down as the process of 
developing and implementing longer term remedies goes forward. The Congress 
must set up a mechanism, which might include short-term operating subsidies, 
to enable all existing rail freight service to continue. 

Kail st!rvice abandonments sliould be halted until adequate consideration has 
been given to the effect each will have upon the whole raU system. To continue 
on the present piecemeal course may be counterproductive in terms of the eco- 
nomic effects on the system, may be illogical and inconsistent witli the overall 
policy which is to be developed, may cause undue and grave harm to users and 
the public, and would sers'e only to occupy the time, energies and resources of 
persons and public and private agencies which could be more advantageously 
employed in dealing with the broader problem. 

Implementation of high speed rail passenger service in the Northeast Corridor 
must take place without further delay. With twenty percent of the United States' 
population living on a land area comprising some two percent of the nation, with 
Intercity trafliic unsurpas.sed in terms of volume by any other area, with demand 
for intercity activity to continue to rise particularly between major urban cen- 
ters, with alternatives to solving existing modal problems becoming increasingly 
restricted, there is no reasonable basis for continued Federal failure to finance 
and to acquire and construct the necessary facilities and equipment required for 
the realization of this priority project. The rail system in the Corridor has the 
capacity to carry a substantially greater number of intercity passengers while 
taking almost no land, creating little air and noise pollution, minimizins energy 
con-snmption, and providing a high level of safety. The program constitutes the 
best and least costly method of meeting some of the major intercity transporta- 
tion needs of the Northeast with necessary and appropriate Federal financial 
assistance. It remains a high pay-off program that mil yield important and 
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enduring results at low risk to the Federal government. The States of Connecti- 
cut, New York, and Massachusetts have already acted in advancing the project 
through their acquisition of approximately one-hundred miles of the four-hundred 
and fifty mile right-of-wny between Boston and Washington. Resolute and prompt 
Federal action on the Northeast Corridor Project will also contribute materially 
to solving the Northeast Railroad Problem. 

GovEBNOE THOMAS J. MESKHX, 
Chairtnan, Conneoticut. 

GovERNOE THOMAS P. SALMON, 
Vicc-Chairman, Vermont. 

GovEKifOE KENNETH M. CUBTIS, 
Maine, 

GovEENOB PHILIP W. NOEL, 
Rhode Island. 

GOVEBNOB FBANCIS W. SAROE.NT, 
Masiachusetta. 

GOVEBNOB MKLDBIM THOMSON, JE., 
New Hampshire. 

Mr. PEASE. With that, sir, I •would be happy to answer any ques- 
tions that the members of the committee may have regarding Gov- 
ernor Meskill's testimony. 

Mr. DiNGELL. It is rare that we have such a cooperative and percep- 
tive witness. 

Mr. Adams. 
Mr. ADAMS. Thank you, Mr. Chairman. 
Gentlemen, do you think you could get along with, in effect, one 

structured rail system in the New England area as opposed to having 
two or three comi)eting lines ? 

Mr. PEASE. Yes sir, I think we could. I think that, however, in the 
past we found that there are three or four of the lines that do serve 
Connecticut that are highly competitive tliat have offered our shippers 
some latitude in choice of service. 

Mr. ADAMS. Are they still out of bankruptcy ? 
Mr. PEASE. NO, sir. 
Mr. ADAMS. I Icnow the D. & H. is, and I understand either Boston 

& Maine or Maine Central  
Mr. PEASE. Boston & Maine does not really come down to Connecti- 

cut. It mostly comes up from the South over the Maybrook line, and 
most of them are in bankruptcy and most of them are in direct compe- 
tition with Penn Central. 

Mr. ADAMS. SO you would want some kind of additional chance for 
them to stay alive ? That is wliat you are saying ? 

]\Ir. PEASE. I tliink we could go either way. Our goal for Connecti- 
cut is to insure that the service we presently 'liave, which is quite mini- 
mal, is provided. The availability of good rail service particularly 
south from Connecticut at this point is minimal and I thiri is causing 
some of our major problems regarding congestion on our highways. 
We would look for suggestions as to how to improve that service south. 

Mr. ADAMS. Mr. McKinney, we welcome you here and I agree com- 
pletely with your comments. This is why we are trying to look at more 
of an overall solution than one for simply the Penn Central. Part of 
that deals with you gentlemen and your willingness, or lack of it, if 
we creat* a corporation that might take over the corridor to contract 
with that organization for the supply of commuter service in and out 
of your major cities. 
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Mr. McKiNNEY. I will say Connecticut is a very unique State in 
two ways and tlien answer your first que^ion. 

No. i, we have never let a rail line be abandoned in our State 
and toni up. The State has taken over responsibility for those feeder 
lines because we feel in the future we will need them. 

Two, we already subsidize to the tune of about $4.5 million a year 
with the State of New York the commuter operation into the city of 
New York. We have cooperated financially on all of the improvement 
of the roadbeds and we have the option to buy the roadbeds. But 
you bring up a very interesting point. The competition now is im- 
portant. Here is what the Penn Central does. Industry in Connecticut 
must wait somewhere between 4 and 7 days for freiglit to move from 
New Jersey through New York via the Penn Central into Connecticut. 

Federal Government intervention is needed desperately to modern- 
ize the tracks. 

Mr. PE.\SE. The Penn Central prefei-s to ship freight from Stanford, 
Conn., down to New York City, up near Albany down to Jersey, and 
you are lucky to get it in 4 days, where by truck 2 days delivei-y is the 
norm. 

Mr. AD.\MS. They are using ferrv transjwrt across the river, aren't 
they? 

Mr. PEASE. The floatbridge is not there. It is virtually nonexistent. 
Mr. MrKiNXEY. We also have the heiglit problem with piggj'liack 

freight coming through New York and this amounts to about 20,000 
trucks a daj- coming into Connecticut and New England on two inter- 
state higlnvaj's, totally stopping any effective transjwrtation of indi- 
vidual automobiles or human beings from one point to anotlier. 

Mr. ADAMS. Then you are in agreement that this committee should 
be looking toward some sort of merger and usage of lines based on 
their most efficient use rather tlian trying to simply restructure the 
presently existing companies? 

Mr. PEASE. I think tlicre has beeji a pattern over past years of ineffi- 
cient use of rail corridors into Connecticut. 

. I think part of the problem with tlie railroad svstcm as it exists now 
Is you have this leftover competition among linos and even within the 
Penn Central system, as to wliich line they will \itilize. You will find 
in some cases railroads utilizing their own rails and at increased 
expense to tiiemselves rather than pay other lines to utilize their rails 
gim|>ly because of the competition so that a restructuring or realin- 
ment miglit well prove to improve the service particularly in to the 
Connecticut and New England area. 

Mr. ADAMS. Thank you veiy much. 
Mr. DiNOELL. Mr. Shoup? 
Mr. SHOTT. Tliank you, Mr. Chainnan. 
I think the Governor has defined the pi-oblem very well on page 3 

and page 6 very precisely giving us a solution. 
At one other time before a Senate committee the Governor proiKKted 

that .Vnitrak take the responsibility of freight sernce. Is this still the 
position of the Governor? 

Mr. PEASE. Yes, sir, Amtrak or an Amtrak-type corporation. 
Mr. SHOTTP. He is not tied to the Amtrak as sucii but merely the 

principle. 
Mr. PEASE. It is the principle he is endorsing. 
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Mr. SHOTTP. I would like to coinplimont the Goveinor for his state-' 
ment on page 6 for a solution. Altliou{!:h it sounds rather general and 
simplified. 1 think it is in the right direction of private ownerehip and 
directing the Federal role into a rehabilitation effort. 

I think he should be commended on that. 
I thank you for your attendance here. 
Mr. DiXGELL. Mr. Podell« 
Mr. PoDKiJ,. Thank you, Mr. Chairman. I would like to join in wel- 

coming the distinguished gentleman from Connecticut, Mr. McKinney. 
His interest and participation in this problem is well known to this 
committee. 

I have two brief questions to you, Mr. Pease. You don't subscribe to 
the cutting back of any of the rail lines in your State, do you ? 

Mr. PEASE. NO, sir, I don't. In fact, Connecticut is unique in the 
country in that any situation -where a rail line has been abandoned, 
the State of Connecticut lias purchased that line and we now keep 
what we call a railroad right-of-way bank in the event that these lines 
could be utilized in the future. 

So we don't believe in giving up any rights of way. 
Mr. PODELL. Are you aware that a spokesman for the administration 

appeared before this committee and stated that under any profit- 
based reorganization, there would have to be substantial abandon- 
ments, not to mention layoffs ? 

Mr. PEASE. I understand that. I don't necessarily agree with them 
because I think very often you will find that people who are propos- 
ing abandonment are not correctly and economically accountmg for 
those abandonments. 

Very often the moneys they are going to save are going to result in 
longer term losses and before they go about talking about any 
abandonment, I think these individuals should take a closer look on 
the effects on the total system as well as the effect on industry served 
by the line. 

There was a study done by the New England Rail office which op- 
posed abandonment of miles of track which they claimed would save 
$1 million. 

Ixwking into the situation very carefully, the New England Rail 
office discovered that would be true but net loss over several years was 
considerably more than $1 million. 

Jlr. PODELL. Mr. Pease. I don't think I understood this to be your 
line of contention. You don't think that we can in some measure or 
form retain all of the services that we presently have and at the same 
time operate this railroad properly. That is not your contention, is it? 

Mr. I¥,ASE. No. it isn't. 
Mr. PODELL. YOU would have to power in some kind of assistance, 

either State or Federal assistance, isn't that correct ? 
Mr. PEASE. I certainly think so, yes, sir. 
Mr. PODELL. Since it is both our intention to maintain these serv- 

ices as completely and fully as we possibly can, haven't we come to 
the realization that we are going to have to cut back something unless 
Government lends a hand ? 

Mr. PEASE. I think wc have heard too many things alx)ut cuts. One 
thing I have noticed in many of the bills before the Congress and 



626 

many of the proposals of affected bodies is the complete lack of under- 
standing of the need to serve the people that are presently served by 
the railroad. 

Mr. PoDELX,. There is not a railroad in our area that can possibly 
give the service and operate profitably, and maintain the existing serv- 
ice that it is now giving. 

Mr. PEASE. I think Connecticut has recognized that. 
Mr. McKiNNEY, Connecticut's plan is not that we keep the service 

running. Wliat we are doing is keeping the lines. We don't argue 
against consolidation of lines to make it run efficientlj'. We don't want 
the tracks torn up, because it is our position in the State that even- 
tually we will need them and it would be penny-wise and pound- 
foolish to destroy these lines. 

Comiecticut is unique in another way now because these lines make 
natural power transmission corridors. They are also available for 
various other uses such as bicycle trails. We are trying to keep the 
existnce of all these little lines that we have running just so they are 
there. We don't necessarily use them at this point. 

Mr. PoDELL. I appreciate that. 
On page 4 of your statement you suggest that the Government 

should pay for the upgrading of the track and then on page 5 you say 
the Government should assume financial responsibility for unprofit- 
able freight service. 

We are already paying for passenger service and Amtrak is already 
being supported by the Government and they are still losing money. 

Since the Government is going to operate and run and actually pay 
for tliis show, will you tell me why in the world they are so sacrosanct 
about it being privately ownexi? 

Mr. PEASE. I think pi-ivate ownership would be more efficient. 
Mr. PoDELL. Let's say that tlie Government goes ahead and takes 

over the thing and hires these great efficient experts who have done 
so well over the years. 

Mr. PEASE. I think they could possibly do a better job under direct 
private ownership with Federal and State governments contributing 
money. 

I think the New Haven is seeing significant improvements. In fact, 
it is being subsidized, as Mr. McKinney commented. 

Mr. PoDELL. Plow many hundred million have we put into the New 
Haven line? 

]\fr. PEASE. It will be approximately $100 million by the time it is 
completed, and that will be complete rebirth of the road and including 
a subsidy by the State. 

Mr. PoDEix. I tliink we are both interested in the same thing. We 
are both interested in performing railroads. I tliink there is a question 
of jnst how sacrosnnct a private ownership is. Certainly in view of the 
fact that these fellows have not run these railroads so well before, 
there is no reason for us to assume they are going to do a better job in 
the future. 

Second, if we are going to pay for trackage and par for unprofit- 
able freight and pay for energy senice, if we are going to pay for 
ever.ything. I think we might as well own it. 

If we own it, we can always hire these great experts who have done 
so well and have them continue on, except that they will be working 
for the Government. 
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Mr. KANELL. I want to give you a comparison in New York City. 
The State of New York bought the Long Island Road. It owns it. 
That is nationalization. While the corporation exists, it is wholly 
owned by the State. The net result is that any bargaining by em- 
ployees is not done with management of the Long Island Road. It is 
with MTA or with the Legislature of New York. 

The effect has been that wage rates or benefits of Long Island Rail- 
road substantially exceed wage benefits of other rails. 

Mr. PoDELL. In other words, you think that employees get better 
results by negotiating with the legislature. Obviously, the Long Island 
Railroad is operating today better than it has ever before. 

Mr. E^ANELL. It certainly is operating better and has the best deficit 
in its history, several million dollars a year, which is far larger than 
it was imder private ownership. I don't mean to criticize it. They have 
done an excellent job. It is a well-run railroad, but the fact is in each 
instance where you have complete government ownership, the deficit 
has been substantially higher in every instance. Amtrak represents a 
marriage in a sense of the best arrangement whereby you preserve 
private ownership but government contracting for the service. 

Mr. DiNGELL. Will the gentleman yield ? 
Mr. PoDELL. Yes. 
Mr. DiNGELL. Isn't it also a fact that where you had public owner- 

ship, you have always had better service. 
Mr. KANEU.. Not necessarily. 
Mr. DiNGELL. That is true in the case of the New York case, is 

it not? 
Mr. IGvNELL. The service has improved because there have been im- 

provements in the system for many years. 
Mr. DiNGELL. That is the point I am making. The service is better. 
Mr. KANELL. The service certainly has improved. 
Mr. PEASE. Although at this time we are not fully satisfied with 

service on the New Haven line, I think we will be in the next few 
years when through government money we are introducing a great 
deal of capital into the road, and yet the actual running of the road is 
in the hands of private operators, and I think you will find that the 
service in the end will be fine. 

Mr. PoDELL. Can you show me through experience where that has 
occurred? Give me one instance that will document what you have 
just said. 

Mr. PEi\SE. I spoke of one that I hope will show you within 2 years. 
Mr. PoDELL. But I am talking about past history. 
Mr. PEASE. I think past history has been pretty dismal on both 

ends. Wliat we are looking for is a new approach, and this contract 
approach through Amtrak hopefully provides that for both sides. 

Mr. PoDELL. You know Amtrak is coming up here next week looking 
for more money. 

Mr. McKiNNET. I don't think anyone has been more publicly scath- 
ing of the Penn Central management than I have to the point of be- 
ing told by various people that I was embarrassing them as a member 
of the Connecticut Transportation Authority. 

Although we had certain notorious scandals on New Haven, basic- 
ally I think the State, town, and Fedoral governments, in the case of 
the New England lines, acted to put the railroads out of business. We 
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not only built our superhighways parallel to them, and we did it way 
before tliere was a Federal highway trust fund, but eveiy town and 
jurisdiction along the line taxed the railroad to death. This was during 
the inception of our highway system, and there was no comparison be- 
tween paying 15 cents on the Merritt Parkway, one of the first super- 
highways, and paying the moiiey we have now with the trust fund. We 
Bystematically made railroads in the Northeast one of the most im- 
attracti\e methods of transportation. 

I admit that, and one of the reasons I liave been so scathing is that 
tlie railroads have not done anj'thing to compete. But considering their 
financial condition and considering their management, it is no wonder. 
I would stand here and say I don't want tlieso guys to i-un the railroad 
either. 

I would like to have American Airlines or United Airlines or TWA, 
and they would show you how to handle passengers and freight also. 

Mr. PoDELL. I thank you gentlemen. 
Mr. DiNQELL. Mr. Skubitz ? 
Mr. SKUBITZ. No questions. 
Mr. DiNcwix. Geatlemrai, the committee thanks you for your helpful 

testimony. It was a pleasure to have you here today. 
The subcommittee will stand adjourned until 10 o'clock tomorrow 

morning. 
[Whereupon, at 12 noon, the committee adjourned, to reconvene at 

10 a.m., Thursday, June 7,1973.] 



NORTHEAST RAIL TRANSPORTATION 

THXTKSDAY, JtTNE 7,  1973 

HotrSE OF RePRESENTATTV-BS, 
SUBCOMMITTEE ON TRANSPORTATroN AND AERONAtmcs, 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
WasMTigton^ D.C. 

Tlie subcommittee met at 10 a.m., pm-suant to notice, in room 2123, 
Raybum House Office Building, Hon. Bertram L. Podell presiding 
[John Jarman, chairman]. 

Mr. PoDETX. Good morning. The hearing of the Subcommittee on 
TraTisportation and Aeronautics will resume, and the Chair calls ita 
first witness, Mr. Paul Rodgers, general counsel, National Association 
of Regulatory Utility Commissioners. Mr. Rodgers. 

STATEMENT OP PAUL RODGERS, GENERAL COUNSEL, NATIONAL 
ASSOCIATION OP REGULATORY UTILITY COMMISSIONERS 
(NARUC); ACCOMPANIED BY DAVID JEWELL, DIRECTOR OP 
PUBLIC RELATIONS 

Mr. RODGERS. Thank you, Mr. Chairman and members of the 
committee. 

Mr. PoDELL. Mr. Rodgers, before you proceed, would you identify 
the gentleman sitting with you ? 

Air. RoixiERS. Yes. I am accompanied by David Jewell, a member of 
our staff here in Washington. 

The National Association of Regulatory Utility Commissioners is 
an organization of the State commissions from all 50 States. My 
remarks this morning will be quite brief. I would appi-eciate my state- 
ment being inserted in the record. 

'Mv. PoDELL. Without objection, it will be inserted in the i-ecord fol- 
lowing vour verbal statement. 

ilr. RODGERS. Wliat we are concerned about is that since 1958, the 
railroads in this country have had the election of taking intrastate 
rate increases direct to the Interstate Commerce Commission and 
thereby bypassing their State commissions. 

The railroads have not done this very much, but there seems to be 
an increasing trend to do this. Of course, when that is done, the local 
shippers are denied generally the local forum in their State capitals 
to be heard. 

The reason Congress did this was apparently because of the delay 
of some State commissions in deciding these cases. So what our amend- 
ment, which is set forth in our prepared text, proposes to do is to 
require the railroads in each instance to exhaust their remedy for in- 

(629) 
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trastate rate increase by going to their State commission, but provid- 
ing that if the State commission does not decide that rate increase 
•within 120 days from the date it is prepared, the case can then be re- 
moved to the ICC. 

Also, under the customary pattern, whenever a State commission 
does decide a case under the Interstate Commerce Act, the ICC, upon 
the railroad's application, has the right to review that decision to make 
sure there is not an undue burden cast against interstate commerce. 

We have no objection to that. Wliat we are talking about is an 
amendment which would look in the State ratemaking procedure into 
intrastate rates, in total fixing of intrastate rates but with two protec- 
tions. One is that the State must act within 120 days; and the second 
is if it does act within 120 days, then the ICC can review that in terms 
of the Interstate Commerce Act. 

We believe that such an amendment will benefit the shippers. The 
intrastate shippers provide about 25 percent of the revenues derived 
by the railroads of this country from traffic. 

We feel it is important to maintain these local forums for shippers 
to be heard, because obviously, when the ICC considers it, it is unlikely 
they will send an examiner to your State. And in that way, unless local 
hearings are held in your State, there will be no practical opportunity 
for these local shippers to be heard. 

Mr. PoDELL. You have nothing else you care to add at this point? 
Mr. RoDGERS. No, sir. That is the crucial points as far as the State 

commissions are concerned, sir. 
[Mr. Rodgers' prepared statement follows:] 

STATEMENT OF PAUL RODOERS, ADMINISTRATIVE DIRECTOR AND GIENERAL COUNSEL, 
NATIONAL ASSOCIATION OP REOULATORT UTn-rry COMMISSIONERS (NARUC) 

Mr. Chairman and members of the committee: My name is Paul Rodgers. I am 
the Administrative Director and General Connsel of the National Association of 
Regulatory Utility Commissioners, commonly known as the "NARUC." I have 
served in such capacity since November 1.15K15. 

I am accomi)anip<l at the witness table today by David Jewell, the NARUO 
Director of Public Relations. 

The NARUC is a quasi-govemmental nonprofit organization founded In 1889. 
Within Its membership are the gt)vemmental bodies of the fifty States and of the 
District of Columbia, Puerto Rico and the Virgin Islands engaged in the regula- 
tion of carriers and utilities. The mission of the NARUC is to improve the quality 
and effectiveness of public regulation in Amerion. 

The members of the NARUC appreciate the opportunity you have given me as 
their .«])okesman to make their views known on various aspects of the following 
legislation now under consideration by tlie Committee: 

(1) H.R. 4897, a bill proposing the B^Sfntial Rail Services Act of 1073; 
(2) H.R. 538.1, a bill proposing the Surface Transportation Act of 1973; 
(3) H.R. a591, a bill proposing the Federal-Aid Railroad Art of 1973: 
(4) H.R. 7373. a bill proposing the Federal Railroad Transportation Autior- 

Ity Act of 1973; and 
(."5) H.J. Res. r>0, a joint resolution to provide for tlie continued operation of 

the transport.ition properties owned or oi)erated by Penn Central Transportation 
CJompany, to protect the security interest of the United States in such properties 
and to provide for the payment of just and reasonable compensatioa therefor. 

INTRASTATE KAn,  BATEB 

The NARUC respectfully urges the Committee to include the provisions of the 
proposed Intrastate Rail Rate Act (II.R. 70-14, 92nd Congress) in any legislation 
reported. This proposal was introduced by Representative Fred B. Rooney of 
Pennsylvania at the request of the NARUO. 
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The propose*! Intrastate Rail Rate Act would require a railroad to exhaust its 
State remedy for an intrastate rate increase (instead of going direct to tlie ICC), 
but would require a State agency to decide such an application within 120 days or 
lose jurisdiction over it to the ICC. The 120 day period for State action Is quite 
modest in comparison with the seven months (210 days) accorded the ICC tot 
ratemaking. 49 U.S.C., Sec. l.">(7). 

This legislation is needed because the Transportation Act of 1958, 72 Stat. 570, 
amende<l Section l.'J(4) of the Interstate Commerce Act [40 U.S.C.A., Sec. 13(4)] 
to provide that a railroad may seek from the Interstate Commerce Commission an 
increase in intrastate rates by alleging unjust discrimination against, or undue 
burden uiwn, interstate commerce, and that the ICC is required to take jurisdic- 
tion and to act upon the proix>sed rate increase "whether or not theretofore con- 
sidered by any State agency or authority and without regard to the pendency 
before any State agency or authority of any proceeding relating thereto." 

Although this provision was placed in the law in 1958, the railroads apparently 
made no effort to bypass the State commissions until December 24, 1069, when 
approximately 80 railroads filed a blanket petition with the ICC to increase the 
intrastate rate level in nine Southern States to the then current Interstate level 
prescribed by the ICC In Ex Parte 362. The petitioning railroads did not await 
or even seek intrastate rate relief from the commission of the nine Southern 
States. Intrantatc Freight Rates and Charges in Southern States, 19C9, Docket 
No. 35203. For a current case, see ICC Docket No. l&S 8844 concerning Intra- 
state rates for pulpwood and woodchlps with the Southeast. 

Accordingly, the NARUC urges the adoption of its proposed Intrastate Rail 
Hate Act which would amend the Interstate Commerce Act by striking the paren- 
thetical language in the proviso of Section 13(4) and inserting in lieu thereof the 
following language: 

(If the State authority having jurisdiction thereof shall have denied a pe- 
tition duly filed with it by said carrier seeking relief regarding such rate, 
fare, charge, classification, regulation, or practice, in whole or in part, or 
shall not have acted finally on such petition within one hundred and twenty 
days after the presentation thereof.) 

Tlie Senate Committee on Commerce, In reporting S. 2362, a bill proposing the 
Surface Transportation Act, on September 15, 1972 (S. Rept. 92-11.55), incoriKH 
rated the provisions of our proposed Intrastate Rail Rate Act as Title V of the 
Bill.' 

The Committee Report on the bill, page 15, stated the purpose of Title V as 
follows: 

Sec. 502 of the bill would amend Section 13(4) of the Interstate Com- 
merce Act [49U.S.C. Sec. 13(4)] torequirea railroad subject to the Act to ex- 
haust its State remedies for intrastate relief as to a rate, fare, charge, 
classification, regulation or practice, before applying to the Interstate Com- 
merce Commission for such relief. If the State regulatory agency denies the 
requested relief, In whole or in part, or fails to act finally thereon within 
120 days from the date the petition was filed, the petitioning railroad may 
then seek such relief from the ICC. 

The full protection of the consumer interest requires that State agencies 
exercise Initial jurisdiction over the fixing of intrastate railroad rates. 
The intra.Ttate traffic pattern in each State is unique and, therefore, each 
State should be permitted, consistent with constitutional and statutory cri- 
teria, to continue to seek low-cost transportation within its borders in order 
to stimulate busine.ss and to promote the general welfare and prosperity of 
its citizens. 

The exercise of initial State jurisdiction over intrastate rates will assure 
that consumers within the State, and especially small shippers, will have 
an opportunity to be heard in a local forum and before a State agency 
who, through its da.v-to-day contact with local problems, is in the best 
position to judge local needs within the framework of the overall revenue 
requirements of tlie railroads. The national intere.st is protected by retain- 
ing ICC jurisdiction to review and revise State decisions which unjustly 
discriminate against, or unduly burden, interstate commerce. 

Intrastate shippers across tlie Nation provide approximately 259?) of total 
railroad revenues derived from traflSc. The adoption of our proposal will ensure 

'Dnfortunatply, tbis bill did not pass the Senate due to the ImpcndlnK adjournment of 
the 92d Congress. 
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the right ot tliese local shippers to be heard in a "home-state" forum and will 
preserve the traditional state role of initially acting on intrastate rat« increase 
reqiJests. 

Once again, Gentlemen, I wish to thank you for affording the XARUC this 
epportuntty to ibe heard on this vital issue of flonsomer concern. 

Thank you for your attention. 

Mr. PoDELL. Mr. Harvey. 
Mr. HAm'EY. No questions. 
Mr. PoDELii. Mr. Kuykendall. 
Mr. KxTTKENDALL. No questions. 
Mr. PoDELL. Mr. Skubitz. 
Mr. SKUBITZ. NO questdons. 
Mr. PoDELL. Thank you very much. 
Mr. RoDGERS. Thank you, sir. 
Mr. PoDELL. You have a record for brevity in tliis committee. 
Our next witness is Mr. John E. Gross, general traffic manager, In- 

land Steel Co., Chicago, 111., representing the American Iron .tnd 
Steel Institute. 

Mr. Gross, good morning, sir. Would you identify the gentlemen 
that are with you at the table i 

STATEMENT OF JOHN E. GROSS, GENERAL TRAFFIC MANAGER, 
INLAND STEEL CO. AND CHAIRMAN. TRAFFIC COMMITTEE, 
AMERICAN IRON AND STEEL INSTITUTE; ACCOMPANIED BY 
WAYNE EMORY, ATTORNEY, UNITED STATES STEEL CORP.; AND 
PAUL MILLER. ATTORNEY, BETHLEHEM STEEL CO., REPRESENT- 
ING THE AMERICAN IRON AND STEEL INSTITUTE 

Mr. GROSS. Yes, sir; this is Mr. Wayne Emory on my right from 
United States Steel. On my left, Mr. Paul Miller, from Bcthloliem 
Steel, and both arc attorneys for those companies. 

Mr. PoDELL. Please proceed. 
Mr. GROSS. My name is John E. Gross. I am general traffic manager 

for Inland Steel Co.. Chicago, and I am chainnan of the traffic com- 
mittee for the American Iron and Steol Institute. It is in the latter 
capacity in which tliis statement is submitted. 

The American Iron and Steel Institute is the trade association of 
fractdcally the entire steel-producing industry of the TJiiited States, 
ts membership includes 77 steel companies, representing 04 percent 

of the raw steel produced in the United States; these companies em- 
ploy more than 700,000 workers. 

The industry is liighly capital intensive with steelmaking facilities 
located primai-ily in the Northeast. Approximately 80 percent of the 
total steel of tlie United States is produced in this area. The industry 
is highlv dependent upon rail transportation; the railroads carry 
substantially all our raw materials moving overland and approxi- 
mately one-half of our outbound finished products. We estimate that 
the sen-ice to and from steel mills comprises about 25 percent of the 
total transportation i^erfonned by the railroads of the Eastern United 
States, and very little of this transportation can be performed by any 
other mode, for reasons of safety, cost, material handling, service and 
iust plain inability of other forms of transportation to absorb the 
burden. 
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CONTINUED OPER.\TION OF THE ILVILROADS IS ESSENTIAL, 

It is our deepest coaviction that the economic health and the well- 
being of the entire Nation depends upon continuous operation of the 
rail freight services now performed by the bankiixpt lines in the East, 
jet we are concerned that their financial difficulties do threaten an 
end or an interruption to those services. 

One of the most urgent reasons for my appearance here today is 
to convex' to you the essential nature of these rail services, and to em- 
phasize the importance of continued operation, without the slightest 
interruption. 

We. of course, represent the steel industry, but many other indus- 
tries depend on our product as an essential material for their own 
operations; this includes practically all production of machinery, con- 
sumer durables, construction, and much food packaging. In a sense, 
where we are involved, they are involved as well. Much is at stake, 
considering our industry- alone, and there are many other industries 
which share our problems and concerns. 

We believe you will wish to imderstand why it is that the steel in- 
dustry depends so much on rail sei*vic« and its continuous operation. 
To ti^gin a brief explanation, we can separate our freight transporta- 
tion needs in two parts: First, receipt of raw materials, and second, 
outflow of our production. 

In the case of raw materials, which consists primarily of coal, iron 
ore, limestone and scrap iron, our sources, particularly our coal and 
ore mines, must operate at, or near, capacity to satisfy our current 
requirements. Our inability to receive, or the mines inability to ship, 
results in lost production, never to be replaced. 

We hear, frequently, that there are alternate modes of transport 
today, and that we are no longer so dependent on the railroads as we 
once were. This is a misleading oversimplification, because for many 
classes of traffic, there is no alternate to rail. 

As an example, consider the Inland Steel Co., my own employer: 
We. at our Indiana Harbor Works alone, consume cfaily about 12.900 
tons of coal, 22,400 tons of iron ore and pellets, and .3.000 tons 
of purchased scrap. Practically all of these materials, and others, are 
transp)orte<l, at least for part of the delivery route, by rail. Consider, 
for example, if we at Inland were to attempt to suretitutc highway 
trucks for the rail haul of the materials mentioned; to do so would call 
for about 1,900 full truckloads each day, Saturdays and Sundays, and 
holidays included. The fact that the trucks are not now available m 
sufficient numbers is an incidental consideration; more pertinent con- 
siderations include traffic congestion, secondary roadway conditions, 
highway safety, and the environment; these considerations compel us 
to ship these commodities via rail. There is no other waj' to handle this 
concentrated traffic. Keep in mind tliat my illustration was for only 
one steel plant, and it represents only about 33 j^ercent of the steel- 
productive capacity in the immediate vicmity of Chicago, alone. 

As a further measure of tlie enormity of the problem, the railroads 
now pix)vide some four to five times the ton miles of transportation 
service pi-ovided by tlie whole of the regulated trucking industry. 
Quite obviously, a requirement of service of this magnitude can be met 
only by the railroads. 
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Outbound shipment of our finished steel products presents equally 
difficult problems if we were to discontinue rail deliveries. Perhaps j-ou 
know that steel is produced by the mills in job lots, in compliance with 
customer specifications and time-of-delivery requirements. We make 
what the customer wants; finish it at the time when he wants it; and 
when his steel is ready, we ship it in the manner he prefers. Under this 
arranpemeTit, there is very little need for warehouse space for an inven- 
tory of finished steel at the mills; consequently, only minimal space is 
provided. 

Approximately half of the steel produced today is delivered via rail; 
if rail service were interrupted, the limited storage areas in the mills 
would soon become congested, and we would be compelled to curtail 
operations. Similarly, in many instances, the operations of our cus- 
tomei-s are equally dependent on regular flow of material, because busi- 
ness efficiency requires that inventories be minimized. Tlie automotive 
industry is, of coui-se, a prime example of this dependency, but most of 
our customers similarly specify mill shipping dates to correspond with 
their production schedules. Because this practice is so widespread, it is 
readily apparent that any interruption in the service of the i-ailroads 
would soon cause a severe economic impact not only on our customer 
companies, but on the communities where they are located, their 
employees, and shortly on tlie national economy as a whole. 

In sum, there are no practical alternatives to the rail services now 
used by the steel industry. To the extent that highway equipment is 
used, shortages have already been experienced, and there is no way in 
which the requisite capacity of the motor veliicle industry could be 
expanded, in any relevant time frame, to take up the slack which would 
result from a major interruption in railroad service. In addition, there 
is the large segment of rail traffic, such as iron ore and coal, which, as 
explained, moves in such great volume that it simply cannot be 
diverted to highway carriers. 

I have emphasized, to the best of my ability, the importance of 
avoiding even a temporary disruption in the service of eastern rail- 
roads. Industry's needs are such that any program, for solving the 
present railroad crisis in the Northeast, must include assurances for 
continuity of rail freight service, without any interruption. 

PIOVATELY OWNED,  PROFITABLE RArUlOADING 

In our complex industrial economy, we believe it is generally recog- 
nized that the multitude of interrelated long- and short-range prob- 
lems are solved best by private decisions, disciplined, ideally, bv the 
forces of competition and little else. Our experience with the railroad 
freight industry, while it is regulated, has shown that it too can suc- 
ceed in private hands. In spite of current difficulties, we believe this is 
still true of rail freight operations in the East. Consequently, we deem 
it essential that railroad freight sen-ice continue to be operated by 
privately owned, competing organizations. Only by continuing the 
private operation of these freight services can we avoid the prospect 
that all freight transportation will, in time, be Government operated. 
We urge that private ownership be a primary olijective in making all 
reorganizational plans. But to assure a projwr competitive balance, 
there must not be less than three independent rail freight systems in 
the Northeast. 
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However, to produce a proper atmosphere for the successful 
privately owned operation, there are two critical problems in the 
Northea^ railroad situation which must be resolved, problems which 
have frustrated present managements and will continue to plague 
future managements until the issues are met. They are: 

1. Unsatisfactory progress in improving labor productivity and its 
uniquely stringent protective agreements. 

2. Tlie burden imposed by maintenance of uneconomic services and 
facilities. 

This combination of problems is particularly burdensome to the 
railroad industry. In other industries, such challenges can be met more 
readily by management. Public interest concerns have, however, pre- 
vented the railroads from resorting to solutions available in other 
industries. The delay in dealing with these problems has drained the 
financial strength of the present companies so that even if these public- 
interest concerns were now to be disregarded, these immediate prob- 
lems cannot be solved without substantial Government involvement 
and assistance. 

As to the first problem, rail unions have been slow in their acquies- 
cence in changes in work rules to reflect technological change in the 
industry. Couple this with the relatively low rate of rail traffic 
growth, particularly in the Northeast, and we have a situation in which 
the rail freight business cannot now be operated economically by 
privately-owned companies. No successful reorganization of the bank- 
rupt lines in the Northeast can be accomplished by either the iTOvern- 
ment or the private sector unless some means is developed for relieving 
any present or future operator of the financial burden associated with 
these protective conditions. 

Being advocates of the free enterprise system, we would prefer that 
problems involving work rules and manpower requirements be re- 
solved by collective bargaining. If some new system of negotiation 
could be worked out which would avoid the threat of strikes in trans- 
portation, we would be gratified by its adoption. Development of such 
machinery is rightfully a goal worthy of all efforts needed to attain it. 

However, we have reached the conclusion that the current impasse, 
in combination with the financial crisis, constitutes a social problem 
and, therefore, deserves the help of the people. One possible approach, 
for consideration by Congress, would be to provide for the security 
of displaced railroad employees, where necessary, and funded by the 
Federal Government. 

The second problem, that is the maintenance of uneconomic services 
and facilities, has two parts: (1) unprofitable low-density lines, and 
(2) nonprofitable passenger service. 

Abandonment of low-density lines has been the target of railroad 
managements' efforts for a long time, but if one or more new private, 
and profitable, core systems are to emerge from the lines of the bank- 
rupt roads in the East, they must first be relieved of this burden. 

Abandonment, however, carries with it some socially significant 
overtones, too. More than short-term economics is involved. For ex- 
ample, is it wise to abandon a right-of-way and perhaps prex^lude all 
possibilities of its ever being reestablished ? This could choke off future 
econmomic development which later generations may need. "We are 
equally familiar with the hardships which abandonment of some of 
these lines could impose on the workers and the communities and in- 
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dustries which such rail lines sei-ve. With these consi^ierations in mijid. 
we conclude that the rail line abandonment problem, or ratlicr the goal 
of preserving those low-density lines of high potential value, is one 
which should be assumed by the public. 

To accomplish this, we would endorse tlie concept of local support 
for the continuation of the more important low<lensity lines, such 
support being contributed by local industries or local governments, or 
both, and possibly supplemented by Federal assistance. The require- 
ment of local participation would assure well-reasoned selections of 
the lines worth saWng. 

Passenger service is the other aspect of the second problem. This 
should be fully compensatory, either from fares or public support. 
Passenger service should not be a burden on either the railroads or the 
shippers of freight. To the extent that it can be shown that the rail- 
roads are not fully compensated for passenger operations performed 
for Amtrak, fees should be adjusted upward. In addition, we advocate 
tlie formation of regional commutation districts, constituted so as to 
fully compensate the carriers and to distribute any public fimds equi- 
tably among them. Finally, we sense there is considerable wisdom in 
acquiring a Boston-New York-Washington rail corridor, to be dedi- 
cated exclusively to passenger service. We believe this concept warrants 
-careful study, and suspect that such a facility, if not needed today, may 
become a priceless asset sometime in the future. 

Once the railroads are relieved of the burdens im^wsed by the fore- 
going problems, we believe the economic environment would then be 
suitable for a new rail freight system, or systems, to emerge from the 
lines of the bankrupt railroads of the Xortlieast. Such systems, 
stripped of uneconomic low-density lines, manned with an efficient 
labor force, and compensated fully for all services performed, surely 
hold the promise of becoming profitable enterprises, capable of 
rewarding investors sufficiently to attract the additional funds needed 
for subsequent improvements in service. 

THE THANSITION 

While we are confident of the ultimate success of any emerging new 
systems, we face the question of whether they could generate sufficient 
fmids at the very outset of their existence to continue operating. 
Frankly, we doubt if they could, and it is our position that we cannot 
accept any risk, however slight, of the possibility of interrupted serv- 
ice. The Department of Transportation has said that such new, un- 
burdeued systems would be able to attract all the funds they need from 
private sources and would be able to obtain the financing as soon as it 
is needed. This would be ideal, but we believe there is a strong pos- 
sibility that such optimism is not justified, and we should not risk it. 

The economic well-being of virtually the entire Nation depends so 
much upon continued rail freight service, without interruption, that 
we cannot tolerate even a remote possibility of a stoppage. Financial 
assistance must be immediately available, and provision for it sliould 
be made well in advance of the time when it may be needed. So long as 
any possibility exists that the surviving systems may need a helpful 
push to get started, we believe the public should be prcpaied to lend a 
hand. 
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As to the form of the financial assistance, and its source, we, as 
industrial usere of transportation, Imve only two comments: 

First, any assistance should be consistent with the concept tliat the 
emerging rail freight systems will be private, and, since the new 
systems will be in competition with other railroads, tliey should not be 
given an unfair advantage. 

Second, we refer to the suggestion of the Interstate Commerce Com- 
mission tliat the source of siidi funds be a 1-percent tax on all surface 
transportation for hire. This would obviously represent a substantial 
expense to the steel industry and to its customers, but the possibility 
of a loss of rail freight service is so serious that if there be no other 
source of the necessary fimds, the 1-percent sui'charge tax would be 
acceptable for a period of 3 years. This is far preferable to any inter- 
ruption in rail freight service. Should any such tax be adopted, it is 
essential that funds collected must be used onlj' for rehabilitation, 
maintenance, modernization, and any necessary restructuring of es- 
sential rail lines. Furthermore, it is vital that this burden be recognized 
by the Interstate Commerce Commission in its consideration of any 
upward adjustment of the rates of the regulated carriei-s. 

CONGLTJSION 

Time is nmning out. and action by Congre.ss is mandatoiy in the 
public interest and for the protection of the national economy. 

Nationalization of the bankrupt railroad properties is not the 
answer, nor is it desirable. Freight servic* in the Northeast quadrant 
must be maintained and continued within the framework of private 
ownership and operation. Whatever the price to the public, to the 
shippei-s, to rail management, to rail labor, to rail investors and to the 
Congress, it must be paid and a solution developed and implemented. 

Congress has the authority and responsibility to provide the leader- 
ship, and we urge it to do so before the present crisis results in eco- 
nomic catastrophe. 

Mr. PoDELL. Mr. Groes, we thank you for your very enlightened 
statement and would appreciate your remaining to submit to a few 
questiojie by the members of t!ie committee. 

I would like to first ask you this. I know that by your statement 
a high i>ercentage of your transportation is dependent on rail service. 

llr. GROSS. Yes. 
Mr. PonKU,. And there is a great interrelation between the two, 

l)ctween your uidustry and rail. Would yoii care to buj' six bankrupt 
railroads and oi>erate tJiem? 

Mr. GROSS. Well, I don't know how we would finance it. 
^Ir. PoDELL. You say vou are going to make it pay. You sav that 

pi-ivate industry shoulil ho it. Well, if private industry can do it and 
it OAn be successful, maybe the steel industry would like to buy them 
and run them, 

Mr. Gnoss. I am not authorized to speak to that question. 
MI-. PODELX,. I am not asking you to make an offer but as a business- 

man, would you invest vour money in any one or all of those six 
railroads? I am talking Jrom a point of view of a man in leadership 
in the steel iodustij. 

SI6-474—7.V-pr. 2 20 
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!Mr. GROSS. Well, I think that when a persoii considers an invest- 
ment, he considers his alternatives, of conrse. People have already 
invested in the railroads and I stispect that some have lost money in 
doinjr so. 

Mr. PoDKix. So you would not be that anxious to invest your money 
in it, would you? 

Mr. GROSS. I haA^e not considered buying any Penn Central stock 
recently, no. 

Mr. PoDFXL. What I am trying to brinsr out. Mr. Gross, if a steel 
man, who is truly dependent on the rail industry, would not invest 
his money in the railroad business, will you tell me how in the world 
you are going to get anybody else to do it because of the fact that you 
at least have a primary interest. There is some relationship. 

We are talking about infusion of big private capital. 
!Mr. GROSS. Tliat is right. 
Mr. PoDEix, AVhose private capital? 
^fr. GROSS. There is already a considerable amount of capital in- 

vested in it. There are creditors and there are States there. I am per- 
suaded that if certain of these difficulties could be removed from the 
railroad operating situation, some of the work rules, some of the low- 
density lines abandoned, full compensation for passenger service, and 
so forth, I am persuaded that if the bankrupt roads could be so recon- 
stituted as to relieve them of these burdens, there is every reason for 
me to believe that they would be an equally good investment as the 
roads that are now profitable and operated in the same part of the 
country. 

Mr. PoDKrx. In other words, assiiming those things are done, we can 
count on vour purchase of some of that stock that is going to come out, 
right? 

Mr. GROSS. I would not rule out the possibility. 
^fr. PoDELT.. I would like to have vour opinion as to whether yon 

have any estimates. I have information here that elimination of the 
trackage system of the Penn Central, cutting it down, if I may quote 
this, "The trustees state that they can live with a 15.000-mile core 
system since the labor protection annual payments would be only $18 
million for a 15.000-mile system as opposed to $177 million in 1976." 

Tlie trustees further state that if they cut the trackage from 20,000 
miles to 11,000 miles, the cost in labor protection alone, this is just 
the Penn Central now, would be $177 million per year. 

That is just the one small facet of the total cost to subsidize a pro- 
gram that would be in keeping with your suggestion that we cut some 
of the trackage out. Do you have any estimates that you think would 
be available to this committee insofar as the elimination of trackage 
and how much it would cost or how much it would save ? 

Mr. GROSS. No, I don't have that. We rely upon the advice of the 
railroad operating people in such matters. 

Mr. PoDET.ii. You state an page 6 "the rail freight business cannot 
now be operated economically by privately owned companie.s." 

On page 11 you turn around and say "freight service in the North- 
east ouadrant must be maintained and continued within the framework 
of private ownership and operation." 

You can't have it both ways. You have admitted that private enter- 
prise has failed with these bankrupt lines, yet you state that only 
private enterprise can bring them back. 
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Don't you think that statement on your part is not truly substanti- 
ated by the facts and is contradicted by your own statement ? 

Mr. GROSS. Wliat I am trying to express is that once the conditions 
which we have suggested are accomplished, private enterprise then 
could operate the bankrupt roads profitably. We do go on that premise. 

Mr. PoDELL. You are from Chicago. The Chicago Transit System is 
publicly owned. I don't think it operates in the black, does it ? 

3Ir. GROSS. NO, I understand not. 
Mr. PoDELL. Since Mayor Daley is not known as an outstanding 

socialist, there must b« some economic reason for the fact that the 
Chicago Transit System is in public ownership. Private enterprise 
•will never willingly operate any service at a loss regardless of how 
essential it is to the public. 

Private enterprise is not concerned with essential public service. 
They are concerned with a return on their investment, which is nat- 
ural. So the Government had to step in in Chicago and take over 
the railroad. 

Don't you think this is also true of the Northeastern railroads? 
Don't you think that to protect your industry, the only solution is 
that the Government step in and nm the show ? 

Mr. GROSS. I certainly would hope not. However, we do advocate 
Government assistance, substantial Government assistance in pas- 
senger services. 

Mr. PoDELL. Forget passenger service. We are already paying for 
passenger servic(5. We are now talking about just the operation of the 
railroads. I think the word "Government ownership" seems to frighten 
everybody on its face and I have yet to hear one individual give me 
a salient argument as to why they are truly opposed to it. 

Perhaps you could help me. Give me a valid reason why you feel 
that Government ownership is not going to work. After all, we are 
agoing to pay for it. We are going to pour in hundreds of millions 
of dollars every year. 

"What would be wrong with the Government taking over the oper- 
ation and hiring competent and able people to run it? You wouldn't 
have the concern as far as your industry is concerned, coming here 
to testify, because you will be out of business if the railroad is out 
of business. 

Mr. GROSS. I suspect that I should answer first that we—my answer 
is largely personal because this answer to your question was not really 
deliberated in our meetings in preparation for this paper. 

I would say that one reason is that if a single rail sjrstem were to be 
publicly owned by the Federal Government and competing railroads 
were not, and I am speaking specifically of the Norfolk and Western 
Chessie system, it could easily be that the revenue sources of the Fed- 
eral Government, being vastly greater than those of the privately 
owned carriers, that it would be very easy to introduce a distortion 
there, making it unfair in competition between the still privately 
owned systems and the publicly owned system. 

We are having a discussion in the Chicago area right now which 
deals with this. The C5TA runs as far north as Wilmette, HI. The 
Chicago-Northwestern serves Wilmette also. 

While I don't commute from there, I understand there is a big dif- 
ference in the fares charged by the Northwestern and by the CTA. 
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I consider that one of the reasons to avoid nationalization is that yoa 
do have a difference in the competitive standards of each company^ 
the private one and the public one. 

Mr. PoDEix. Well, I don't want to take up the entire questioning 
myself. I will yield to Mr. Harvey. 

Mr. HARVEY. Thank you, Mr. Chairman. 
Mr. Gross, if I undestand correctly what you are saying, you are 

telling us that the steel industry oould not live with a central core- 
system such as has been proposed by the trustees and has been proposed 
by the Transportation Department as well, is that correct? 

Mr. GROSS. Could not live? 
Mr. HARVEY. Yes. 
Mr. GROSS. Oh, I did not mean to convey that. 
Mr. HARVEY. Let me recite these facts. The trustees say they pros-- 

ently have about 20,000 miles of track, tliat they currently do about 
So percent of their business on 11,000 miles of that track, and they 
can live with about 1.5,000-mile core system. What they are nrginp:,. 
therefore, is the abandonment of about 5,000 miles of track. That is 
only the one railroad, the ti-ustees of the Penn Central? 

Mr. GROSS. Yes. 
Mr. HARVEY. Now yoii are telling us that the steel industry could' 

not live with that sort of a system, is that correct? 
Mr. GROSS. NO, I did not mean to say that. I meant to say that rail' 

services are essential, but not all of the services and not all of the- 
lines are essential. There are some we recognize as being lines that 
could be abandoned. 

;Mr. HARVEY. Have you made any conclusion as to how much could', 
be abandoned? 

Mr. GROSS. No, We would need to rely upon studies in depth, great 
depth. 

Mr. HARVEY. The problem that the railroad industry currently 
faces stems from not only the abandonment of the lines, but also the 
displacement of the employees. If I understand your testimony cor- 
rectly, in both instances you urge public funding. 

Mr. GROSS. Yes. 
•Mr. HARVTEY. Could I ask yon what percentage do you believe that 

local contribution should be in the case of the abandonment of lines 
in determining whether a line should be abandoned or not? 

Mr. GROSS. Our position is that this is a matter which your judg- 
ment should influence. However, I don't have any reason to believe- 
that our committee would object to the 30-percent, 70-pepcent split 
which has been proposed, the latter being the Federal Government's 
contribution. I don't believe that we would consider that to be an' 
inappropriate division. 

Mr. HAR\'EY. DO you have any estimates of costs both witli regard to 
Federal costs involving the public funding of the displaced emploj'ees 
a/nd the abandonment of the lines? 

Mr. GROSS. We don't have any infoi-mation such as that. We would' 
again need to rely upon information that the railroads would supply,, 
and I don't suppose tliat could even be generated until you have a defi- 
nition of your new core system or systems, which would be made up- 
from the properties, the choicest properties, the more densely usedl 
lines of tlie i-ailroads that are bankrupt. 
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Once you liave reconstituted the^e lines, and I would think not until 
then, would vou know what lines could be subject to abandonment. 

At that point, your cost estimates would be made. I don't suppose 
you could make them before that. 

Mr. HARVEY. How many companies comprise the American Ii*on and 
Steel Institute? 

Mr. GROSS. Seventy-seven. 
Mr. HAR\-EY. They consist of all of the major manufacturers of steel, 

is that coiTect ? 
Mr. GROSS. Yes. sir, they do. They consist of 9-1 percent, and most or 

•\Tery nearly all of the remaining 6 percent is produced by two com- 
panies that are also manufacturers and customers of ours and there- 
fore are not in the institute. 

Mr. HAR\-EY. Thank you very much, Ml". Gross, for your testimony. 
Mr. PoDELL. Mr. Shoup. 
Mr. SHOUP. Thank you, Mr. Chairman. 
Mr. Gross, one question concerning tlie financing. You endorse the 

Tecxjmmendation of the Interstate Commerce Commission for a 
l-percent surcharge tax on all surface transportation for hire? 

Mr. GROSS. Well, we did not endoi'se it. we qualified our position 
more than that. We said if it were determined tliat this were the only 
way that tlic needed financing could be obtained, we would be agree- 
able to it for a period of A yeai-s. 

Mr. SHOUP. AS I liave" stated to other witnesses who endoree this 
jirinciple, including the Interstate Commerce Commission, it bothere 
jne somewhat to tax the entire transportation industry for the benefit 
'of a segment of it. 

I could equate it to your paying a tax to support a competitive busi- 
ness tliat tlie steel industry has. It does not seem quite fair imless, of 
•eoui'se, we would make all taxes equal on all segments, and I could 
refer to. let's say, those taxes that are going to a highway trust fund. 

Would you advocate or support that if those who use the highways 
must pay this surcharge to assist the railroads, then the railroads 
.should i)ay into the highway trust fund ? 

Mr. GROSS. No, we are not advocating that. 
Mr. SHOUP. I have no further questions. 
Mr. PoDEix. On page 8, Mr. Gi-ass, you indicate that there is wisdom 

in acquiring a Boston-New York-Washington rail corridor to be dedi- 
cated exclusively to passenger sen-ice. What about the freight service 
that goes over that corridor ? 

Mr. GROSS. I imderstand, from discussions with railroad people who 
are familiar with tliese properties in the East, that the freight service 
could be opei'ated entirely independentlj' of the passenger service, and 
they say as an operational matter, it would be much safer to do it this 
way. 

I gather there are questions of right-of-way space alongside the fast- 
movinsr trains that are being contemplated. 

Mr. PoDELL. You mean building another lino ? 
"Mr. GROSS. Building a line just, for passengers. This line could be 

built with a superior roadbed and superior signaling equipment and 
curvatures that are more gradual with steeper banks and the like, and 
from the way I understand it, it would be best to keep it entirelj- in- 
dejiendent from the freiglit operations. 
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Mr. PoDixL. Wlio is going to pay for that ? 
Mr. GKOSS. We have suggested oiily that a very careful study be 

made of it, and I suppose that it could come down to a i-ecommeiida- 
tion, I made at least, that the Federal Government might be the people 
to become involved in that. 

Mr. PoDELL. You don't have any possible idea as to what that would, 
cost, do you ? 

Mr. GROSS. I haven't the slightest idea. 
Mr. PoDELL. You have no idea i 
Mr. GROSS. NO. 
Mr. PoDELL. The trustees seem to indicate that it is over $1 billion^ 

Of coui-se, it would be ideal to have a separate fast passenger train 
right down the corridor. 

As one who travels that route continually by air most of the time, 
I certainly would look forward to that kind of fast track, and maybe 
someday we will see trains going over that track at 250 or 300 miles 
per hour. 

But we are talking about buying now a whole new passenger rail 
system. We are talking about paying for labor protection. We ai-e 
talking about cutting down on trackage. Obviously the trackage you 
would like to see abandoned is not one that wUl abut your steel mills, 
now, is it ? 

Mr. GROSS. I don't know of any of the major steel plants that are 
served by lines that would be low-density lines. Inland does have at 
least one factory that I suppose would lose rail service. 

Mr. PoDELL. "You leave it to the DOT. They will find one. 
I thank you for your testimony. It has been helpful. I thank the 

gentlemen who accompanied you. 
Mr. GROSS. Tliank you very much. 
Mr. PoDELL. If there are no other witnesses this morning, this hear- 

ing is adjourned. 
[The following telegrams, statements, and letters were received for 

the record:] 
[Telegram] 

AKRON, OHIO, April 16, 1973. 
Hon. .ToHN .TARMAN, 
Chairman, Hnuite Subcommittee on Transportation and Aeronautioa, U.S. Souse 

of Representatives, Washington, D.G. 
On April .5. I was privileged to be a participant In a Transportation Associa- 

tion of America seminar on the northeastern railroad crisis. In my presentation, 
I endorsed Secretary Brinegar's D.O.T. plan for solutions to the northeastern 
railroad proltleras subject to two qualifications: (a) that short-term Federal 
aid was essential in order to allow for the development of a program that would 
attract sufficient private investor's confidence to permit the eventual private 
owuershi)) solution, and (b) that entry in event of susi)ension of service should 
not be wide oi)en, but .should require compliance with all Federal regulations for 
fitness, safety, etc., and include provisions for protection of alternate carrier's 
rights who already serve the point in question. 

As a user, I supported exjiedited proceedings for suspension of service or 
abandonment and pledged to work toward equitable alternate solutions in the 
event any of our own plants were involved in abandonment proceedings. This 
•would include exploring the cnst-beneflt ratios of substitute service, assessment 
of surcharges tii offset losses for the service, purchase and operation of the 
branch line as a private corporation or a joint effort along these lines with other 
users affected bj same proceedings. 

LEE CISNEROS, 
Director, Corporate Transportation, 

Firestone Tire and Rubier Co., Akron, Ohio, 
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[Telegram] 
MINNEAPOLIS,  MINN., 

April 16, 1973. 
Congressman JOHN JABMAN, 
Chairman, Subcommittee on Transportation and Aeronautics, 
House of Representatives, 
Rayhum Bouse Office Building, Washington, D.C. 

Chairman Jarman. Please include tiiis telegram in your record of your current 
hearings on the northeastern railroad problem. General Mills, Inc., supports the 
private funding program submitted by Secretary Brinegar in response to Senate 
Joint Resolution 59-2. We believe that a solution to the problem is obtainable 
along the lines ijroposed by the Secretary including the modernization of regula- 
tory procedures. We suggest that all concerned parties, including your subcom- 
mittee, devote fullest effort and highest priority to working out with private 
Investors the implementation of the Secretary's proposal. If such efCorts find 
that private funds cannot be available in sufficient amount or time then modifica- 
tions of the proposal are in order. But first the private funding solution to the 
problem should be given your immediate and most comprehensive evaluation. 

W. K. SMITH, 
Vioe President, General Mills, Inc. 

STATEMENT OF HON. JAMES HABVEY, A RET>KESENTATIVE IN CONGRESS FBOM THE 
STATE OF MICHIOAN 

Mr. Chairman, I wish to include in the record and commend to the attention 
of my colleagues on the Subcommittee a letter from S. Dean Evans, Sr., a con- 
stituent of Congressman Garner E. SUriver, of Kansas. Mr. Evans raises a very 
Impoptant and timely issue regarding the abandonment of railroad lines and its 
potential effect on tie delivery of agricultural commodities. Mr. Evans' letter 
follows: 

EVANS GKAIN CO., 
Balina, Kans., July 27,1973. 

Hon. GAKNEB R. SHBIVEB, 
House Office Building, 
Washington, D.C. 

DEAR GARNER : I have carefully reviewed Title III of H.R. 5385 which deals 
with the abandonment of nonproductive rail facilities. Under this hill a railroad 
could abandon any portion of a line of railroad or oi)enition thereof upon filing an 
application with the Interstate Commerce Commission unless the Interstate 
Commerce Commission shall have issued an order finding such abandonment not 
consistent with public convenience and necessity. The Commission could not 
refuse to permit the abandonment unless the continued oix^ration of the line 
proposed to be abandoned "will produce suflicient revenue to cover the relevant 
variable costs of handling traflic to, from, and beyond the line". 

I do not know precisely what the "relevant variable costs of handling traffic 
to, from, and beyond the line" might be, but I doubt if any capable accountant 
could not establish that any segment of any railroad line could not produce suffi- 
cient revenue to cover such relevant variable costs. You will note that the rele- 
vant variable costs do not pertain to the cost of operating the segment of the 
line to be abandoned, but the handling of traffic to, from, and beyond the line to 
be abandoned. 

Another i)rovi.slon of the bill provides that if the CommLssion determines that 
•tlie revenues attributable to the line to be abandone<l may bwome sufficient to 
cover the relevant variable costs as a result of improved operating efficiencies, 
rate adjustments or direct financial compensation from users or any state or 
l)Olitical sul)division thereof or clianged ciremnstanees, then the issuance of a 
Certificate of Abandonment may be su.spended for a period of six months. If 
at the end of the six mouth period tlie revenue has not been generated from 
these sources, then the Certificate of Abandonment must be is.suefl. 

It is apparent from this provision that the six month extension is designed 
solely for the jyurpose of affording the railroad with an opportunity to demand 
contributions from users and communities wlio would be adversely affected by 
the abandonment. Improvement of operating efficiencies after the fact and withia> 
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a short i)eriod of six months is hardly a standard to be wnsldered and dis- 
criminatory rate adjustments could eliminate the usefulness of the railroad in 
the area in any event. 

It seems to me that this bill would give a railroad a blank cheek to discontinue 
and abandon any segment of its oi)eratioiis without regard to public convenience 
and necessity and without any realistic method of determining the actual cost of 
providing service to tl»e line proposed to be abandoned. 

The abandonment of railroad lines is a matter of ntmost importance In pro- 
viding a means of delivering agricultural commodities to the various market.t 
In the event there is an abandonment of lines serving country and terminal 
elevator facilities, then other and more expensive methods of delivering com- 
modities to markets must t>e obtained. Any increase in freight rates will neces- 
sarily be reflected in the price of commodities, both to the prodncers and th«' 
consumers. 

I do not desire to force a railroad to incur «ctnsl losses in connection with the 
•operation of any .segment of its line. My concern is the inablllt.v to determine the 
loss which a railroad may sustain with respect to the operation of any part of' 
its line. I am opjiosed to the simplification of abandonment procedures without 
adequate safeguards as to the actual use and need for the line by shippers and 
receivers. The abandonment of lines would be a serious blow to the agricultural 
and economic growth of the small communities in Kansas and Nebraska. 

Frankly, I feel that if a railroad seeks to abandon any segment of its line, 
then the railroad should be required to offer for sale at iniblic auction all of the 
property (other than rolling stock) owned by the railroad and its subsidiaries and 
affiliates in the area which is served by the line proposed to be abandoned. Such 
sale would be without reservation on the part of the railroad and would include 
all x>roperty located in the area served by the line to tie abandoned, including 
road beds, rails, real estate, depots, storage areas. Investment real estate, 
mineral interests and any and all other property in the area. In such event, the 
railroad would not be entitled to any compensation for the operating rights 
sought to be abandoned, and the Interstate Commerce Commission should l>e 
required to grant a certificate of public convenience and necessity to any iiersou 
who is witling to undertake fhe operation of the line proposed to be abandoned. 
There would have to be provisions made to permit a successor ojierator to inter- 
line at all connecting points on the basis of a reasonable division of the tariffs; 

We would appreciate receiving your ideas. 
Sincerely yours, 

S. DEAN EVAKS, Sr. 

CON'GKESS  or  THE  UNITED   STATES, 
HOUSE OF REPRESENTATIVES, 

Washin-gton, D.C., May 2/, 7,973. 
Hon. .ToHN .TARMAN, 
Chalrmnn. S^uhcnmmitier on Transportation and Aeronautics, 
Committee on Intcmtate and Foreign Commerce, 
Washington, D.C. 

DEAR MB. CnAinvAN: Enclo.sed are a letter from Erie County Executive 
Edward V. Regan and nn analysis of the Northeastern railroad situation and the 
imiwct on the Western New York area. 

In view of your current subcommittee hearings. I thought they wonld l>e of 
interest to you. and I would very much appreciate it if you would have thein 
mode a narf of the hearing record. 

With kindest ixrsonal regards. 
Sincerely yours, 

T.   J.   DULSKI. 
Enclosure. 

COONTT OF EBIE, 
Buffalo. N.Y., if ay 1.7. t!i7X 

Mr. THADDETTS .T. DULSKT. 
V.S. Cnnrrrpuxman. 
Cntinon TTovse Office BuiUUng, 
TTnuhhigton. D.C. 

DEAR TED: I am enclosing for your information an analysis of the North- 
ea^stem railroad situation and its impact on our area which was prepared by 
Perry Trimmer, the Economic Coordinator for the county. I am sending it along 
for your information and comments. 
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since this stndy was prepnred, the trustees of the Penn Central have come 
out in support of the I.C.C. program. It appears to us that they have done so 
for reasons which they are not pui)Mcly admitting and because the I.C.C. pro- 
gram would be ail easy way out of their present predicament. In other words, 
they are apparently not getting the cooperation they think they need from 
the labor unions nor from the I.C.C. itself with respecjt to abandoning excess 
trncljage. I verj- much dislike seeing the general public burdcne<l with addi- 
tional taxes to i>ay for subsidies. This approach seems to be tlie only answer 
we can come up with whenever we run into a difflcult economic problem in 
tills country. Vk'e simply can not afford to subsidize every business that gets 
Into trouble. 

As pointed out in Page 4 of the analysis, Penu Central's loss in 1972 was less 
than half the total of its depreciation and taxes. We do not have the figures 
to separate into various categories the various taxes which the railroad is pay- 
ing and those which they have defaulted on. It is possible that a substantial 
part of the 140.5 million dollars of Uiese taxes are payroll taxes which they 
are paying, but another substantial part of that amount must be in real estate 
and similar taxes which, based on our own experience, they are not paying. 
Depfeeiatlon Is, of <»iiree, ft non-cash charge and funds arising from that source 
would normally lie used to replace worn out equipment, but it does not appear 
that the railroad is doing so. All the new equipment they have obtained recently 
has been contracted for under long-term leases which do not require immediate 
cash payment, butare a rental type expense. 

I would like to comment on the tax situation as it afTects the county. The 
total taxes we should be receiving, Including property and srfiool taxes, for 
the year 1973 is #1,376,194. The three bankrupt railroads serving this area are 
in default for the large majority of those taxes. Specifically, they owe the 
county $1,028,750 of which $246,474 is owed to the school districts and these 
funds have been advanced to them t>y the county. The Penn Central alone is in 
default on a total $667,438 including both school districts and real proi)erty 
taxes in the County of Erie and presumably they are not paying such taxes in 
any other jurisdictions Uiroughout their system. Getting these railroads back 
on a sound financial basis is, therefore, of real importance to us. 

I tlrink the conclusions in the enclosed analysis are valid. The railroads are 
a vital part of this community and their survival is essential to us. I would be 
t)leafled to have .vour reaction to this data. 

Sincerely yours, 
EnwARO V. REGAN, 

County Executive. 
Enclosure. 

ERIE COUNTY EXECUTIVE'S OFFICE MEMUIK.VN'DUM 

From: Perry R. Trimmer, Economic Coordinator. 
To: County Executive Edward V. Regan. 
Subject: Northeastern railroad situation. 

It has been suggested by Deputy County Executive Barnes that the very serious 
«ituatiou in which many of the railroads serving the County of Erie find them- 
selves will eventually require the County Executive and his a.ssociates as well as 
our state and federal legislators to comment on or commit themselves to some 
remedial course of action. These railroads are obviously of vital importance to 
this area. Buffalo is at least the third largest railroad center In the country and 
at one time was the second largest. Clearly, any furtJier deterioration of the 
railroads serving Western New York would affe<'t the local economy very .seri- 
ously resulting not only in the loss of jolm directly, but also in the loss of the 
expenditures these railroads make in this area for purchases and taxes. Tliere 
are seven railroad systems servicing Buffalo and all three of the railroads that 
connect this area to the east are In bankruptcy. The Beriousue.<<s of the problems 
of the northeastern railroads is such that the United States Congre.ss required tlie 
Federal Department of Transportation to come up with a solution and that de- 
fmrtment released an outline of its program Just H c(mi>U' of weeks ago. In addi- 
tion, the Interstate Commerce Commission has come up with Its own progi-am 
which I .shall comment UIKUI later. It is very possible that either of these pro- 
grams could be quite harmful to the entire Niagara Frontier. We have only to 
look at our experience with AMTRAK as a guide. It is not my purix)8e to criti- 
cise tliat or^uization since intercity fiessenger traffic other than in heavily 
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jwpulated corridors such as between Washington and New York City is probably 
a thing of the past and all AMTRAK is accomplishing is to flght a delaying action. 
Nevertheless, Western New York did not fare as well as other areas when 
AMTRAK took over the railroads' passenger services. 

It should be noted that all the bankrupt railroads of any significance are lo- 
cated in the northeastern part of the country and most of the railroads operating 
In the rest of the nation are quite profitable although there are three or four 
roads which are marginal. The reasons that the railroads in this part of the 
country are unprofitable have been commented on at length in the newspapers 
and there is no need to elaborate to any great degree on these reasons. One basic 
fact, however, should be recognized and that is that industrial growth has been 
much less in the northeast than in other sections of the country and the railroads 
In this area have not been able to increase their traffic as have those in other 
sections to the degree necessary to overcome their constantly rising costs. Never- 
theless, the railroad industry as a whole is solvent and many railroads are earn- 
ing a net profit after all charges and taxes well in exct-ss of the net profits of 
Industry which have averaged about 4.3%. The following statistical data illus- 
trates this situation: 

All railroads 1971 1970 

Gross revenues                  .             .                           $12,700,000,000      $12,000,000,000 
           347,100,000 226,600,000 

Return on gross revenues (percent)   1.9 

1972 Gross Revenues and Net Income for certain selected railroads: 

Chesapeake &          Norfolk 
Ohio (consol.)          Western 

Burlington         Southern 
Northern           Railway 

Southern 
Pacifrc 

$1,098.0             $723.8 
$48.7               $85.3 

4.4                 11.8 

$1,120.0 
Net income (millions)             $56.5              $89.8 
Return on gross revenues (percent)                  5.5                 11.3 

$93.1 
8.3 

|ln millions) 

Erie-Lackawanna      Lehigli-Valley Penn Central 

Gross revenues   _  
Net operating loss ^       ,_        .     _.                    .... 

$26.1.6                  $51.1 
-7.7                   -8.9 

$1,825.5 
-105.2 

> Before other income and expenses or interest expenses. 

The above statistics cover two railroads, the Chesai)eake and Ohio system and 
the Norfolk and Western which, although admittedly special situations due to 
their heavy coal traflic, operate partially in the northeastern area. The other 
roads are representative of the southern, western, and northwestern areas of the 
country while tlie three strictly northeastern roads listed are in varying degrees 
of trouble. The los.ses of the T/ehigh Valley are so substantial that its threat to 
cease operations in October cannot be taken as empty. The Erie-lAckawanna 
was operating on close to a break-even l>asis prior to 1972 when its ojierations 
were severely effected by tropical storm Agnes. The Penn Central, as the largest 
railroad in the country on the basis of gross revenues. Is a special case in itself 
since to shut it down in the event of liquidation would cripple industry through- 
out the section it serves. Suggestions that it do so and a portion of its lines be 
taken over by solvent carriers such as have emanated from the trustee of the 
Central Railroad of New Jersey are completely ridicnlous. 

The trustees of tlie Penn Central have stated that in order for that railroad 
to become a viable operation three things are necessary. These are the elimina- 
tion of the passenger deficit, the elimination of unneees.sary and duplicating 
trackage, and a reduction in the work force through attrition. Many criticisms 
could be made of the management of the Penn Central under Stuart Saunders 
and such criticims have been fully documented in the press. However, the present 
management headed by Jervis Langdon as the .senior trustee and William Moore, 
President, is obviously above reproach and dedicated to the progress of the 

• company. While Langdon is a lawyer, he has had long experience in railroading, 
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having been the Chief Executive Officer of both the Baltimore and Ohio Roalroad 
«nd the Rock Island prior to assuming his present duties. Mr. Moore was one of 
the Senior Vice Presidents of the Southern Railway prior to being hired away 
by the Penn Central trustees and the Southern is generally considered to be 
among the most progressive railroads in the country. In spite of all the reports 
indicating that the Penn Central is having a series of financial crisis and might 
have to cease oi)eratlons, these gentlemen have made considerable progress. 

This is shown by the fact that for the year 1971 the railroad had a net operat- 
ing loss, before taking into consideration such items as other income from real 
estate and investments and before taking into consideration interest owned on 
its debt, of 179.8 million dollars, which loss had been reduced by 1972 on the 
same basis to 105.2 million dollars. This was the loss after allowing for deprecia- 
tion, which is a non-cash charge, amounting to 85.6 million dollars and after 
accruing taxes (net of an income tax refund of 7.1 million dollars) of 140.5 
million dollars. This would Indicate that the present management of Penn Central 
has made progress and would also Indicate that, if it was given half the leeway 
that government agencies would get under either the IOC program or the Depart- 
ment of Transportation program, it could put this railroad on a profitable and 
taxpaying basis. 

The above figures indicate that the railroads as a whole had very unsatis- 
factory earnings in 1970 and 1971 but it should be remembered that this total 
includes all the bankrupt lines such as the Penn Central. In addition, in 1970 in 
particular, there were many charge-ofifs by all the railroads which resulted from 
the fact that they were getting out of tlie passenger business and this probably 
affected their net profits to the extent these charge-offs were not accounted for 
as a reduction in retained earnings. Clearly any solution to the very localized 
northeastern railroad problem that destroyed the profitability of the rest of the 
industry would not be in the interest of the general public. One solution that 
has been occasionally suggested; namely, nationalization of the northeastern 
lines, would do exactly that because it would provide those lines with advantages 
in taxes and otherwise that would have a significant effect on railroads in other 
sections of the country. It would also undoubtedly aggravate the labor situation 
since the nationalized segment would have less compulsion to resist the demands 
of the unions. In fact, the president of one of the major western railroads has 
stated that should the northeastern railroads be nationalized, it would drive all 
the rest of the railroads In the country into bankruptcy. The only result would 
he to eliminate tlie healthy railroads as very major taxpayers and replace this 
vital source of Income for the various governments with a subsidy which would 
have to he paid by the general public. 

To illustrate the above we need only to compare the two Canadian railroads 
•one of which, Canadian National Railways, is owned by the government of 
Canada, while the other, Canadian Pacific, is a private enterprise. In the 50 years 
since it began operating in 1923 Canadian National Railways has earned a profit 
in only one or two years, those being during World War II. In 1971 it bad a net 
loss after all charges of 24.3 million dollars while in tlie same year the privately 
operated Canadian Pacific had a net profit after all charges and taxes of 65.5 
million dollars. As a matter of fact, the Canadian National's deficits ran about 
three times as mueli as that reiwrted for 1971 up until about 10 years ago when 
fiome bookkeeping adjustments were made which technically reduced its charges. 
In the 50 years since it was organized, the Canadian National Railways is 
estimated to have cost the taxpayers of Canada well over two billion dollars. At 
the same time, the Canadian Pacific has borne all the normal tax burdens of any 
private company and, since it is profitable, paid sub.stantial income taxes as well. 
In the year 1971 it paid a total of 2S.4 million dollars in income taxes alone and 
in 1972 this was up to 34.5 million dollars. It will be said that the Canadian 
National has certain disadvantages, compared to the Canadian Pacific since the 
latter has large investments in steam ships, an airline, trucking, hotels and 
mineral developments. Tlie Canadian National owns AIR CANADA and also has 
investments in hotels and land. Although the total of these investments are not as 
great proiwrtionately or in total as tlin.se of the Canadian P.aciflc, the ba.sic fact 
of the matter is that in HO years the Canadian National Railways has not, because 
of political pressure and the lack of the profit motive, been able to adjust it.self 
to the point where it could relieve the taxpayers of Canada of tlie burden of its 
deficits while the Canadian Pacific has continued to contribute to the support of 
the Canadian people since, as noted, it always earns a profit and always imya 
substantial Income taxes. Taxation is currently excessive In the United States 
.and is reaching the point where it acts as a disincentive as was recognized by tlie 
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late President John F. Kenn«ly. We can ill afford another subsidy to sustain au 
inefficiency. 

The Federal Department of TransiiortatSon hHR not yet issued its own detailed 
plan but has issued an outline which appears similar to the ICC plan. Tiie ICC 
Im.«! firesentt'd a fairly efHiiftlete proiM)sal for tlie tsohition of the northeastern 
railroad problem. This calls for the formation of a public corporation which 
would purchase the railroads involved apparently by issninR its o^vn secnrities 
to the present creditors. It is noteworthy that this corporation would not onl.v 
take over the six bankrupt lines, but would also take over the very profitable 
G & O and N & W systems. Presumably it would also take over three smaller 
roads in the area which are still solvent. The reason it would fake these roads in- 
stated to be due to the fact that, if the new public corporation took over only 
the Ijankrupt ones, the solvent roads would l>e placed at a substantial di-sad- 
vantage. This in itself tends to validate the criticism already mentioned tliat any 
form of nationalization of the bankrupt railroads would tend to drive the rest 
of the industry into bankruptcy. Tnder the IOC's plan, there would be a 1% tar 
on freight, whether it wa.s hauled by railroads, trucks, pipelines or barges. This 
would not include air freight. It is estimated that such a tax would raise 
$.500,000,000 auually and the ICC plan calls for spending approximately $600,000,- 
000 a year to upgrade tmekage, equipment, and modenii»s yards. In addition. ti«e 
plan assumes that there would he an operating deficit for at least the first thr«»«» 
years after it goes into effect and that it would be necessary for the Federal 
Government to provide i>etween ^1.50,000,000 and $200,000,000 on an annual t>a.si» 

to offset that. 
Under the plan, the public corporation might sell off the profitatUe trackage 

to otlier railroadfi. This makes very little sense to me for two reasons. First of 
all, the ICC proposes to take over two of the wealthiest roads in the country, 
and, if I understand their plan correctly, they then would turn around and 
sell the profitable trackage of those roads to other railroads. The re«ilt would 
be tliat a lot of trackage which is marginal or might even be losing money an<t 
is presently part of two highly solvent railroads would lie needlessly torn up. 
A lot of jobs would be lost, a lot of communities would l>e deprived of railroa-rt 
service and a lot of governmental units would be deprived of a very significant 
portion of their tax revenues. Secondly, it is inconceivable to me that any of 
the railroads In the other sections of the country would have the resources t«> 
purchase any significant jwrtion of the profltable trackage involved nor wouW 
they have the desire to do .so since such an action might jeopardize their own 
profitability. 

The ICC plan further provides for the mandatory abandonment of those 
railroad lines that are presently operating at a lois. Notice must be given 18 
months in advance and the commission must make a determination in six 
months as to whether the los.ses exist. The only way such lines can continue 
to he operated after the 18 month period is if the governmental units along the 
right-of-way give up all taxes including real estate taxes on those mrtieular 
lines. Bach state then decides which of these losing lines shall be kept going 
and a subsidy Is provide<l to make up the operating deficit. The funds for thi* 
subsidy come 70% from the Federal Government and 30% from ttie State Govern- 
ments. We are presently faced In this area with exactly this type of situation 
since the Penn Central wishes to abandon its Ontario branch which runs from 
Ivewiston to Rochester along the southern .shore of the lake of the same name. 
There is no question but that tliat line is losing money. There are six indu.'tries 
located on it which would be severely injured if it w-as closed down. Chem-TroL 
which is a new company tJiat has developetl a process for disposal of chemical 
wastes, could, within a few years, provide quite a bit of tonnage to the rail- 
road if its business develops as rapidly as it projects. However, the railroad 
states that these are only projections and cannot be taken into account. This 
information was given to me by Mr. Pyle of the Xew Tork State Department 
of Commerce. He said that the railroad .suggested to these companies that the.v 
take over the operation of the Ontario branch. He further said that the rail- 
road states tliat it would cost $."i00.000 just to put the trackage in shape for the 
safe operntion of train.s. None of the companies involved is large enough, nor 
are all of them tt^ether large enough, to make the required investment even 
a.ssuming that the railroad for all practical purposes gives them the branch. 
1 am sure that this type of prolilem would be multiplied many times if the IOC's 
plan was put into effect. I am also .sure that due to political pres-sures most of 
the lines that are losing money would not be shut down and we would find the 
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ir«<Jfrnl and State Governments slioveling out large subsidies to keep stich 
operations goin^, tliusdefeating the very objecti\esof the plan. 

Another luajM' problem is that untler the IOC plan a very large number at 
railroad jobs wwild disai^Kiar. The summary of the plan which I read in Moody's 
Transportation Manual, from which all the figures I have used are taken, states 
merely tl^at the Federal Owernment might have to assume the labor costs tliat 
would arise froai tlie elimination of Uietse jobs^ These costs alone would be very, 
very substantial and I doubt that there is any real estimate of what they 
would be. 

It appears to me that the ICC plan and others like it would not only cost huge 
amounts of money, but would also be extremely costly to the communities pres- 

•ently served by the railroads in this section of the country. The latter type of 
crmts can hardly be measured, but oln'iously involve tax revenues, jobs, and loss 

•of railroad service. The very privileges which the ICC wants to give a public 
coriKjration such as the right to abandon unprofitable trackage and to dismiss 
tliousands of workers are those which neitlier the Federal Government nor any 
-otlier agency will give to the court-apiwinted trustees of the bankrupt railroads. 
There in no question in my mind that if the Peun Cejitral could reduce its work 
force substantially, and be relieved of paying any taxes on lines that it conld be 
proven are operating at a loss, that that railroad would be solvent in a reason- 
able period of time. Unfortunately, the labor union representing Penn Central 
•employees will not allow it to abolish jobs even though the trustees do not pro- 
jtose to fire anybody outright, but simply to eliminate the jobs through attrition. 
It seems to me that the union is being extremely short-sighted since under any 
of the plans proposed to date which Involve government lnter\'ention, many of 
their members' jobs would simply be abolished outright. There would also be 
tremendous opposition among governmental units and probably large sections of 
the public to foregoing taxes on raih-oad lines tbat are not making money. How- 
ever, imder any of the government projiosed plans such lines are either going to 
be torn up at the end of 18 months or the communities involved will not only 
give up their tax revenues, but will also have to share the burden of the subsi- 
dies' necessary to keep such lines In operation. 

It seems clear to me that the proper solution to this problem Is to give the 
trustees ami the courts that api)ointed them the power to abolish jol>s through 
attrition and to al)andon unprofitable lines after a relatively short fixed period 
of time. This could be modified to rwjulre the railroad to continue to operate 
marginal lines if the communities Involved would forego all their taxes on such 
a line and It could be proven that AVlth such forgiveness the line was at least 
operating on a break-even basis. 

We should also allow consolidations such as that proposed by the trustee of the 
Lehigh Valley which would merge his railroad with the Central Railroad of 
New Jersey and the Reading Ciimpany. It is possible that such a consolidation 
of those three railroads together with the abandonment of tbelr margliml lines 
might give them the ability to oi>erate at least on a break-even basis. Xo solvent 
railroad wants to take over those roads under tlie present conditions. As a matter 
of fact, the C&O-B&O system holds the majority of stock both in the Reading 
(Vjmpany and Central Railroad of New .lersey and allowed those railroads to go 
into bankruptcy rather than send good money after had. However, if a consolida- 
tion of these three railroads was successful, the C&O-B&O system would have 
a very vital Interest In It because they provide Its only possible entrance into the 
very important New York harbor area. It appears to me that if the Lehigh Valley, 
C/cntral Ballpond of New Jersey. Reading combination was economically viable, 
then the C&O-B&O system would l>e willing to invest substantial sums In It. 

Ijct us assume that the ICC plan be<?omes a reality. It is nossible and even 
jirotiable that the "experts" would decide the whole Lehigh Valley Railroad is 
uneconomic witli the result that most of its 1.000 miles of trackage would be torn 
up. There would be an immediate loss of jobs—which could not he re))lnced. 
Western New York would lose one of Its three routes to New York harl>or. The 
comn>unities which are screaming now because, being bankruiit, the railroad Is 
not paying its taxes would lose atiy possibility of ever getting any taxes even on 
a reduced scale. In addition they would lose the service the railroad presently 
jirovides which is important to the Banger Lakes region and northeastern Penn- 
sylvania. To make a consolidation viable, it would be necessary to tear up alnnit 
30% at least of the trackage of the three railroads Involved and to eliminate the 
Jobs and .service that go with it but even "half a loaf is better than none." If 
the remainder could survive as a viable oi>eratlon, all concerned would be far 
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better oS. If everybody demands their pound of flesh, no one will get anything. 
In summary, the labor unions must be willing to concede to the court- 

appointed trustees the right to eliminate jobs through attrition or face the far 
harsher action that would be taken by a public corporation. The communities 
Involved have got to be willing to reduce or even give up their tax revenues or 
face the far harsher alternative of some type of government operation where 
they would not only give up their tax revenues, but quite possibly the services 
and the jobs involved as welL The cheapest and least drastic solution, which in 
my opinion would preserve more jobs, more service, and even more tax revenues 
as well as eliminating the need for huge subsidies, would be to give the court- 
appointed trustees the necessary powers and let them straighten things out. 
I believe they would be far less ruthless in eliminating jobs and service than 
any governmental unit or quasi-public corporation. Furthermore, I believe rail- 
road management, particularly where they have no selfish Interests because they 
are responsible to the courts, are far better qualified to do the job than a group 
of bureaucrats with little real expertise drawing lines on a map. The final objec- 
tive should be to restore the northeastern railroads to financial health and make 
them efficient, taxpaying enterprises, not just another burden on the already 
over-taxed general public. 

STATEMENT OP B. D. TIMPANT, TBTJSTEE IIT RBOROANIZATIOIT, THE CENTBAI, 
KAILBOAD C!O. OF NEW JEBSET 

My name Is R. D. Timpany. I have been In the railroad business since IWl 
and have been serving as the Trustee in Reorganization of The Central Railroad 
Company of New Jersey since January of 1971. 

I appreicate this opportunity to state my views concerning the Northeast Rail- 
road problem and am particularly aware of your concerns about the Penn Central 
and the possibilities of disruption to the public if a cessation of operations of 
the Penn Central is ordered by its Reorganization Court 

My views on these questions are largely contained In my statement to the 
Senate Subcommittee on Surface Transportation of the Senate Committee on 
Commerce and in a Supplemental Statement I recently filed with the Interstate 
Commerce Commission in connection with their Northeast Railroad Investigation. 
I attach my statement to the Senate Subcommittee as Exhibit 1 and my statement 
to the I.C.C. as Exhibit II. 

I would emphasize two points made In detail In the Exhibits. The first is 
that adequate federal power already exists, by virtue of the provisions of the 
Emergency Rail Services Act of 1970, to protect the public against the risks 
of disruption from a cessation of Penn Central's oi)erations. The second is that 
the market system can and, if permitted, will provide a desirable solution to 
the Penn Central problem. The rail lines of the Chessie S.vstem, tlie N & W Sys- 
tem, and other Northeastern railroads, some in reorganization or close to it, 
duplicate and compete with the lines of the Penn Central for the still substan- 
tial rail traffic of the Northeast. Any artificial propping-up of the Penn Central 
will injure these comi^eting lines and delay solution to the Northeast problem. 
On the other hand, if the Penn Central ceases to operate, these competing lines 
will provide the essential rail service now performed by the Penn Central, increas- 
ing their revenues, strengthening the healthy systems, and providing a basis 
for reorganization of a number of the bankrupt lines. 

I urge you to approach your legislative task aware of the federal govern- 
ment's existing powers to prevent disruption. I urge you not to sell short the 
potentialities for self-correction Inhering In our market system and to help 
the market in those areas where It cannot presently do the job. I am confident 
that if falling companies are allowed to fall. If there is regulatory reform, and 
If modest funds are made available to Improve the remaining plant; the nation 
will see light at the end of the tunnel of the Northeast problem. 

Thank you. 
EXHIBIT I 

STATEMENT OP R. I>. TIMPANY TO THE SENATE RTTBCOMMITTEE ON SUBPACB 
TKANSPOBTATION OF THE SENATE COMMITTEE ON COMMERCE 

My name Is R. D. Timpany. I live at 737 Camp Woods Road, Vlllanova, Penn- 
B.vlvania. I have been in the railroad business since 1941. Over the years I have 
bad various responsibilities involving most of the functions of the industry 
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throughout the Northeast. In January of 1971 I became the Trustee In Re- 
organization of The Central Railroad Company of New Jersey (CNJ) and pres- 
ently serve In that capacity. 

I appreciate your Invitation and welcome the opportunity to state my views- 
concerning the Northeastern railroad situation and the various ways in which 
the situation can be improved. 

It is Important to underscore that the problem at this time is essentially 
regional and not national and that the freight business, unlilte the passenger 
business, can still be run profitably. A number of the Western and Southern 
roads are alive and well and give every indication of continuing to thrive and 
prosper. Even within the Northeast there are roads such as the Chessie system 
and the Norfolk & Western which give similar indications. 

While there are many factors contributing to the crisis, the root cause Is the 
presence in the Northeast of a massive amount of excess obsolete rail facilities— 
too many carriers with too much plant serving too little business. How we 
reached this point—^the overbuilding in the 19th century, the movement of heavy 
industry out of the Northeast, the increased competition from trucks stimu- 
lated by federal highway programs, the decline of coal, etc.—has all been me- 
ticulously documented elsewhere and is well known to you. The basic issue is liow 
to reduce these excess facilities with the concommitant reduction in Investment 
in plant and equipment and In the fixed charges, taxes, maintenance expenses 
and other costs associated with the redundant facilities. There are various 
methods which alone or In combination can lead to this reduction. 

First, there are abandonments. In other businesses, managements are free 
based upon economic considerations to discontinue unprofitable operations. Not 
80 in the railroad business. We are all aware of the difiicultles in obtaining 
abandonments under the Interstate Commerce Act. Castlgation of the ICC has 
become fashionable and is the favorite pastime of some. Abandonments need not 
create dislocation; and our exiierienoe on the CNJ illustrates the point. Within 
the past year CNJ has abandoned operations over approximately 33% of line 
miles operated. Exhibit A to my statement shows CNJ's operations prior to 
April 1, 1972 and its operations today. The economics of the abandonments are 
reflected in the improvement in CNJ's net Income account Illustrated by Exhibits 
B and C—the December, 1971 and December, 1972 Income Accounts respectively. 
The abandonments contributed substantially to the improvement. Few If any 
former customers of CNJ lost rail service; and therein lies an important le.sson 
for the future; i.e., other rail carriers with duplicative facilities will take over 
existing freight business at incremental costs to their own substantial benefit. 
In our case Lehigh Valley became the Rub-stitnte carrier selected by the ICC 
over other competing applicants. Tlie transfer of CNJ's Pennsylvania operations 
to the Lehigh Valley was in the interests of both roads and the public and would 
have been even If tliere had been more disruption to shippers than occurred. 
It is perfectly obvious to me that the present legal requirements surrounding 
abandonments should be relaxed : and I support efforts to accomplish this result 

A second way to facilitate a reduction of redundant facilities is for the federal 
government to stop supporting redundant facilities. Our market system, wlien 
left to Its own devices, weeds out the failing and sick comi)anies which simply 
go out of business and liquidate. I think with all the attention given to Penn 
Central we tend to ignore how federal action in alleviating Penn Central's cash 
crises has delayed solutions to the problems of the Northeast and how further 
attempts to support the Penn Central will only prolong those i)roblems. Federal 
support or funding of excess facilities perpetuates rather tlian resolves the prob- 
lem of excess facilities. The market place, if Congress permits, will solve the 
Penn Central problem—and in my view without significant disruption to the 
essential rail freight services presently perfonne<l by that carrier. Without addi- 
tional federal support the Penn Central will cease its existing operations. It Is 
not a viable .sy.stem; and its tnistees concede this. Exhibit D shows the si>aghetti 
In the Northeast: and Exhibits E and F show the extent to which the rail lines 
of the Chessie system, the N&W system and other Northeastern railroads, some 
in reorganization or close to it, duplicate and compete with the lines of the Penn 
Central for the still substantial traffic of the Northeast. 

In my judgment if the I'unn Central ceased to owrato at a pre-determined 
date, the vast preponderance of traffic pre.sently flowing over its lines will flow 
over the lines of these other railroads. Where substantial traffic can only be 
originated or terminated from a Penn Central line, those lines will eitlier be 
purchased or leased by the other carriers involved-niealing in many instances 
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with present lessors of the Penu Central, whose leases ma.v be threateued wltU 
rejection, and in other Instances with the Penn Central estate. I am cimfldeut 
that other railroads—some healthy, some marginal and some in reorganization- 
could and wouhl meet the nation's essential rail service needs at incremental 
costs and with considerable profit from tUe Increased traffic. In this way tlie 
market place will solve the Penn Central problem and avoid the ill-founded fear 
of major disruption to slilpiwrs. Other railroads In reorganization may, as a 
result of the increased revenues accruing to them, be able to reorganize them- 
selves. The healthy Chessie and X&W systems will be strengthened and perhaps 
be induced to complete the task, abandoned in recent years, of structuring a two 
system solution for the Northeast. Such a two system solution will, in turn, im- 
measurably simplify re-adjtLStment of divisions between the Western and South- 
ern roads on the one hund and the Eastern roads on the other and considerabl.v 
simplify rate making in the industry resulting from a reduced number of carriers. 
The foregoing indicates ray pre<lilectlon in favor of the market system and my 
view that federal interventions have tended to compound rather than resolve the 
prolilems of the Northeast. This gives me pause concerning new legislative solu- 
tions for further federal inter\-ention in the Northeast. 

A third path toward the reduction of facilities can be seen in the various efforts 
at private and state governmental levels to achieve consolidation. It is well 
known that a number of the bankrupt railroads have for .someone been at work 
on the problem, discussing various methods of reducing their resi)ective plants 
and consolidating their operations. These efforts have repeive<l effective direction 
from the Hon. William T. Cahill, Govemor of the State of New Jersey. Under 
his impetus the firm of DeLeiiw, Gather has been retained to develop the cost 
benefit relationships to the public and to the several railroad e;<tates in the areas 
outlined in Exhibit G and to recommend the specific coordin.itions of facilities 
and f>i)eration« that should lie effectuftted. Governor Cahill has also taken th** 
initiative to convene a meeting of the other Northeast Gorernors intimafel.v 
involved in the rail crisis and to amwar in these hearings. His approach is essen- 
tially one of the nse of the good offices orf government to prod, advise, indicate 
directions, accommodate eonfiicttng viewv>olnts, and provide, where absolutel.v 
necessary, some financial assistance. This airproach can serve as the model for 
the proper governmental role in the solution of the problem. It would l)e con- 
siderably enhanced if federal funding (particularly for the upgrading of essential 
facilities and construction of new facilities needed for const)iidations) could be 
made available to the Governors involve*! for Judicious disbursement in getting 
the job done. 

What I have said above leaves decisions as to which facilities shall l>e elimi- 
nated and which retaiuetl largely to market forces, management decision and 
negotiation. I believe that Is where the decision ought to be; though I concede 
to an occasional desire for a super-l3o<ly, with overall view, planning and im- 
plementing a co-or«linated rationalization. Such desires are moments of weak- 
ness: for exi)erience has taught me that the vision of individuals is fallible and 
that the decision of such super-l)odies tends to be more subject to political pressure 
than to reason. 

Perhaps I should say a further word about money. If Congress decides to 
take our facilities, the CNJ will oppose liquidation value as the measure of 
the consideration to be paid. AVe believe our alternative opportunities, pro- 
tectefl by the U.S. Constitution, require more. If other railroads are of similar 
mind, the acquisition costs to the government of buying not only the e.ssential 
but also the obsolete lines will be astronomical. Some may complain that our 
national priorities will not permit a diversion of tax monies from welfare pro- 
grams and the cities to the task of shoring up the pre-bankruptcy Investment."? 
in our estates of the Institutions and financial community : and others may 
complain that we are embarking on a first step toward nationalization, ques- 
tioning what ba.sis we have for believing we can improve upon the sorry ex- 
perience of other nations that have gone down that path. As a Trustee of a 
railroad estate in reorganization. I won't complain If the price Is right. But 1 
will comnlaln bitterly If Penn Central be<"omes the special object of your I>ene- 
ftcenee. Massive funding for the Penn Central will require massive funding 
for other roads—both In and out of bankruptcy—to avoid government creatCKl 
competitive disadvantage In the market place. 

Tlius. we see that when If comes to Federal funding. Adam Smith woruld sny 
"give to none": Penn Central woiild sny "srlve to one": nnd your most recent 
legislative proposal would say "give to nil"—though maybe not adequately to 
any. I believe that the tnxnnyer should bear the burden of the provision of 
necessary, though inherently unpi-ofltable inter-dty and commuter passenger 
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services. But freight service need not be onprofltable even In the Northeast; 
and In general I remain skeptical concerning federal Intrusion Into or control 
over those operations. Of course, I "welcome efforts to bring the railroads to a 
parity with competing truclc, air and water modes which have long enjoyed 
more favorable treatment as a result of government policy. Railroads pay for 
the acquisition and maintenance of their right of way and signal systems. The 
other modes do not The recent proposal for the federal purchase and maintenance 
of the right of way Is a step in the right direction—though if adopted it may 
tend to delay the elimination in the market place of unviable competitors. The 
availability of modest amounts of federal funds to be disbursed, by loan or 
otherwise, by the involved state governments in the upgrading of essential rail 
facilities as part of a balanced transportation plan for the respective states In 
question can be an even more important step—if as I expect the states can and 
will co-ordinate their transportation plans on a regional basis. 

The times speak of crises; and legislators tend to believe they must do some- 
thing quickly to solve crises. A decision not to act imaginatively and boldly or 
to postpone such action may in certain circumstances bring the healthiest long- 
range solution. I would hope that in your deliberations you will not sell short 
the potentialities for self-correction inherent in our market system and that the 
products of your labors will facilitate rather than impede such potentialities. 

I appreciate the opportunity you have extended to me to express my views 
and hope that in some small measure I have been able to contribute to your 
consideration of the Northeast rail crisis. 

Thank yon. 

96-474 O—78—pt. 2 21 
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EXHIBIT B 

INCOME ACCOUNT FOR THE MONTH OT DECEMBER 1971 

THE  CENTRAL RAILROAD  COMPANY  OT  NEW JERSEY 

I—Operating income: 
A. Railway Operating Income: 

501—Railway operating revenues  $3, 973, 290 
531—Railway operating expenses     3, 625, 477 

Net revenue from railway operations         347, 813 
532—Railway tax accruals .  -        459,188 

Railway operating income       (Ill, 375) 

B. Rent income: 
504—Rent from locomotives   9, 995 
505—Rent from passenger-train oars     
506—Rent from floating equipment  14, 427 
507—Rent from work equipment  2, 896 
508—Joint facility rent income  44, 222 

Total rent income    71, 540 

C. Rents payable: 
536—Hire of freight cars—Debit balance  390, 228 
537—Rent for locomotives    11, 191 
538—Rent for passenger-train cars    1, 771 
539—Rent for floating equipment         
540—Rent for work equipment  • 1, 117 
541—Joint facility rents..  83,229 

Total rents payable         487, 534 

Net rents       (415,994) 

Net railway operating income   . (527, 369) 

II—Other income: 
510—Miscellaneous rent income.    41, 315 
511—Income from non-operating property  41, 605 
513—Dividend income          
514—Interest income   21, 109 
516—Income from sinking and other reserve funds  24, 37Q 
517—Relase of premiums on funded debt    
519—Miscellaneous income   1, 876 

Total other income          130, 275 

Total income  (397, 094) 

111—Miscellaneous deductions from income: 
543—Miscellaneous rents.   450 
544—Miscellaneous tax accruals          
549—Maintenance of investment organization...  
551—Miscellaneous income charges  63, 462 

Total miscellaneous deductions  63, 912 

Income available for fixed charges  (461, 006) 



656 

EXHIBIT B—Continued 

INCOME ACCXIUNT FOB THE MONTH OF DECEMBEB 1971—Continued 

THE CENTBAL RAILBOAD COMPANY OF NEW JEB8ET—continued 

rV—Fixed charges: 
542—Rent for leased roads and equipment         192, 222 
546—Interest on funded debt—Fixed interest         217, 413 
547—Interest on unfunded debt    
548—Amortization of discount on funded debt   

Total fixed charges         409,635 

Ordinary Net Income (Loss)        (870, 641) 
570—Extraordinary and prior period items (debit)         625, 436 

Net Income (Loss)   (1, 496, 077) 

EXHIBIT C 

INCOME ACCOUNT FOR THE MONTH OF DECEMBER 1972 

THE   CENTRAL  RAILROAD   COMPANY   OF  NEW  JERSEY 

I—Operating income: 
A. Railway operating income: 

501    Railway operating revenues $3,173,907 
531 Railway operating expenses     2,478,354 

Net revenue from railway operations         695, 553 
532 Railway tax accruals          248,667 

Railway operating income           446, 886 

B. Rent income: 
504 Rent from locomotives  3,723 
505 Rent from passenger-train cars        - 
506 Rent from floating equipment  2, 000 
507 Rent from work equipment    (71) 
508 Joint facility rent income  8, 263 

Total rent income   13, 915 

C. Rents payable: 
536 Hire of freight cars— Debit balance  364, 366 
537 Rent for locomotives-  4,029 
538 Rent for passenger-train cars  1, 540 
539 Rent for floating equipment  (1,000) 
540 Rent for work equipment     -  
541 Joint facility rents-  75,304 

Total rents payable  444,229 
Net rents -  (430,314) 

Net railway operating income   16, 572 

II—Other income: 
510 Miscellaneous rent income.   32,012 
511 Income from non-operating property  76, 413 
513 Dividend income    -      
514 Interest income   19,803 
616 Income from sinking and other reserve funds  38,956 
617 Release of premiums on funded debt       
619 Miscellaneous income    75,256 

Total other income         242, 440 

Total income        259,012 
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EXHIBIT B—Continued 

INCOME ACCOUNT FOK THE MONTH OF DECEMBEB 1971—Continued 

THE CENTRAL BAILBOAO COMPANY OF NEW JEB8ET—Continued 

III—Miscellaneous deductions from income: 
543 Miscellaneous rents         
544 Miscellaneous tax accruals   (9,778) 
549    Maintenance of investment organization        
551    Miscellaneous income charges  120,695 

Total miscellaneous deductions          110, 917 

Income available for fixed charges         148, 095 

IV—Fixed charges: 
642    Rent for leased roads and equipment  135 
546 Interest on funded debt—Fixed interest  220, 987 
547 Interest on unfunded debt       
548 Amortization of discount on funded debt       

Total fixed charges        221,122 

Net income after fixed charges (loss)          (73, 027) 
I hereby certify that this is a true copy of the income account of the Central 

Railroad Co. of New Jersey for the month of December 1972. 
BTRON C. CASSEL, 

Comptroller. 
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EXHIBIT II 

SCPPLEMENTAL VEKIFIED STATEMENT OF R. D. TiMPANY, TRUSTEE OF THE PBOPEBTY 

OF   THE  CENTBAL   RAILBOAD   COMPANY   OF   NEW   JEBSEY 

R. D. Timpany, of full age, being duly swom according to law, upon his oath 
deposes and says: 

This Statement supplements my Verified Statement of March 12, 1973. I have 
read with interest the various proposals submitted by private organizations, 
state officials, the ICC and the DOT concerning the Northeast problem and more 
particularly the Penn Central crisis and the threat of disruption it presents. The 
proposals are numerous and varied; and I for one was gratified by the extent of 
recognition of the immediate need to shrinlc the "spaghetti" and of the long- 
range need for facilitating the flow of funds to the task of rehabilitating and 
upgrading the essential plant. There are, however, two points which I believe 
have received inadequate consideration in the public debate. 

The first Is the existence today in the federiil government of emergency leasing 
powers to protect the public against the risks of disruption In the event Penn 
Central ceases to perform its essential rail services and the market system does 
not promptly fill the vacuum and provide alternative service. It should be re- 
called that in January of 1971 Congress, In response to an earlier Penn Central 
crisis, enacted the Emergency Rail Services Act of 1970 authorizing the Secre- 
tary of the Department of Transportation to guaranty trustee's certificates of 
railroads in reorganization which could establish, among other things, the essen- 
tiality of its transportation services to the public welfare and the reasonable 
prospects of becoming self-sustaining. One hundred million dollars of Penn 
Central's trustees' certificates were guaranteed under that statute. Section 3 
(b) (4) of the Act creates federal power "in the event of actual or threatened 
cessation of essential transportation services" to immediately lease such lines 
of the railroad and equipment as may be necessary to provide such services by 
the Secretary of the Department of "Transportation "or his assignee". Judicious 
selection of the lines to be leased for operation can provide the necessary pro- 
tection to the public against disruption from a Penn Central cessation of services. 
Judicious selection as to assignees for operation, such as the Chessie and N&W 
systems, can provide the vehicle for restructuring—permitting such assignees 
to provide the service while they, or others, negotiate with the Penn Central 
estate for the long-range acquisition or lease of the lines in question. Operating 
agreements with the assignees could protect the public treasury. 

This federal power already exists; and it should calm the concerns of those 
who fear major disruption in the event of a cessation of Penn Central's oper- 
ations. The existence of this power should also be taken into consideration when 
viewing the ICC's proposal for the power to lease and restructure contained in 
Title 2 of Its suggested legislation. It may be unwise to have the power in both 
the ICC and the DOT; and I am concerned that the grant of the power to the 
ICC threatens the integrity of its general regulatory and adjudicatory role. 
Proposed Title 2 puts the IOC in the rail business, giving It .sweeping powers 
as to detailed operations and long-range restructuring and the responsibility 
for improving the "bottom line" of the roads to be leased and restructured. Su<4i 
a position clashes with its responsibility to fairly adjudicate controversies before 
it which may affect the lines it leases and other lines as well. Basic notions 
of fair play, and perhaps due process, suggest that the regulator ought not to 
be a participant in the process which it is regulating. 

While proposed Title 2 creates leasing and restructuring power with respect 
to railroads which have not received a guaranty of trustee's certificates xmder 
the Emergency Rail Services Act of 1970, I believe it is questionable whether 
such power should be created. Why .should the stronger banknipt lines, such 
as the EL, which have not even sought a federal guaranty of trustee's certifi- 
cates, be exposed to the risks of a compulsory restructuring that it may not 
desire? On the other hand why should the federal government, and the public 
taxjiaycr, be put in the position of leasing not only the essential facilities but 
also the excess dnplicative facilities of the Penn Central or other carriers which 
cannot sustain the burdens under the Emergency Rail Services Act of estab- 
lishing essentially Or potential viability. In my view such an arrangement will 
not only throw away taxpayer monies but also delay a proi>er and salntory 
resolution of the NorthcB.st problem. 

The second point that I believe has received inadequate consideration Is the 
potentiality for self-correction inherent In our market system. The ICC proposal 
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explicitly assumes that the market cannot do the Job of restructuring—while 
the fact Is that the market generally has not been given a chance to show what 
It can do, i.e., failing companies have rarely been permitted to fail. When given 
a chance in the past, the market has risen to the occasion—witness the NYO&W 
experience or even ONJ's withdrawal from I'ennsylvania. The DOT proposal 
expresses faith in the market but goes on to suggest a federally sponsored new 
entity or entities. If the DOT regulatory reforms are implemented, why shouldn't 
private parties be both motivated and able to structure such new entities without 
such federal endorsement? My concern with the DOT proposal is that the federal 
endorsement will give Inequitable competitive advantage to a new entity result- 
ing In a single-system solution for the Northeast of which the Penn Central would 
be the nucleus. 

It is difficult to quarrel with the theoretical advantages of a super body, with 
overall view, implementing a coordinated rationalization. The problem is that my 
practical experience has demonstrated that, not only do such solutions involve 
unnecessary compulsion and the spring board for further federal instriisions, 
but they also involve decisions made on inadequate Information and institutional 
bias. My point is illustrated by the following observations at page 30 of the IOC 
report concerning the ONJ of which I have personal knowledge: 

The Jersey C«ntral has already had to cease operation over Its lines In 
Pennsylvania. Only prompt action by trustees of the Lehigh Valley, the 
reorganization courts, and the Commission made it possible to continue 
service to the many businesses and communities located on CNJ's lines. Only 
continuing subsidies from the State of New Jersey, provided on the assump- 
tion that the essential railroad service in that state can eventually be suc- 
cessfully restructured, has made it possible for the Jersey Central to keep 
operating at all. 

The above observations concerning CNJ's cessation of Pennsylvania operations 
are largely inaccurate as are the observations concerning the relation between 
New Jersey's continuing subsidies and CNJ's continuing operations. ONJ's with- 
drawal from Pennsylvania was esesntially a result of its own efforts, thwarted 
for substantial periods of time by others, and finally made possible by an order 
of its own Reorganization Court. The State of New jersey's continuing subsidies 
have been neeessar.v—not to CNJ'.s coiitinuerl operation.«—but rather to the con- 
tinuation toy CNJ of uneconomic, though desirable, passenger services. The sub- 
sidies have not and still do not pay for the cost of such service. The effect upon 
CNJ's net income resulting from the abandonment of Its Pennsylvania operations 
and a recent step-up in its passenger subsidy to cover only the historical avoid- 
able costs of passenger operations (and not the full cost of such service) can be 
seen from the following table: 
December 1971  $1, 496,077 
January 1972  1,134, OSl 
February 1972  1, 081, 672 
March 1972  1, 030, 710 
December 1972  ' 73,027 
January 1973  316,189 
February 1973  213, 802 
March 1973  803, 769 

' A prellmlnar.v number; the final number of the month Includln); extraordinary Item* 
was a gain of ;3,182,.<!50. 

If the State of New Jersey pays the full cost of passenger service, as present 
law authorizes It to do, ONJ can be reorganized. 

In my view Washington is too far from the actual facts to provide a forum 
for decLsIon mnkinp 8ui>erior to that provided by our private enteri>ri.'<e system. 
For this reason as well as the others previously mentioned, I i)ersist in the view 
that neither innovative federal .solutions nor mas.slve federal funding are neces- 
sary or desirable to meet the Penn Central crisis. 

JOINT STATEMENT OF THE TRUSTEES AND THE PRESIDENT AND CHIEF ExEcunvK 
OFFICER OF ERIE I/ACKAWANNA RAILWAY COMPANY 

The undersigned, Thomas F. Patton and Ralph S. Tyler, Jr., Trustees of the 
Property of Erie I-ackawanna Railway Company, and Gregory W. Maxwell, 
President and Chief Executive Officer of Erie liickawanna, appreciate this oppor- 
tunity to lay before this Sul)commUtee their views with resi)ect to the railroad 
crisis in the Northeastern Region of the United States. Mr. Patton is the retired 
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Chairman  and  Chief  Executive Officer of Republic Steel   Corporation,  and 
Mr. Tyler is the retired Chairman of the Board of The Lubrizol Corporation. 

You are doubtless aware that Erie Lackawanna filed for reorganization under 
Section 77 of the Bankruptcy Act on June 26, 1972, very shortly after the Agnes 
storms had devastated the lines of the railroad in lower New York and Eastern 
Pennsylvania. 

The undersigned Trustees were Qualified on August 16, 1972. You can see, 
therefore, that we have been on the job for only a limited iwriod of time. We 
have, however, been actively engaged in our work long enough to become quite 
aware of the difficulties which face the railroad industry generally and which, in 
particular, face Erie L<ackawanna and otlier railroads in the Northeast. 

We have also been in office long enough to liecome acquainted with Mr. Max- 
well and the fine management team that supports him in his work of running the 
railroad properly. We have made visits to the field and observed the able i)eople 
working in lower supervisory positions on the railroad and indeed members of 
the rank and file. 

All three of the undersigned want to express our appreciation for the hard 
work that has t)een done by the Department of Transportation, the Interstate 
Commerce Commission, and the Committees of the Senate and House dealing 
with transportation matters. The problems to be faced are of great magnitude 
and are of urgent nature. 

At the outset we would like to point out several factors which characterize the 
reorganization proceedings of Erie lackawanna and wliich indicate that our 
problems are different in essential resi)ects from those which beset I'enn Central 
and the other bankrupt railroads in the Northeast. In that regard, Erie Lacka- 
wanna does not have the problem of shrinking its plant in any major respect. Of 
the 3000 miles of road oi)erated, we have presently applied for abandonment of 
170 miles of branch line, or about 6 percent of the total mileage. This is about all 
we feel is necessary. 

Moreover, we are not burdened with extensive passenger service. Our com- 
muter service in New Jersey is being conducted under a mutually satisfactory 
contract with the State, pursuant to which Erie Lackawanna is made whole in 
resi>ect of •'avoidable costs" of rendering the service. The State furnishes new 
commutation equipment and funds other capital projects related to the service. 

Finally, due to Its revenue generating power and the reorganization court's 
prohibition of the payment of property taxes and interest on funded debt total- 
ing approximately $1.3 million per month, Erie Lackawanna is operating on 
a positive cash flow basis. The Company's cash position has strengthened sub- 
stantially since reorganization commenced. 

The Trustees, their financial adviser, the leading investment banking firm 
of Salomon Brothers, and the management of Erie Lackawanna believe that 
reorganization of the Company is probably feasible within a reasonable period 
of time. 

Turning now to proposed legislative solutions to the problems of the North- 
eastern railroads, we would like to place on the record our ideas as to what 
principles should govern the drafting of legislation in assistance of the rail- 
roads of the Northeast. In that connection, we believe that our problems should 
not be considered as peculiar to the Northeast, because the problems which we 
face are the problems faced generally by the railroads In this country. The 
Northeastern railroads simply are in a more crowded territory intricately laced 
with the Interstate highway system, which has rendered many, many miles of 
railroad right-of-way obsolete. That fact, phis the other burdens which beset 
all railroads, require that our problems be viewed from a nationwide stand- 
point. 

To sum up our views about this problem, we believe that the legislative pro- 
gram to be followed should include : 

(I) A definition of a network of essential rail services In the Northeastern 
region. 

(II) The continuation of a sufficient number of rail systems to provide rea- 
sonable competition within the Northeastern region. 

(iii) The selling off of rail lines not within the m-twork of essential rail 
services with the operations of those lines shut down unless states or localities 
or other interested parties were willing to acquire them and pay for their 
operation. 

(iv) TTie assumption by the federal government of the social costs involved 
in protecting per.<<onnel whose jobs are adversely affected by abandonment, mer- 
gers, and consolidations, or by Increase efficiency. 
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(v) Financial assistance by the federal government accorded to railroads by 
way of loans for capital improvements, provided the parties are satisfied the 
loans will be repaid In full. 

(vl) An amendment of the Railway Labor Act providing for final and bind- 
ing arbitration of labor disputes, which is one of the most important—If not 
the most Important—pieces of legislation vitally needed by the bankrupt rail- 
roads and the other members of the railroad Industry. 

(vli) Regulatory revisions recently proposed by the U.S. Department of 
Transportation Involving principally liberalized and accelerated Interstate Com- 
merce Commission procedures related to rail abandonments, mergers, and 
Intermodal ownership, greater rate-making flexibility, elimination of discrimi- 
natory state and local taxation of rail assets, and amendments to Section 77 
of the Bankruptcy Act. 

We would urge that any legislation be subject to the following guidelines: 
(1) That there 6e no nationalization of railroads. 
If any proof is needed regarding the results of nationflllzation, it Is only 

necessary to point to the latest available results (1971) of the nationalized rail- 
roads listed in Exhibit A. Despite the financial plight of the Northeast railroads, 
all Class I Railroads In the United States managed t» earn a profit of over $300 
million during 1971. 

In contrast, you will note that the 1971 deficits of the nationalized rail systems 
studied ranged from $100 million to a staggering $1.6 billion. More importantly, 
the cost of shipping a ton of freight one mile (revenue per ton mile) is very 
substantially higher on all the nationalized railroads, except the Canadian 
National, than it is In the United States. Nationalizing the American railroads 
or even those in the Northeast would be a fiscal catastrophe. 

(2) That there he at least four raU systems operating railroads in the 
Northeast. 

At the present time, Penn Central Transportation Corporation (PCTC) obvi- 
ously dominates the scene and tends to attract the lion's share of the attention. 
We believe, however, that care should be taken to avoid focusing all of our 
attention on PCJTC and its diflfieulties to the exclusion of the railroads generally 
In the Northeast and, indeed, the railroads of the nation at large. We believe 
that a definition should be made promptly of a network of essential rail services 
in the Northeast. 

Obviously, Norfolk and Western Railway Company and the Chessle System 
are very important factors; and we believe Erie Lackawanna shares in making 
an  important contribution to the economy of this territory. 

It may be that, over the long pull, the Northeast will be served by three major 
systems; but certainly if it is in the public interest (and we think it is) to 
provide sturdy competition within the network, it will be necessary to build 
an axis on EL, the Delaware and Hudson Railway Company (D&H) and Boston 
and Maine Corporation (B&M) in order fully to develop competition In New 
England. This will open up the ports of Boston and Portland to effective com- 
petition. Another axis of EL villl continue to provide competition to the New 
Tork and New Jersey area. 

We believe that the record will show that two important rail systems serving 
New England—PCTC on the one hand, and EL and D&H and B&M on the 
other—will offer the desired competition there and that, at the least, a four 
system rail service west of the Hudson will insure good service for shippers 
in the rest of the Northeast territory. 

We cannot quarrel with the judgment of the Trustees of the Lehlgh Valley 
that their railroad cannot be made a viable economic entity; nor can it con- 
tribute much. If anything, to any other railroad or railroads. The Central of 
New Jersey and the Reading Railroads will, we believe, be Included in one of 
the other systems. 

DOT'S proposal calls for the determination of a "core system," and the ICC's 
proposal in the "Federal Aid Railroad System" (FARS) Is very much like the 
DOT "core" in concept. We suggest that the term "core system" be avoided as it 
conveys the idea of a single system Northeast railroad. 

We believe the term "network of essential rail services" is much more 
appropriate. 

(3) That Federal assistance for capital purposes 6c made available to rail- 
roads hy way of loan rather than grant. 
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We would emphasize our belief that loans to railroads shall be made for 
capital purposes only, and upon the basis of evidence which satisfies the parties 
that the borrower will be able to make repayment in full. 

Clearly much needs to be done to bring the rail plant in the Northeast up to 
a high standard, but it is also desirable that if we believe in private enterprise 
(and we do), we should support the idea of paying our way as we go to the 
Ijest of our ability. We think we shall have that capability if we can strike off 
some of the shackles that have frustrated our efforts in the past. 

(4) TlMt labor protection costs should 6e paid by the Federal Oovemmeni. 
Any legislative action taken should provide for appropriate Labor protection 

and for the Federal payment therefor. This obligation is clearly a "social cost," 
for as the ICC report to the Congress states (see Page 37), "It must also be 
recognized that the Federal government's presence has long been felt at the 
bargaining table and that that presence has been an influence exerted more on 
labor's behalf than otherwise . . . Also, many of the benefits which would be 
owing to a worker in the event of his separation stem from the statutory require- 
ments of the Interstate Commerce Act . . . Thus it would appear clear that at 
least some of the costs of compensating rail employees, should their jobs be 
eliminated, can be laid to a consistent government i)olicy of protection for rail- 
road labor—a policy which is not evident to the same extent in any other field." 

(5) That abandonments of little used facilities be permitted to go forward 
expeditiously. 

VVe have noted both DOT and ICC support this thesis, and it appears that the 
draftsman of S. 1031 has a similar objective. But the mechanisms set up for 
accomplishing the objectives will, we believe, accomplish only inordinate delays. 
We suggest that if it can be shown that revenues properly allocable to the line 
proposed for abandonment are less than the above-the-rail costs; and if alterna- 
tive transportation is available, the presumption should be that the line should 
be abandoned. Therefore, abandonments should be permitted on 60 days' notice 
with the burden placed on any protestant to overcome the suggested presumption 
by presenation of evidence at a hearing or hearings to be held within the 00 
day period. 

In this connection, we believe it eminently wise and fair tliat if a state or local 
government agency or private group insists on continuation of a line proved to 
l>e a "loser"', that entity should be required—ix)ssibly with federal government 
assistance—to pick up the excess costs of operating the line, as suggested by 
DOT and by ICC. 

Alternatively, those entities might well buy the properties from the bankrupt's 
estate and contract with the railroad to operate the road. 

TRUSTEES OF THE PROPERTY or ERIE LACKAWANNA 
RAILWAY COMPANY, DEBTOR, 

THOMAS F. PATTON 
RALPH S. TYLER, Jr. 
GREGORY W. MAXWELL, 

President and Chief Executive Officer. 

EXHIBIT A 

OPERATING STATISTICS OF RAILROADS OF  SELECTED INDUSTRIAL COUNTRIES* 

Table I.—Rail Systems 1971 Profit {Loss) Excluding Subsidies 
UUlionn 

United States fall class I).._ -.  $313 
Canadian Pacific Limited    48 
Canadian National Railways. -     (100) 
Netherlands Railwavs  (111) 
British Railways..."     (219) 
Japanese National Railwaj-s      **(752) 
Italian State Railways   (1, 133) 
French National Railways     (1, 184) 
Gorman Federal Railways     (1, 595) 

•Source: "A Brief Survey of Railroads of Selected Industrial Countries" (Union Pacific 
Railroad Co., April li»73). 

••Includes Oovernment subsidy—amonnt not publlsbed. 
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Table II.—Frtighl Revenuu Per Ton-Mile Exduding Subiidiet, 1971 

Cent* 
Canadian Pacific Limited  1. 3 
Canadian National Railways    1. 5 
United States (all class I)   1. 6 
Japanese National Railways  1. 8 
Netherlands Railways  2. 5 
Italian State Railways...  2. 7 
French National Railways    2. 8 
British Railways      3. 0 
German Federal Railways  4. 6 

STATEMENT OF EDWIN M. WHEELER, PEEBTOENT, THE FEBTILIZEB INSTITUTE 

At the outset, we wish to stress that our industry is dependent upon a viable 
rail transportation system within the Northeast. By virtue of the nature of our 
traffic (large volume and low value) there is simply no acceptable alternative to 
the continued use of rail transportation. Apart from the problems of caiwcity 
and commercial feasibility, the resulting increase in highway congestion, air 
pollution and the shortage of diesel fuel rules out the possibility of substituting 
other modes, such as motor carrier transportation. For this reason, we are 
Inalferably opposed to the Penn Central Trustee's proposal to eliminate approxi- 
mately 9,000 of that railroad's 20,000 miles of track. While we recognize that 
certain branch lines may have outlived their usefulness and must therefore l)e 
done away with on a fairly exi)edited basis, it is inconceivable that the elimina- 
tion of 45% of the Penn Central system comports with the public interest. 

THE  DOT  EEPOBT 

We are similarly opposed to the purported solution to the Northeast Railroad 
crisis advanced by the Department of Transportation. 

First, we strenuously object to the DOT'S cavalier treatment of the difficult 
problem of rail abandonments. 

Without 8i)ecifying precisely what they have in mind, the DOT proposes that 
rail abandonment procedures be liberalized. As justification DOT erroneously 
asserts that: 

"Existing regulatory procedure tends to discourage rail abandonments. Aban-' 
donment cases often entail protracted hearings and too often offer a railroad 
only the prospect of expense and delay. In addition, the standards for the ad- 
judication of these cases lead to uncertaintly and prevent the early settlement 
of issues. As a result, despite the availability to shippers of highway, and, in 
some cases, water and pipeline networks, light density lines continue to operate 
long after they should have been abandoned." [DOT Report at 49, emphasis 
added] 

The actual facts with respect to abandonment cases are as follows: 
(i) of the nearly 1,000 abandonment applications filed by the carriers in the 

last 10 years, the ICC issued orders in 70% of those cases without even holding 
hearings. Within that group orders were issued in two thirds of the cases within 
60 days from time of filing and 8.5% of the requested mileage was eliminated. 

(il) more recently, in 1971, of the 145 cases handled, only 2 were denied. 85% 
of the ca.ses were decided without hearing and had final orders granted within 
6 months from the time of filing. 

In the light of the above facts, one would wonder what is contemplated by the 
DOT other than possibly permitting the carriers to unilaterally halt operations 
whenever it suits their purposes. 

Of far greater importance, however, is DOT's misrepresentation that alterna- 
tive modes of transportation are available. Hundreds of fertilizer retailers are 
absolutely dependent on rail service. There is relatively little trucking of fertili- 
zer materials. Per Exhibit "A" (attached) the states served by Penn Central 
used 9.5 million tons (23% of total for U.S.) of fertilizer material in 1972. The 
substantial majority of this fertilizer was sold by retailers located on rural 
branch lines. Without the distribution of these fertilizer materials, how is thig 
nation going to be able to produce needed food supplies ? 
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Second, the DOT proposal contains features which In our view would severely 
undermine the existing regulatory system to the detriment of both our industry 
and the public. Specifically, we are opposed to: 

(i) DOT'S reliance upon an outmoded concept of the anti-trust laws in con- 
nection with its proposed changes to the practices of the rail bureaus; and 

(11) DOT'S nomination of itself rather than the ICO as the architect of the 
so-called core-rail service. 

Finally, and perhaps most Important, we cannot find within the DOT reiwrt 
any semblance of the "full and comprehensive plan for preservation of essen- 
tial rail transportation service in the northeast section of the nation . . ." which 
Congress requested. In essence, the DOT proposal represents an approach which 
does not depend on the funding of the railroads by the Federal Government. 
Although that approach may be emminently acceptable to the DOT and the 
Office of Management and Budget, It offers no assurance whatsoever that vital 
rail service will be maintained. 

THE ICC BEPOBI 

We believe that the ICC has made a good faith effort at formulating a solu- 
tion to the Northeast railroad crisis. We agree with the basic objectives set 
forth in the Commission's report, as well as the points identified by the Com- 
mission which must be addressed in order to accomplish those objectives. We 
also agree with the Commission's recommendation that there should be at least 
two privately operated, economically viable competitive railroad systems in 
the Northeast. 

We have several specific recommendations with respect to the portions of 
the ICC's legislative proposal dealing with railroad abandonments. We believe 
that additional protection must be afforded shippers in connection with the 
Commission's authority to approve emergency restructuring plans which entail 
the abandonment of rail service. For example, we need substantially more lead- 
time prior to abandonment than the 30 day period proposed by the Commission. 
In addition, we believe that the criteria for determining whether a line should 
be abandoned must be spelled out in much greater detail. As a minimum, we 
consider it imperative that the carriers be required to demonstrate that the 
lines to be abandoned are not meeting out-of-pocket costs. 

A\'e also believe that a more comprehensive plan is nwded witli respect to rail- 
road abandonments than tlmt proposed by the Commission. First, a priority list 
should be prepared b.v the carriers and made public. Industry can then plan for 
alternate transportation where available, or for the orderly closing out of the 
effected facilities. 

A state or regional planning authority should simultaneously be engaged in a 
determination of the impact resulting from the abandonment on the community. 
If it should be determined that a branch or portions thereof must be maintained, 
then the losses incurred should be borne primarily by the public and not the 
carriers. Logically, the federal and local governments and the carriers should all 
contribute, preferably on an equitable basis of interest. In addition, a procedure 
should be establishe<l whereby the Commis.sion could consider arbitrary rates as 
an alternative to abandonment and if all else falls, users of the service should l>e 
afforded the opportunity to purchase the abandoned property with the option of 
establishing a connection with competing lines. 

We do not .support the Commission's position with respect to the 1% trans- 
portation tax. We favor direct federal subsidization for the reason that a national 
waybill tax would be extremely difficult and costly to administer, and would in 
any event l)e absorbed by the general public in the form of higher prices for goods 
and services. 

Respectfully submitted, 
BowiN M. WuEELEB, President. 
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EXHIBIT "A" 

feSTTUZEB   COStBUMPTION   IN   STATES   SERVED  BY   PENN   CENTRAL* 

gl^^g. Tom o) material 
Connecticut         61, 373 
Delaware       118,176 
Illinois    3,148,120 
Indiana 1, 925,100 
Maryland       334,774 
Michigan         »i8,445 
New Jersey      189, 789 
New   York      632, 497 
Ohio 1, 480, 344 
PennsylTania      657, 642 

Total  9,494, 260 
'Commercial Fertlllier Consumption Report, USDA, 1972 (Preliminary). 

STATEMENT OF CARL E. BAGOE, PRESIDENT, NATIONAL COAL ASSOCIATION 

My name is Carl E. Bagge. I am the president of the National Coal Associa- 
tion which represents the major coal producing and coal sales companies of 
the nation. 

On behalf of the coal industry we urge legislation to help maintain a viable 
transportation system which will permit the expeditious, secure, and economi- 
cal movement of America's coal production to the point of ultimate consump- 
tion. Specifically, we wish to reemphasize the interdependence between coal and 
the railroads and to underscore the need for federal assistance to the North- 
eastern railroads, including the Penn Central, Central of New Jersey, Lehigh 
Valley, Reading, Erie Lackawanna and the Boston and Maine. As this commit- 
tee is all to painfully aware, all of these railroads are now in bankruptcy. 

Viewed conceptually, the coal industry is a part of a total energy system which 
begins at the mine and ends at the smokestack. A vital subsystem is the trans- 
portation network tying production to consumption. For it is readily apparent 
that any breakdown in the transportation component must preclude both the con- 
sumption of any commodity—in this case coal—and obviate the development of 
America's most abundant energy resource—coal. 

Of all of the transportation subsystems, the railroads are by far the most sig- 
nificant. In 1971, 355 million tons of coal were originated by rail, 64.3% of the 
total production for that year. 

Indeed, developments in the railroad industry have complemented the efforts 
of coal to remain viable through productivity improvements. Notable among such 
developments has been the unit train. Virtually unknown a scant decade ago, 
unit trains move more than 20% of the coal now going by rail. 

Economies made possible by unit train movement have done much to stabilize 
coal's market share and permit it to move into markets heretofore closed to it 
For e:rample, the next several years will see a unit train movement of coal from 
Wyoming to Texas in the heart of the natural gas producing area. 

But the flow of value is not one-sided. Coal is a vital part of the financial 
structure of the nation's rail system. Coal related rail revenues were $1.3 billion 
in 1971, accounting for 10.7% of total rail revenues for that year. 

Such national totals, of course, understate the Impact of coal on specific rail 
systems. Attached as Appendix I is a table showing coal revenue as a percentage 
of total for selected railroads. This table clearly validates the point under dis- 
cussion. 

In fact, as we shall point out, the loss of coal traflBc is a major if not a com- 
pelling cause of the present Northeast rail crisis. 

But the real Interdependence of coal, the railroads, and the national welfare 
Is best viewed against projected energy demands. 

In 1972 coal production In the U.S. was 590 million tons. By 1985, according 
to estimates by the National Petroleum Council, coal production will exceed 
one billion tons. Much of that tonnage will be in traditional markets, principally 
the electric utilities. Therefore, we can anticipate reliance upon the traditional 
transportation modes, although there may well be major advances in both 
technology and economics. 

96-474 O—78- 
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To produce more than one billion tons of coal in 1986, a capital Investment 
in coal of between $9 billion and $14 billion will be required. New mines will 
have to be opened, thousands of new miners employed, and additional machin- 
ery produced and installed. 

To move this coal, the transportation system will have to be significantly 
expanded. The NPC projection puts the capital requirement for this at $6 billion 
by 1985, a hefty increase, one that will tax the financial capability of rail sys- 
tems to the fullest. 

Along with the rapid increase in demand is the accelerating change in the 
pattern of demand. Coal demand is now largely captive, i.e., dedicated to specific 
customers. New utility plants are invariably tied by contract to one or two mines 
with unit train movement Unking producers and consumers. Careful logistical 
coordination is absolutely essential for both reliability and economic viability. 
Within this envi-ponment, a healthy, progressive and dynamic rail system is an 
absolute necessity. 

The current energy crisis may well add a new dimension to the problems under 
discussion. If any significant oil fired capacity has to be converted to coal, the 
railroads will have to move the bulk of that tonnage. The magnitude of the 
problem Is made clear. NCA estimates that alK)ut 50 million tons of coal would 
be required to replace oil in PAD District I—the East Coast—alone at plants 
formerly consuming coal but now burning oil. 

The President's energy message underscores the need for increased coal con- 
sumption both to insure energy availability and to forestall increasing reliance 
upon uncertain Mid-East sources. Obviously, in the territories served by North- 
east railroads, conversion back to coal would require a sound rail system with 
the ability to move large volumes of coal to consumers now burning oil. 

Turning specifically to the Northeast rail crisis we see the results of atrophy 
on coal movements. 

For example, on Appendix II, we show the loss of coal traflic for the six North- 
east railroads between 1967 and 1972. Obviously, this loss has been a major 
contributing factor to the current financial Insolvency of the roads Involved. 

How important it Is may be gauged by public statements by representatives of 
the Penn Central and the Reading Railroad. 

Charles H. Wolfinger, assistant vice president, coal and ore, of the Penn Central, 
stated In a letter to Senator Henry Jackson on November 29, 1972, the following 
points: 

(1) "The Eastern railroads' loss of the coastal coal market In Penn Central 
territory to import oil and some gas is now depriving them of about $167 million 
annually. Further relaxation of import oU/gas controls to the Interior markets 
would jeopardize Penn Central's reorganization from bankruptcy. Other coal 
hauling railroads would also be seriously affect*^." 

(2) "IJOSS of coal traffic into the Eastern SeatJoard market was one of the major 
contributing factors to the bankruntc.v of Penn Central as well as the Reading, 
Erie Lackawanna, Lehigh Valley an3 Central New .Tersey." 

(3) "Today foreign oil has taken over at least 95% of the indu.strial in.«>titn- 
tlonal and electric utility steam coal market on the Eastern Seaboard from 
Maine to Maryland." 

(4) "The drastic reduction In coal revenues and the high cost of maintaining 
surplus coal lines to protect future development of coal reser\*es, as well as the 
cost of surplus equipment and facilities on stand-by basis, added significantly to 
the railroad's financial problems. Under Penn Central's present plight, it can no 
longer afford to own and maintain this surplus on a stand-by basis . . ." 

(.'>) "In Penn Central's marketlne area, the annual loss of coal traflBc to im- 
ported oil in the six year period 1962-1967 amounted to 7.5 million tons, with 
gas conversion a negligible factor. In the next five year period. 1968—1972, the 
annual loss had grown to 36.6 million tons from imported oil and 4.9 million tons 
from gas, a total of 41.5 million tons or 5.5 times that of the preceding years." 

(6) "After World War II the Penn Central system had about 134,000 hopper 
cars. By 1966, when import oil quotas were relaxed, it had 76,000 cars. At present 
it owns 60.000 hopper cars." 

(7) "If the steam coal goes, the following coal-originating railroads tributary 
to Penn Central will disappear: Plttibirrgh & Shawmut; I^ake Erie Franklin & 
Clarion; Monongahela Railway; Montour Railroad; Algers Winslow and 
Western Railroad." 

The president and chief executive officer of the Reading, C. E. Bertrand re- 
iterated the importance of coal to Northeastern railroads when he testified 
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before the Senate Surface Transportation Subcommittee on March 3, 1973, 
saying: 

"If our freight traffic were to return to 1967 levels in bituminous coal alone 
there would be a 193% increase in our bituminous carloiidings and a $27 million 
improvement in our revenues and we could, in my opinion, easily attain the 
customary income-based reorganization." 

Simply stated, a sustained increase in coal traffic would do much to return 
solvency to the Northeast rail system. To be sure, improved coal loadings will 
not solve the totality of the problem, but will, nonetheless, be a significant step 
in that direction. Indeed, we suggest that without a return of coal in some mag- 
nitude, the dilemma confronting these systems may well be insoluble within the 
parameters of the free enterjirise system and without heavy government subsidy 
under any system. 

Against this background, we would suggest certain steps which will permit an 
increase in coal traffic to the Northeast railroads, particularly the Penn Central, 
the Reading, ahd the Central of New .Tersey. 

First, there must be a determination at the higtiest levels to utilize coal to the 
fullest extent possible. Such a determination would be reflected in several ways. 

For example, as President Nixon suggested, pollution standards should be re- 
laxed to permit the use of higher sulfur coals within the overall constraints im- 
posed by health considerations. It is a real paradox to consider that New Jersey 
utilities are now burning oil with a higher sulfur content than the coal it 
replaced. 

We are not suggesting the abandonment of the primary standards designed to 
protect human health. We are suggesting the use of the regional concept to de- 
termine sulfur levels and the substitution of ambient rather than emission 
standards. 

This action would result in additional shipments on almost all of the railroads 
in question. It would be particularly helpful in coastal areas, in the Mid-Atlantic 
region, especially in Pennsylvania, New Yorli, and almost all of New Jersey. It 
would also do much to provide a competitive alternative to the high-priced foreign 
oil to consumers in those areas. And there would not be any adverse impact on 
human health, given stringent regulatory control and the full range of abatement 
options open to large industrial and utility consumers. 

Energy Imports must be restructured so as to create the proper climate for 
expanded coal production. Currently, the United States is importing one-quarter 
of its oil supply, and many projections indicate that the nation will nearly 
double that dependence on foreign sources by il985. 

This dependence i.s particularly strong on the East Coast, which today relies 
on residual oil imports for more than 90% of its heavy industrial fuel needs, 
and the tide of foreign oil is moving inland. Plants that formerly burned 33 mil- 
lion tons of coal annually have converted to oil, and projections Indicate the 
switchovers to imported oil will cost the coal industry 2 to 3 million tons this 
year. 

Meanwhile, the short-term price allure of oil Imports lia.s been replaced by what 
environmental concern has made a quality appeal—^low sulfur content. For many 
plants, the only available means of meeting new sulfur dioxide emission limits 
was—and still is—to import low .sulfur oil. Neither the coal nor the domestic oil 
readily available to the heavily industrializefi eastern half of the country can 
satisfy stringent air pollution regulations without assuming the burden of high 
cost and technological complexity required to desulfurize either the fuel or the 
stack gases produced by combustion. 

If we cannot realistically roll back oil imiwrts during an energy crisis, at least 
we must keep them under the tightest i)ossibie rein to have any hope of winning 
back our energy independence through the growth of a domestic coal system 
including a healthy rail system. With uncontrolled access to foreign fuels, can we 
really expect the domestic coal and rail indu.stries to exiwnd their ability to meet 
our national energy needs through indigenous resource development? 

We in coal are tied to the railroads. I api;)eared before your committee on 
May 3, 1972, and outlined the position of the bituminous coal industry with 
respect to .several proposals, including financial a.ssistance to the railroads. 
Because of the vital interest of the coal industry in a sound national transporta- 
tion industry, I make this statement on behalf of the Northeastern railroads 
becau«<e the health of the rail system nationwide seems to us to t>e tied to tliat of 
the railroads in question. 
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Plana designed to solve the present dilemma have been advanced by the E>epart- 
ment of Transportation and, after an extensive investigation In Ex Parte No. 298, 
Northeastern Railroad Investigation, toy the Interstate Commerce Commission. 
Several bills have been Introduced by Senators Hartke and Pell and Representa- 
tive Broclc Adams. 

At this time, the coal industry does not endorse any of the specific proposals 
pending before this committee. We do believe that to resolve all of the pnAlems 
now facing the Northeast carriers there is a need for interim government finan- 
cial assistance to aid the social costs involved in abolishing thousands of railroad 
jobs, and some method to shift the financial burden of passenger service away 
from the freight segment of the rail industry. 

A sound national transportation Industry is necessary for the rational develop- 
ment of the nation's coal industry. The efficient movement of bituminous coal, a 
major comjwnent of the nation's energy requirements, depends upon an adequate 
and financially sound transportation industry. 

We urge the committee to approve legislation that will meet the financial 
requirements of the railroads in question, while protecting the Interest of the 
coal Industry and other large shippers who must rely on the carriers for the 
movement of their commodities. 

The question before you—the Northeast rail crisis—is inextricably tied to the 
question of energy. As such, your decision on the Northeast rail crisis will ulti- 
mately touch every person in this country both now and in future generations. 
We urge you to insure the viability of rail transportation of coal in the Northeaa* 
and so structure the rail system there that It will be able to meet any contingency 
in the energy field which it may encounter. 
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APPh^NDIX  I 

a I Rallioadi 

Penn Ccnaal 
Kprfolk C Wcittm 
Clici.if)C3kc C Olilo 

Ba.lJiiio;v & Ohio 
Soiilhc-ni 
]Ujtx.is Central 
|liirIiTiv;trii NorUn-m 
Sc3lonrd Cooit Line 
CliacMictd 

Bcfscmcr C Lftkc Eric 
E^In, Jo'.icl C Ejitror 
Chicrti;o C NorUi Wfiicm 
Dcii\xr b lilo Cniiide Western 

OiU, NUbilt C Oliio 
UiJoH TiciUc 
Pitubut^lt & LiiJtc Eric 

CltlcvP, I^'Uw., SL Pmil C Tac 
Missoiu-i Pccific 
Erlc-I:ir'k.iW.imia 
AtcJiis^in, Topcl.a 6 Sojiu Fc 
CcHii.J il Cco-cia 
Chicago G Eastern UKnoit 
C<'Orf;ia 
CinciniuU, New Otic jnt C Texas Pac 
Chtc3f.o, I'jicU Island & I'acific 
Alattr.ma Great S^nilirm 
St. I.011I1 • Siui Trancifco 
Cenrr.U HU 0/ New J^iscy 
Missouri lllinofi 
Auii Attor 
Detroti, Toledo C boKton 
Lfliigti Valley 
llllnolJ Ti-nnioia 
Dctiolt I Toledo Sliore IJnc 
Misaoitri-Knusu-Tcxsa 
Grand Tniiik Westcni 
Boston C M.iinc 
AU ether Clui I RoaA 

Total 

t^ Co.-'I Carriers ana Revenue Received. 197 - 

*n-.o»»aj«k n( KVt Toia 
Kof 

Ton.!*" 

Re venue - Thou*.ti»d5 of Doll.irs 
«ol Total 1. ol Cojl 

P.rtl!'»?K<' 011«r Toul' Coa! Ton! *"       FrviKht to Tounl 

39,759 40,837 80,596 14.5 $208,596 15.9 81,608,699 I3.C 
M,760 8,2S5 73,015 13.2 263,421 20.4 719,920 37.3 
SO, a? 9,802 «),C«9 10.8 189,291 14.4 440,410 43.0 
«.1«7 1,952 51,119 9.2 107,374 8.2 446,150 24.1 
30,S£3 9,125 39,768 7.2 107,018 8.1 497,347 21.5 
12,0IC 13,628 25,614 4.6 48,000 3.7 410,913 11.7 
23,2SS 492 23,750 4.3 44,996 3.4 350,539 12.8 
20.917 2,324 23,241 4.2 68,568 5.2 913,723 7.5 

> 17,354 17,357 3.1 26,399 2.0 515,676 5.1 
«,e72 7,637 14,309 2.6 20,584 1.6 37,801 54.5 
6.159 5,949 12,103 2.2 15,269 1.2 48,787 31.3 

3 11,243 11,246 2.0 18,089 1.4 95,969 IS. 8 
3,S2D 6,278 9,798 1.8 16,213 1.2 54,475 29.8 
- 9,259 9,2J3 1.7 9,411 0.7 43,015 21.9 

1,020 5.694 8,714 1.6 18,001 1.4 302.0-13 6.0 
<>,796 1,699 6,493 1.5 13,545 I.O 110,171 12.3 
«,718 6,7J8 1.2 6,062 0.5 6,253 96.9 
5,123 952 6,080 1.1 7,153 0.5 107,336 6.7 
2,739 3,342 6,081 1.1 21,736 1.7 673,594 3.2 
2,16S 3,468 5,634 1.0 7,517 0.6 38,968 19.3 
3,0S8 1,979 5,067 0.9 10,408 0.8 292,465 3.6 
4,229 m 5,008 0.9 6,479 0.5 435,751 1.5 

•182 3,S09 4,231 0.8 9,629 0.7 250,930 3.8 
1,411 2,3'16 3.807 0.7 8,448 0.6 777,894 1.1 
- 3,138 3,138 0.6 4,167 0.3 68,5<j2 6.1 

2,352 596 2,948 0.5 5,415 0.4 39,561 13.7 
1 2,659 2,660 0.5 3,671 0.3 12,225 30.0 

919 3,299 4,218 0.8 4,387 0.3 66,109 6.6 
1,479 849 2,328 0.4 3,915 0.3 290,742 1.3 

265 1,971 2,236 0.4 2,464 0.2 46,015 5.4 
2,231 13 2,294  • 0.4 4,233 0.3 213,013 2.0 

1 2,214 2,215 0.4 1,525 0.1 38,370 4.0 
1,709 370 2,079 0.4 1,854 0.1 7,323 25.3 
. 1,864 1,861 0.3 1,366 0.1 10,505 13.0 
- 1,816 1,816 0.3 1,844 0.1 37,171 5.0 

2 1,610 1,612 0.3 2,302 0.2 47,643 4.6 
1,467 1,407 0.3 441 11,709 3.8 

- 1,382 1,382 0.2 1,180 0.1 7,600 15.5 

1,228 25 1,253 a2 1,474 0.1 74,664 2.0 
. 1,242 1,242 0.2 1,697 0.1 82,914 2.0 

1 1,018 1,019   • 0.2 1,809 0.1 64,870 2.8 
1.601 5.210 6,810 1.2 13.153 1.0 1.938.336 0.7 

3H,954 2CP. 159 555^112 100.0      tl,314.837 100.0 S12,217J0^ 10.7 

a -    HM total tonnage for each road Inclitdcs orif;uiating, connecting,  and tctminating tonnages.    ID most cuei, portions of 
tonn-Agc shown fcf oi;c load will abo lie Uidudod in one or more oilier roads, 

b -   Pcrcrnl of Cnjic! Tol.il. 
Kotc:   Htpircj may not iM >f.u' to rranvlioc. . ^ 
Souioci   AsiuciatiOJi of Ati><-rtC3n il:tilroadt. 
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APPENDIX II 

BITUMINOUS COAL HANDLED 1967 AND 1972 

|ln nettonsi 

Railroad 

Total carried 

1967 1972 
DecrraM 
1972-67 

Boston S Maine  1,346,500 
Central of New Jersey  7,617,350 
Erie Lackawanna  5,291,340 
Lehigh Valley  2,253,008 
Penn Central  1109,686,294 
Reading Co  21,191,557 

Total  147,386,049 

(percent) 
1,300,559 -3.4 

572,481 -92.5 
3,389,048 -36.0 
1,754,136 -22.1 

82,495,253 -24.8 
7,878,847 -62.8 

97,390,324 -33.9 

> Includes New York Central. 

Source: ICC Commodity Statistics. 

STATEMENT OP A. E. LEITHEREB, PBESIDENT, THE NATIONAL INDUBTBIAL TRATFIC 
LKAOTTE 

Mr. Chairman, Members of the CJommittee. My name is A. E. Leitherer. I appear 
here on behalf of The National Industrial Traffic League, of which I am Presi- 
went I am also Vice President, Traffic, Allied Mills, Inc., 110 North Wacker 
Drive, Chicago, Illinois 60606. 

I have been actively engaged in the field of traffic and transportation for ap- 
proximately forty years. I have been with my present company for more than 
21 years and have served as its Vice President, Traffic, for the last five years. 

I was elected to serve as President of the League in November of 1972. Prior 
to my election I served a two year term (1968-1970) as Chairman of the League's 
Executive Committee and a two year term (1970—1972) as Vice President of the 
League. 

iDENTrrr AND INTEREST or THE NATIONAL INDUSTRIAL TRAFFIC LEAAUE 

The National Industrial Traffic League (which I shall sometimes refer to as 
the Leagn^e) is a voluntary organization of shippers, shippers' associations, 
boards of trade, chambers of commerce, and other entities concerned with rates, 
traffic and transportation services of all carrier modes. The League is dedicated 
(1) to the attainment and preservation of an adequate and efficient national 
transportation system, privately owned and operated, and (2) to the protection 
of the shippers' interests in the field of transportation. The League has been in 
continuous existence for over sixty-five years and throughout that time it has 
concerned itself with substantial issues affecting transportation both before the 
Congress and the federal regulatory agencies. 

Representatives of the League, concerned with national transportation prob- 
lems, over the years have appeared before the committees of the Congress in an 
effort to contribute to a proper solution to the problems. We hope that the posi- 
tions expressed by the League have been helpful. 

The transportation industry in this country is now at a juncture. There is an 
obvious extreme critical situation in the Northeast. There are grave problems 
with respect to transportation elsewhere in the country. It is the firm conviction 
of the League that we must now face up to these difficult questions; to subject 
them to a searching analysis and; in the national interest, to seek and achieve 
fundamental and lasting solutions. The time has come "to bite the bullet." 

PRIOR   ANALYSIS   BY   THE   LEAGUE 

As I have earlier suggested the League has been continually analyzing and 
seeking solutions to the growing transportation problem, including the need for 
legislation to resolve those problems. To that end, early in the present Congress 
in February of 1973, the League prepared and distributed to members of your 
Committee and others a document which I am attaching for ready reference as 
Appendix A entitled "Position Paper Of The National Industrial Traffic League 
On Surface Transportation Legislation". 
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At this time, on behalf of the League I wish to address myself to specific issues 
with respect to prospective legislation now before your Subcommittee. While my 
comments will be directed primarily to the northeastern railroad, they also 
pertain to the national transportation problem. 

In the League's view, as critical as is the northeastern railroad problem, It 
cannot and should not be treated separately and apart from the rail transporta- 
tion problems facing the Nation as a whole. The League indicated in its Position 
Paper referred to above that: 

"If a single bill is introduced to implement the suggestions of the Administra- 
tion, the surface transportation modes, the regulatory agencies, and the users 
(including the League) it should include basic provisions pertaining to: (1), 
financial assistance; (2) regulatory reform; (3) improvement in service—all 
modes; and (4) overall improvement to the purchaser of transportation service— 
the consumer. Improvement in carrier ratemaking activities and entry-exit pro- 
cedures should not be omitted from a cohesive bill and left to be considered 
separately during the 93rd Congress or by another Congress." 

The above still represents the oflSclal position of the League. A regulatory 
reform package should include financial assistance for railroads. 

We must start on a solution soon and if the "first step" is in the Northeast, 
it must be followed up with additional steps for the Nation as a whole. 

As earlier suggested in a very real sense the members of the League comprise 
practically every type of industrial and commercial enterprise in the country, 
utilizing all modes of transportation. They are substantial users of railroad 
service. Highly qualified transportation executives serve on the League's com- 
mittees and are active in its deliberations. Over the years the League has enun« 
elated key Transportation Policies directly bearing upon critical transportation 
problems, looking to their solution. They are pertinent to the subject matters 
before this Subcommittee. 

NATIOWALKATIOW   OT   THE   BAILB0AD8 

A basic and widely asked question is whether the railroads in financial diffi- 
culty In the Northeast should be nationalized or whether private ownership 
should be retained. 

The railroads should not be nationalized. Private ownership should be retained 
and, as indicated in Its transportation policy A-1, the League is of the firm 
conviction that "under the American plan of private enterprise, a transportation 
system privately owned and operated can best serve the public and meet the needs 
of the commerce of the United States." 

It is the League's position that Government ownership should not be utilized 
when privately owned and operated railroad facilities are adequate and available. 
This is stressed in our policy A-2 which provides : 

"Oovemment Otonerthip or Operation of Trantportation Facilities, (a) The 
Federal Government should not engage in the transportation business when 
privately owned and operated facilities are adequate and will be made available." 

RESTRUCTUBINO  OF THE  N0RTHEA8TEBN  RAILROADS 

At this point the League recognizes the critical .situation confronting the rail- 
roads in the Northeast. It seems clear that there must be a restructuring of the 
bankrupt railroads in the Northeast. If this is undertaken, basic questions arise. 
How many rail systems should evolve? WTiat is to happen to the non-bankrupt 
railroads? How much of the present rail service should be curtailed? What is to 
be done about displaced labor, shippers, communities and regions adversely 
affected? 

Transportation Policies of the Leagtie, in our view, are pertinent to these 
questions. 

First, the League wishes to stress emphatically the need, so far as possible, for 
placing responsibility for solution.s of the problem upon carrier management. In 
this connection I cite our policy A-4 ns follows: 

"Renponxihilitu and Freedom of Carrier Management. There should be the 
greatest degree of responsibility upon, and freedom of, carrier management in 
providing the public with the tran.sportatlon service which it needs. Reg\ilatlon 
should be limited to that reasonably neces.sary in the public interest and should 
not encroach upon the proper sphere of managerial discretion and responsibility 
either in the field of traffic or actual physical operation." 
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I would note in connection witli Implementing the foregoing that the Leegue's 
Position Paper (Appendix A hereto) has set forth our views calling for changes 
in the present regulatory laws. 

In the light of the number of bankrupt carriers in the northeastern quadrant 
of the Nation, the matter of consolidations and mergers is pertinent to the sub- 
ject of restructuring of such railroads. I/eague transportation policy B-19 on this 
subject is as follows: 

"Consolidations and Mergers. The League favors soundly conceived mergers 
and consolidations between carriers of the same type which will tend to 
strengthen the transportation industry, produce improved service at reduced co.st, 
establish or continue adequate competition in transportation service and 1>e 
consistent with the long-range public interest in the maintenance of an adequate 
common carrier system. Such consolidations should be on a voluntary basis and 
accomplished under existing statutes, such as. Section 5, Part I, Interstate Com- 
merce Act, in the case of .surface carriers. (The use of the words 'of the same 
type' is not to be talten to indicate either approval or disapproval of the prin- 
ciple of common ownership). Furthermore the goals of carrier regulation and the 
public interest are best served by the Commission deciding each application pro- 
ceeding upon its own merits and the record presented as expeditioiwly as pos- 
sible consistent with orderly procedure, and that under only the most compelling 
circumstances should any decision, particularly relative to merger or control 
of rail carriers, be delayed on account of the tendency of other similar proceed- 
ings involving other carriers." 

'Policy B-8 is directly related to policy B-19and follows: 
"Common Ownership or Coordination. Carriers should be permitted and encour- 

aged to coordinate their .services within a single field and between different fields 
to the end that each carrier will transport the traflJc and perform for the public 
the service for which it Is best adapted. 

"Except as provided in Policy J-d(b),' it should be permissive by law for one 
form of transportation, through ownership or contractual arrangements, to 
operate other forms of transportation for the purpose of providing a complete 
transportation service for the public. Such arrangements should be subject to a 
requirement that they must not unduly restrict competition. 

"No proposed acquisition of ownership or coordination should be denied solely 
on the ground that the carriers are In different fields as rail and motor, rail and 
water, motor and water. It is highly essential, however, that the statute require 
the maintenance of competition and preserve the Commission's power to impose 
restrictions to Insrure such competition. The statute should qualify this power by 
providing it shall not be exercised 'unless and to the extent that the Commission 
finds, on the evidence after hearings, that such denial, terms, conditions, or 
limitations are necessary to prevent undue restraint of competition."" 

The foregoing transportation policies contemplate the management and op- 
eration of the rail carriers as viable business enterprises. I recognize that we 
must face the fact that some of these railroads are now in bankruptcy proceed- 
ings and others throughout the Nation may well be In serious financial difllculty. 

Specifically discussing the northeastern situation, it seems to the League that 
it will be necessary to effect a restructuring of the railroads in the Northeast. 

It is obvious that the present rail transportation system does not adequately 
meet the needs of the shipping public. Shippers cannot continue to support a 
deteriorating system. Tliere must be a restructuring and it must be done before 
there is additional deterioration. 

THE NEED FOR AN EXPEBT BODT WITH FINAL ArTHOWTY AS TO RESTRUCTUBINO OF 
THE  RAILROADS 

The League does not underestimate the magnitude of this railroad restructur- 
ing problem. The solution of that problem should be undertaken by an impartial, 
knowledgeable, expert, politically independent, and practical body, designated by 
this Congress to study this northeastern rail situation and within a reasonable 
and not unduly protracted period of time to present a binding proposal for re- 
structuring the northeastern railroads. We would expect that such a body so 
charged would avail it.self of all sources which would shed light on a proper 
solution. 

' For ready reference J-1 (b) Is ns follows : "Reirnlated freight forwarders should not be 
allowed to control underl.vlng carriers of any classification (rail, motor, or otherwise) by 
ownership, oi>eratlnK control, or any other device by which control may be accomplished. 
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It would be the hope and expectation of the teague that the ultimate re- 
structuring plan of this expert body would meet an objective long sought by the ' 
League: "to provide for and develop, under tlie free enterprise system of dynamic 
competition, a strong, efficient and financially sound national transportation in- 
dustry by water, highway, and rail, as well as other means, which will at all 
times, remain fully adequate for national defense, the postal service, and 
commerce." 

I would particularly emphasiise the view of the League that any such re- 
structuring should aim to meet the needs of the freight shippers of the country. 
I refer here both to present needs and to identifiable imtential needs. The League 
would urge that the expert body proceed to its ultimate determination as ex- 
pedltiously as possible, consistent with orderly procedure. I would especially 
emphasize that the restructuring and related arrangements as determined by 
the expert l>ody should be final. Delays in facing up to this problem have already 
exacted a heavy toll. It is imperative that a final solution be selected and l>e 
implemented without delay. 

CONTINUATION   OF   ESSENTIAL   RAIL   8EBVICES;   ELIMINATION   OF   UNNECES8ABT 
RAIL  SEBVICES 

The League visualizes that this expert body will ultimately provide for a 
restructured railroad system genuinely meeting the essential needs of the ship- 
ping public. This presents a question as to the disposition of remaining rail 
service. Such remaining rail service, in the League's view, should be offered to 
shippers, to states, to communities, to other railroads or to other private ipartles 
so that alternate provisions can be made for continuation of those particular 
services. 

Some services may not be sought by other railroads, by governmental bodies, 
by 8hii^)ers, etc. As to such residue of railroad services, under appropriate criteria 
the Interstate Commerce Commission should be authorized and empowered to 
provide for orderly and expeditious suspension of service and/or outright aban- 
donment of track. More specifically, such authority vested in the I.C.C. should 
include criteria whereby certain railroad operations may be suspended but 
where abandonment of track will not be permitted where there is identifiable, 
substantial potential need. Such criteria should also provide for adequate notice 
to the shipping public, for the receipt of evidence from shippers and other inter- 
ested i)arties, and for final action upon such applications by the Commission 
within a period of four months from the completion of service of notice to the 
public. The League has In mind, of course, that the Commission would be carrying 
out these responsibilities pursuant to specific mandate of the Congress. 

PKOVISION FOR AFFECTED LABOR 

The League recognizes that such a program of restructuring the bankrupt 
northeastern railroads will present a problem of di-splacetl labor and the pos.slble 
need for retraining of such jjersonnel. We would empha.slze that the expert body 
charged with bringing about the restructuring should not allow the problem of 
displaced labor, or the problem of retraining such personnel, to obstruct achieving 
the desired restructured railroad system. Tlio.se costs associated with displace- 
ment and/or retraining of personnel, occasioned by this restructuring, that can- 
not be met from the funds ultimately available from the bankrupt estates of the 
carriers, should be deemed social in nature and be borne by the federal govern- 
ment. The League would contemplate that any such program would be the respon- 
sibility of the U.S. Department of Labor. We might al.so suggest Congress can 
make an added contribution to the solution of this problem by amending the 
Railroad Retirement Act to provide for a reduction In the mandatory retirement 
age. 

The subject of crew consist comes to mind. In this connection the views of the 
League apply either to railroads within the restructured system or to the non- 
bankrupt railroads. It is embodied in transportation jwllcy B-14 as follows: 

"Make-Work Rules: It is the policy of The National Industrial Traffic League 
that all archaic work rules which are Inconsistent with modem operating prac- 
tices or with sound economic conditions in transportation should be eliminated; 
the League favors fair and flexible work rules which are in harmony with 
modern, economical transportation methods." 
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KAIL   PASSENGER   OPERATIONS 

A partial solntion to the crisis Is to determine whether Intercity and commnter 
passenger traflBc should be consolidated and whether so-called "people-moving" 
problems should be separated from problems pertaining to freight traffic. 

The League does not have any specific policy on the question of whether Inter- 
city and commuter passenger traffic should be consolidated. The League does 
endorse the principle that commuter and intercity service should be self-support- 
ing and If it Is not self-supporting it should be publicly subsidized. 

Turning to the balance of the question the League Is of the strong view that 
so-called "people-moving" problems should be separated from those problems 
pertaining to freight traffic. The League is emphatic In its views l>otb in Its 
policy A-2 and D-1 that: 

"Passenger service if required in the public Interest should be paid by the 
public and not by freight shippers." 

It has come to the League's attention that some railroads providing passenger 
service, under contracts wltli governmental authorities, take the position that 
they are not being fully compensated for such passenger service. In the case of 
passenger service contracted for by governmental agencies it is the League's 
view that the railroads should be adequately compensated for such passenger 
service. This immediately presents the related question of how the matter will 
be resolved where there is disagreement between the contracting railroads and 
the governmental authorities. In our view the Interstate Clommerce Commission 
should be vested -with necessary final authority to settle such disputes between 
the railroads and the various governmental authorities with whom they have 
contracts governing passenger service. Any doubts on this Issue should be 
removed. 

SHOULD   THERE   BE   FINANCIAL   PARTICIPATION   BY   THE   FEDERAL   GOVERNMENT! 

The next question is whether there should be government financial participa- 
tion in solving the northeastern railroad problems and If so, how, and in what 
areas. 

Directly related to this is the question of how much and what kind of federal 
overview of operations should be established, if there is to be government finan- 
cial participation. At this juncture I want again to stress the fact, pointed out 
earlier, that the League favors the conduct of railroad operations under private 
enterprise and favors reliance upon carrier management as far as possible to 
solve the transportation problem. 

The League is mindful of the basic approach suggested by the U.S. Department 
of Transportation which would contemplate reliance, as far as possible, upon 
private capital for achieving solution of the transportation problem in the North- 
east (and presumably elsewhere In the country). The League does not feel it is 
In a position to state at this time whether the nece.ssary funds to meet this criti- 
cal financial situation of the bankrupt northeastern rail carriers can be met by 
private funds alone. I do want to make It dear, however, that the alternative of 
private capital should not simply be brushed aside, but should be carefully 
explored, even as a partial solution. 

It Is the view held in many circles that during the immediate future, possibly 
up to a year, the bankrupt railroads in the Northeast, in order to survive, will Ite 
absolutely dependent upon the infusion of additional fund.*, aside from those 
derived from normal private sources. If this should prove to be the case It is the 
view of the League that this should be accomplished, as far as po.ssil)le, through 
the U.S. Government guarantee of private loans rather than through outright 
subsidy. We do not mean tliat there would be anything automatic al)out this 
program. There may well be some carriers where the purgative effect of a bank- 
ruptcy proceeding may well be iieces.sary. On the other hand, we are mindful tliat 
there are railroads now before Bankruptcy Courts where outside funds appear 
absolutely necessary. 

The League is also suggesting that any Government guarantee of such loans 
should be carried out on an Informed, intelligent and realistic )>asls. It will, of 
course, be necessary to establish appropriate criteria to determine when, as, and 
If the Government will guarantee particular loans. It would seem to us that such 
a program could be entrusted to the U.S. Department of Transportaticm acting 
under the guidelines enunciated by the Congress. 
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While my comments relate primarily to the railroads In the northeastern quad- 
rant of the country, the League Is mindful that the problem may well not be 
limited to carriers In that geographical area alone. Thus, the right to apply for 
such Government guarantee of loans should be available to railroads wherever 
they are located throughout the country with the provision that they must meet 
the pertinent criteria for receiving such a guaranteed loan. 

I have talked primarily about the interim period while the program to effect a 
restructuring of the railroads goes forward. At this point I do not mean to rule 
out the possibility of comparable financial assistance by way of guaranteed loans 
once the restructuring does take place. 

I want to make it clear that the League recognizes that guaranteed loans 
under the conditions which I have outlined are not the final and full answer 
to this problem, by any means. Undoubtedly there are and will be situations 
where the guaranteed loan approach would not meet the need. This may well 
be the case for example with respect to the necessity for substantial upgrading 
of railroad track in the Northeast and elsewhere. The League is continuing to 
give intensive consideration to this matter. The League has policies relating 
to user charges (D-4), opposition to subsidies to carriers except during the 
development period (D^l), etc. The League Is mindful of suggestions that 
needed additional funds, over and above the guaranteed loan program, be de- 
rived from a 1% waybill tax or that these additional funds be provided from the 
general revenues of the Treasury. At this precise time the League is not taking 
any final position with respect to these or other alternatives. We merely wish 
to emphasize that the League is aware of this particular problem and is con- 
tinuing to give it Intensive study. 

MODEBNIZATION OF THE BANKBVPTCnT LAWS 

Observing the current situation of the railroads in the Northeast it Is increas- 
ingly apparent to the League that the bankruptcy laws must be modernized to 
meet the present situation. Because of the technical nature of such laws, at this 
time the League will not propose specific amendments. We would point out, 
however, the desirability of enabling the bankruptcy courts, in the Interest of 
efiJcient and viable railroad service, to make appropriate adjustments In exist- 
ing labor agreements particularly with respect to work rules, work forces and 
other conditions of employment. 

As this Subcommittee knows, there are various bankruptcy court proceedings 
under way at present in the Northeast. In our view the bankruptcy laws should 
be amended to provide additional authority for coordination of these individual 
bankruptcy court actions in appropriate circumstances. The League thinks that 
coordination of the various railroad bankrupt estates, before a single court, 
would contribute substantially to the achievement of improved railroad service 
for the benefit of all concerned, including the shipping public. 

CONCLUSION 

I want to close on the note on which I began this Statement. The effort should 
be constant and vigorous to continue operation of the Nation's railroads as pri- 
vate enterprises. This will necessarily require able, creative and eflScient carrier 
management to meet and to solve the challenging problems confronting the Na- 
tion's railroads. 

The ultimate aim to which the League directs Its efforts is insuring the de- 
velopment and preservation of national transportation service, adequate at all 
times to meet economically and eflSclently the full needs of the commerce of the 
United States. 

We hope the suggestions the League has presented will be helpful to this Sub- 
committee and to the Congress in your commendable efforts directed to achieving 
a sound, fundamental, and lasting solution to the railroad problem in the North- 
east and elsewhere throughout the Nation. 

In behalf of the members of The National Industrial TraflJc League, I wish 
to express our thanks for this opportunity to present our views on this very vital 
and complex subject. 
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Appendix A 

POSITION PAPER or 
THE NATIONAL INDUSTRIAL TRAFFIC LEAGUE 
ON SURFACE TRANSPORTATION LEGISLATION 

In all probability, the 93rd Congress will give early considera- 
tion to transportation legislation.  On behalf of The National 
Industrial Traffic League, I would like to submit the following 
policy positions on subjects that might be considered by the Congress 
in drafting cohesive transportation legislation. 

The National Industrial Traffic League is a voluntary organization 
of shippers, shippers' associations, boards of trade, chambers of 
commerce, and other entities concerned with rates, traffic and 
tremsportation services of all carrier modes.  The League is dedicated 
(1) to the attainment and preservation of an adequate and efficient 
national transportation system, privately owned and operated, and (2) 
to the protection of the shippers' interests in tremsportation problems. 

If a single bill is introduced to implement the suggestions of 
the Administration, the surface transportation modes, the regulatory 
agencies, and the users (including the League) it should include basic 
provisions pertaining to:  (1) financial assistance; (2) regulatory 
reform; (3) improvement in service—all modes; and (4) overall improve- 
ment to the purchaser of transportation service—the consumer. 
Improvement in carrier ratemaking activities juid entry-exit procedures 
should not be omitted from a cohesive bill imd left to be Considered 
separately during the 93rd Congress or by another Congress. 

Hopefully, the following positions will be helpful in your 
consideration of meaningful and beneficial legislation.  As the nucleus 
for the League's position paper, we would like to use, for convenience 
only, the format of H.R. 16281 (92nd Congress), a bill to restore and 
maintain a healthy treuispottation system, to provide financial 
assistance, to improve competitive equity among surface transportation 
modes, to improve the process of government regulation, and for other 
purposes.  Reference will be made to similar provisions in S. 2362, 
S. 2841 or S. 2842. 

FINANCIAL ASSISTANCE TO SURFACE 
TRANSPORTATION COMPANIES 

Three basic elements were included in Title I of H.R. 1S281, 
i.e., (1) esteUilishment of a revenue financing division in DOT with 
power to provide $2-billlon in loan guarantees for other than rail- 
road rolling stock; (2) establishment of a railroad equipment 
obligation insurance fund under DOT—with provision for loan guarantees 
of $3-billion for railroad rolling stock; emd (3) a $35-million 
appropriation for the development of a rolling stock scheduling and 
control system.  Similar provisions were in Title I of S. 2362 and 
S. 2841. 

The League generally supports the above provisions relating to 
financial assistance for railroads but strongly recomnends that any 
assistance be temporary in nature, that it be part of a package which 
would include regulatory reform, and that financial assistance be of 
a gu2u:antee nature rather than direct loans. 
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DISCRIMINATORY STATE TAXATION 

Title II of H.R. 16281 would amend the Interstate Commerce Act 
so as to restrain discriminatory state taxation of carrier property 
if it exceeded certain guidelines.  A related provision was in 
Title II of both S. 2362 and S. 2841. 

The League supports removal of discriminatory property taxation 
by the various states of property of interstate carriers. At the sane 
time, safeguards or guidelines should be included in any new legis- 
lation so that the property tax rate for the carriers would not be 
lower than the tax rate generally applicable to commercial and indus- 
trial property in the taxing district.  In other words, the carriers 
should not be preferred to the point where they would be paying a 
lower tax rate than commercial or industrial companies. 

Inclusion of this proposal in an overall cohesive transportation 
package should be conditioned on broadening the format of the package 
to include more regulatory modernization. 

ABANDONMENT PROCEDURES 

Title III of H.R. 16281 sets forth expedited procedures for 
abandonment of non-productive railroad facilities.  Title III of both 
S. 2362 and S. 2842 proposed similar procedures.  Included in the 
proposed procedures are (1) a 90-day notice to the public; (2) 
advertising in local newspapers; and (3) notice to all shippers and 
receivers who have used the line in the preceding 18 months.  This 
section also requires a railroad to diagram its system and show those 
lines on which less than 35 carloads per mile originated or terminated 
during the prior calendar year. 

The League favors the principle of new abandonment procedures. 
It is extremely difficult, however, to establish equitable guidelines 
that would adequately protect the interests of all shippers, receivers, 
and/or communities.  Basically, however, it is the League's position 
that the railroads should give notice of the eUsandonment application 
to anyone who has used the involved track aa  either a consignor or a 
consignee at an origin or destination on the involved track during 
the 18 months prior to notice to abandon.  Also, there should be 
provision for at least 4 5 days notice to the Interstate Commerce 
Commission; the burden of proof in support of abemdonment should be 
borne by the railroad; and no certificate to abandon would be issued 
until adequate proof has been submitted or unless satisfactory alter- 
nate rail service has been arranged. 

Congress, in its deliberations on this proposal, should weigh 
the submittals of those shippers, receivers and/or communities that 
would be directly involved as a result of rail abandonment procedures. 

Here again, the League considers any provision for abzmdonment 
of nonproductive rail facilities should also include as a package a 
proposal that would permit expansion of motor and water carrier 
services. 
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NEW SERVICE 

The League's basic policy on new service Is that a motor carrier 
(common or contract) shall not be denied a certificate of public con- 
venience and necessity on the grounds that the certification would 
divert business from any existing ceu:rler. What the League favors 
would be a new test established for public convenience and necessity. 
A certification would be made if there was not a diminution of the 
total quantity and quality of service then enjoyed by the shipping 
public. 

The new test, for public convenience and necessity, should ba 
restricted for two years following the enactment of any legislation 
to already existing certificated motor carriers. 

The League also believes that certificated motor carriers should 
be permitted to eliminate limitations and restrictions in their 
present certificates and permits.  These restrictions pertain to 
cormodities carried, points served, etc. 

These new service provisions should also extend to the regulated 
water carrier Industry.  The ICC should be directed to administer all 
provisions of the Interstate Commerce Act so as to achieve the 
objective of less restricted and more efficient service.  Also, the 
railroads should be permitted to become certificated truckers if it 
is in their Interest to move freight by truck rather than by rail 
between points served by the railroad and to do so without key point 
restrictions.  As part of the justification for issuing new certifi- 
cates of public convenience and necessity, the ICC should consider 
cost and rate information submitted by the proponent. 

The Inclusion of provisions for expansion of carrier service 
would make  a proposed Surface Transportation Act more cohesive.  It 
would appear that a separate proposal for expansion of motor carrier 
service would have little chance if not tied In with other proposals. 

PRICING OF CARRIER SERVICES 

Title IV of H.R. 16281 contains provisions relating to competi- 
tive equity.  The League opposes the section relating to development 
and Implementation of interim rate adjustments and the section 
relating to report filing and rate publication extension to water 
transport of dry bulk commodities.  In principle. League policies 
would support those sections relating to (1) establishment of minimum 
coK^ensatory rates by carriers and (2) development and Implementation 
of adequate revenue levels by carriers. 

Legislation containing sections on competitive equity or rate 
reform should also be coupled with provisions for improving the 
practices and procedures of Section Sa rate bureaus.  The League's 
position on rate bureaus is detailed later in this position paper. 

The League has adopted specific policies dealing with rate 
matters.  In general, the League supports proposals by carrier 
managements as to new methods or techniques of ratemaking which lend 
promise of improvement of carrier revenues and of increasing or 
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preserving the traffic of the carriers proposing them when there are 
substantial benefits to the shipping public.  As an alternative to 
existing sections of Title IV of the H.R. 16281 version of the Surface 
Transportation Act, the League suggests implementation of the 
following League policy: 

"Rates for each carrier or mode of transportation 
should be at the lowest level consistent with a fair 
return to the carriers necessary to provide the pxiblic 
with adequate and efficient transportation service, etnd 
should reflect the cost advantages each has to offer so 
that in every case the public may exercise its choice 
in the light of the particular task to be performed. 
In determining whether a rate is lower than a reasonable 
minimum rate, consideration must be given to the facts 
and circumsteuices attending the movement of traffic by 
the carrier or carriers to which the rate is applicable, 
and no rate shall be held up to a particular level in 
order to preserve the rate structure, traffic or revenue 
of some other carrier or mode of transportation." 

To implement this policy, the following legislative language is 
suggested: 

"In the exercise of its power to prescribe just and 
reasonable rates the Commission shall give due consider- 
ation, among other factors, to the effect of rates on the 
movement of traffic by the carrier or carriers for which 
the rates are prescribed; to the need, in the public 
interest, of adequate and efficient transportation service 
at the lowest cost consistent with the furnishing of such 
service; and to the need of revenues sufficient to enable 
the carriers, under honest, economical, and efficient 
management, to provide such service. 

"In a proceeding involving competition between carriers 
of different modes of transportation subject to this act, 
the Commission, in determining whether a rate is lower than 
a reasonable minimum rate, shall consider the facts euid 
circumstances attending the movement of the traffic by the 
carrier or carriers to which the rate is applicable.  Rates 
of a carrier shall not be held up to a particular level to 
protect the traffic of any other mode of transportation. 
Each form of transportation shall have the opportunity to 
make rates reflecting the different cost advantages each 
has to offer so that in every case the public may exercise 
its choice, in the light of the peurticular transportation 
task to be performed." 

The League also has a policy on maximum emd minimum rates and 
that policy provides for limiting the power of the ICC to prescribing 
just and reasonable maximum rates and minimum rates which shall not 
be less than compensatory for the service performed, i.e., which fail 
to cover the directly ascertainable costs of performing the service. 
The requirements of Section 1 of the Interstate Commerce Act under 
which carriers are required to establish and maintain just euid 
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reasonable rates, fares and charges, should be continued.  Section IS 
should be amended, however, to limit the rate prescription power of 
the Commission to prescribing maximum zeaaonable  rates and minimum 
reasonable rates except that in unusual proceedings whereby reason 
of special circumstances it becomes necessary to prescribe the exact 
basis for compliance with its finding, the Commission may prescribe 
the precise rates. 

RATE BUREAUS 

Title V covers modernization of Section 5a rate bureaus and 
includes sections on (1) disposition of rates by bureaus; (2) single- 
line rates (railroads only); (3) study of rate bureaus; and (4) 
Independent actions.  The League, of course, supports these various 
sections but is of the opinion that they should be tied in with other 
Section 5a reforms as outlined below. 

The League believes that Section 5a of the Interstate Commerce 
Act should be amended with respect to all carriers so that it can no 
longer be applied to inhibit competition and retard the establishment 
of rate and service improvements which individual caorriers may 
consider appropriate.  There are definite advantages to the rate 
bureau operations permitted by Section 5a and this section of the Act 
should be preserved subject to some very important modifications. 

Among other things, the League feels that all proposals as to 
rates, charges and related rules should be originated by carrier 
members, not by rate bureau employees, in strict accordance with the 
ICC approved rate procedures, and under no circumstances should an 
employee board be delegated with the power of final determination or 
with any policy setting or rate originating prerogatives. The League 
also believes that ratemaking procedures should be orderly and 
guarantee all shippers and interested parties the right to (1) submit 
proposals for consideration; (2) receive adequate notice of proposals 
and dispositions; (3) appear before rate bureau rate groups and 
express views; and (4) appeal unfavorable determinations.  First and 
foremost should be the fact that individual carriers be completely 
free to exercise the right to independent action. 

The League suggests that Section 5a should be amended so that 
(a) A carrier is no longer accorded anti-trust immunity to discuss 
collectively with other carriers individual single-line rates where 
the carrier serves both the origin and destination; (b) Carriers are 
not accorded anti-trust immunity to discuss or agree upon joint-line 
rates if a party to such a discussion or agreement is a carrier which 
cannot practically participate in the particular traffic involved; 
(c) Carriers and their rate bureaus are not accorded anti-trust 
immunity to act through rate bureaus for the purpose of protesting, 
seeking suspension of, complaining against or otherwise interfering 
with rate or tariff changes proposed by any other carrier or carriers; 
(d) Carriers emd their rate bureaus shall continue to have anti-trust 
immunity for the purpose of publishing and filing rates with regu- 
latory commissions and distributing to carriers, shippers and other 
interested parties such rate and tariff publications.  The bureau 
would also have immunity to establish reasonable pre-notification 
procedures whereunder a carrier having acted independently ceui pro- 
vide through a rate bureau the publicity cind advance notice publi- 
cation that the carrier has decided to establish a rate or other 
tariff change.  Such pre-notification procedures, however, are not to 
bu employed in such a way as to delay or retard the establishment of 
such rate or tariff changes; (e) Carriers em^ their rate bureaus 
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shall continue to have anti-trust immxinity to discuss and agree upon 
broad tariff changes of general application throughout a territory or 
territories; emd (f) Section 6 of the Interstate Commerce Act should 
also be amended to provide general relief from the 30-day statutory 
notice for filing tariffs to permit competitive carriers of the same 
mode, to meet rates which have been independently established. 

SECTION 22 RATES 

Title VI of H.R. 16281 would amend Section 22 of the Interstate 
Commerce Act so as to repeal discriminatory government rates and 
specifically provides that Section 22 quotations shall not be less 
than the variable cost of handling the traffic.  A similar provision 
was in Title II of S. 2842.  The League has always supported legis- 
lation to modify Section 22 as indicated in the following policy: 

'The League supports repeal of Section 22 of the 
Interstate Commerce Act except for use during wartime emer- 
gency based on the understanding that Federal, state and 
municipal governments should be required to pay the full 
applicable commercial rates, fares or charges for transpor- 
tation of persons or property by 2my common carrier subject 
to the provisions of the Interstate Commerce Act, provided, 
however, that where existing commercial rates are not consid- 
ered appropriate or satisfactory for movements of government 
freight or where the movements of persons or property do not 
have the usual characteristics of commercial freight (like 
the movement of troops and equipment), agreed rates may be 
established, but should be set forth in published tariffs 
filed with the Interstate Commerce Commissionon statutory 
notice (or short notice, if allowed by the Commission) sub- 
ject to the provisions of Section 6 of the Act." 

UNIFORM COST ACCOUNTING 

Title VII relates to the ested>lishment of a uniform cost account- 
ing system under the Interstate Commerce Act.  Title II of S. 2642 
contained a similar provision.  The League has previously maintained 
emd is still of the opinion that any proposal for est2U>lishing cost 
and revenue accounting methods emd standards should remain the 
responsibility of the Interstate Commerce Commission and not the 
Department of Tremsportation. 

ICC BUDGET 

The proposal enunciated in Title VII of H.R. 16281 provides for 
the direct submission to the Congress of the Interstate Commerce 
Commission budget.  Title VI of S. 2362 contetined a similar procedure. 
This proposal has been before Congress for several years and although 
the League has no position on this specific proposal, it does believe 
that the ICC should remain an independent and viable agency primarily 
oriented to economic regulation of railroads (except passenger), motor 
carriers, forwarders and water lines.  The Interstate Commerce 
Commission should, however, become more accessible to the public and 
more oriented toward protection of the public interest. 

The I,eague has previously supported the Interstate Commerce 
Commission in securing approval of its budget requests.  This support 
was aimed primarily at assisting the Commission to discharge its 
duties to Congress, the carriers, the shipping public and the consumer. 
In general, the League feels that the ICC would be the proper party to 
comment upon and explain the need for direct submission of its budget 
to the Congress. 

»(-474 o - 7S - pi. 2 - IS 
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STATEMENT OF PATJI J. TIEBNET, PBESIDENT, TBAWSPOBTATION AssociATioir 
OF AMERICA 

My name Is Paul J. Tlerney, and I am President of the Transportation Asso- 
ciation of America, with headquarters In Washington, D.C. I am presenting a 
number of proposals on behalf of TAA for consideration by your Subcommittee 
in any plan that it develops to resolve problems of the bankrupt railroads In the 
northeastern quadrant of the United States. For the record, TAA is a national 
policy organization composed of users, investors, and carriers of all modes (air, 
freight forwarder, highway, pipeline, rail, and water) who work together to help 
develop policies designed to maintain the strongest possible transportation sys- 
tem in this country under private enterprise principles. 

I should like to stress the point that policy positions of TAA are not developed 
and approved without very careful consideration. All the Association's policies 
are first cleared through eight permanent advisory committees, or Panels, repre- 
senting the above-mentioned transport interests; then finally approved by the 
115-member TAA Board of Directors, which likewise represents across-the-board 
business interests. All the underlying policies on which this statement is based 
have gone through this policymaking procedure and have either the support of, 
or are not opposed by, all the eight Panels representing user, investor, and carrier 
interests. Two of these policies were just approved at the Board's May 15, 1973 
meeting. 

TTA APFBOAOH 

Recognizing the vital stake that shippers have in adequate rail service in the 
northeast part of the country, TAA asked a group of its shipper members—all 
heavy users of bankrupt railroads' services—to review the various proposals of 
the DOT, ICC, and others and then draft their own recommendations, within the 
broad framework of TAA policies. These recommendations were then reviewed 
by a group of TAA investor members, who likewise have a direct interest in the 
bankrupt railroads through their creditor status. Some revisions were made, and 
a similar review was made by a.group of railroad presidents, also TAA members. 
The final proposals were then developed and cleared by a special Advisory Coun- 
cil composed of all three of these interests: shippers. Investors, and railroads, 
plus several transport equipment manufacturers. 

PRIVATE ENTERPRISE SOLUTION 

As a strong believer in private enterprise, TAA obviously favors the adoption 
of this approach to the maximum extent possible in any attempt to resolve 
problems of the northeastern bankrupt railroads. Therefore, we strongly oppose 
any plan to have the Federal Government take over and directly control, whether 
by outright ownership or by a long-term lease, all or portions of the rail freight 
network in this part of the country. Such TAA opposition would also apply to 
giving either the DOT or ICC broad managerial powers over the operations of 
bankrupt railroads. 

The proper role of the Federal Government that, in our opinion, will best 
promote the public interest is to improve the environment in which bankrupt 
railroads must operate and compete—lending financial assistance where abso- 
lutely necessary but to the minimum extent required. Unfortunately, since bank- 
rupt railroads have been prevented by existing regulations and laws from making 
changes to help restore their viability, they have no recourse but to seek financial 
assistance at the Federal, state, and local levels pending a change in the legisla- 
tive and regulatory environment in which they must operate. 

We believe that direct subsidies to the.se bankrupt cnrrier.s should be consid- 
ered a .«toi>-gap measure and designed to maintain essential operations and to 
prevent further erosion of their estates while the needed restructuring of both 
operations and facilities takes place. Subsidized operations .should not be con- 
tinued any longer than necessary, since they tend to perpetuate inefficiencies and 
delay the making of decisions needed to make the carriers viable. 

Our railroad freight system is unique in the world in that it is still privately 
owned and operated, and TAA firmly believes that the overall freight service 
rendered by American railroads is second to none. We also feel that our private 
enterprise incentives have been a major factor in creating this -superior service. 

The recently updated study by the Union Pacific Railroad that compares opera- 
tions of U.S. vs. eight foreign railroad systems clearly substantiates the claims 
that the general public gains from private-enterprise railroads. This updated 
study show.s—as did the first version—tliat only the privately owned and oper- 
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ated U.S. and Canadian Pacific railroads are reporting net Income and thus 
contributing tax revenues to their nation's general economies. The actual losses 
of the nationalized railroads ranged from $100 million in 1971 for one system to 
a high of $1,595 million for another system, three of which exceeded $1 billion 
in losses for that year. We have no doubt in our minds that a heavy deficit income 
figure would quickly follow nationalization of even portions of our railroad 
network. 

The Union Pacific analysis also clearly pointed out that the private railroads 
have been providing freight service at a much lower cost to their shippers than 
the nationalized roads. 

BAIt.  PASSENGER  8EBVICE 

As recognized by the Congress a short time ago, the railroad passenger service 
problem is one that had to be treated separately. Faced with very heavy losses— 
caused by a combination of factors largely beyond the control of railroad manage- 
ment, but mostly because of auto, bus, and airline competition and changing 
American travel habits—the railroads sought to discontinue unprofitable and 
little-used passenger train.s, but witli increasing resistance. The creation of 
AMTBAK was the result, which was a compromise solution whereby the Federal 
Government was to assume financial responsibility for a basic intercity rail pas- 
senger service network on a contractual Imsis with all but a few of the railroads. 

One of the major controversies confronting the bankrupt Penn Central Rail- 
road relates to the proper payment by AMTRAK for rail passenger service, espe- 
cially along the high-density Northeast Corridor between Boston and Washing- 
ton, D.C. Inadequate compensation likewise Is claimed by some of the smaller 
bankrupt railroads for unprofitable commutation service that they are required 
to provide in the public interest. TAA believes that such rail passenger services 
should be paid for on a full-cost basis, and that the ICC should have the authority 
to determine the level of imyment for interstate carriers. Furthermore, if the 
Penn Central has been undeniaid by AMTBAK for Corridor service, as claimed, 
it should be entitled to retroactive reimbursement since the start of this con- 
tracted service. 

If the Penn Central finds that it cannot obtain full-cost reimbursement for its 
Northeast Corridor passenger .service for AMTRAK, then consideration should 
be given to the sale of the Corridor's right-of-way to the Federal Government for 
rail passenger service use. 

ESSENTIAL  RAH.  FBEIOHT CORE 

While TAA has no firm position as to what agency should delineate an BJssen- 
tial Rail Freight Core in the northeastern quadrant, we believe that the DOT is 
in the best position to make the initial determination on an expedited basis. We 
also agree that such a Core Plan should cover both bankrupt and currently viable 
railroads, stressing the geographic points that should be served and the degree 
and adequacy of both existing and projected services. 

Following the .submission of this initial Core Plan, possibly within 60 days, the 
IOC, trustees of bankrupt railroads, and other directly affected interests, should 
be given ample opportunity to comment on the plan and to suggest changes. This 
should be done on a .specific time table—again ix>s.sibly within 60 days—so that 
the DOT can finalize it.s Core Plan for submission to Congress in the shortest 
possible time. The final plan would be more .specific, with actual lines designated, 
along with location of terminals, and would include recommendations for con- 
solidating duplicate facilities and services. 

The final Core Plan should, to the extent possible, for expedited implementation 
purposes, classify rail lines, terminals, and facilities into three major categories: 
(1) essential, (2) possibly needed, and (3) not needed. In other words, the rail 
services In the Plan in category (1) would clearly be retained, while those In 
category (3) could be dropped at the earliest practical date. Those in category 
(2) would in all likelihood require IOC review and approval before any discon- 
tinuances, almndonments, consolidations, etc. In such instances, however, we 
l>elleve the ICC should be required to act on an expedited basis. Furthermore, 
we see no reason why the Commission should not continue to consider and act 
on any discontinuance/abandonment cases now before It. Thus, we urge your 
Subcommittee not to Impose a moratorium on all such cases pending development 
and Implementation of a Freight Core Plan. 

Stated in simpler terms, we would like to see the restructuring of the bankrupt 
railroads start at the earliest possible date, with Initial emphasis on dlscontlnu- 
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ance of the clearly nonessential services. The forced continuation of all of the 
existing services is unrealistic, in our opinion, even if the Federal Government 
steps in to cover any losses. 

USB   OF   FKEIQHT   COKE   FLAN 

How to implement the Core Plan is the area of greatest controversy. We con- 
sider the designation of any such Plan as a recommended solution—^not the final 
answer. While we believe that services and facilities included in the "essential" 
category of such a Plan should be retained—at least until shown that they belong 
in another category—we think what remains should be subjected to implementing 
action as soon as possible. 

Based on a policy position just adopted by the TAA Board, we believe the 
individual bankruptcy courts should be given greater authority to act on their 
own, utilizing the expertise of the trustees and the ICC. Using the Core Plan as 
a guide, these courts should be able to act, to the extent they deem appropriate, 
to discontinue little-used services, to consolidate facilities, to sell lines, and to 
restructure the railroad plant. The courts would still be required to obtain the 
advice of the ICC before making any such changes, but they would not be pre- 
vented, as they now are, from acting without IOC approval. Such authority could 
be granted the bankruptcy courts by a relatively minor change in Paragraph (o) 
of Section 77 of the Federal Bankruptcy Laws. 

Jbe new TAA policy also recognizes other limitations placed on the courts that 
handle rail bankruptcy cases, which imi)ose similar roadblocks to any successful 
restructuring of railroads into viable enterprises. One such roadblock is the statu- 
tory restriction in Paragraph (n) of Section 77 against the court's changing exist- 
ing labor contracts. This restriction has had the effect of preventing constructive 
changes by the courts in an area that represents well over one half of the total 
costs of the affected carriers. Surely, it Is not unreasonable to expect rail labor 
to share some of the burdens of bankrutey, along with users, investors, railroads, 
and general taxpayers at the Federal, state, and local levels that have been, or 
will be, sharing the cost of continued services. 

If individual bankruptcy counts refuse to act on changes recommended In the 
Core Plan, provision should be made in Section 77 for interested parties to seek 
consolidation of two or more Section 77 cases in a separate court. In this way, 
recommended changes involving several railroads could be acted on without 
undue delay. 

ICO   AOnON   STILL   WZBDED 

We recognize the bankrutey courts may not feel they have the expertise to 
make judgments involving many of the services that would fall in the category 
of "possibly needed". In such cases, provision should be made for such decisions 
to be delegated to the IOC for appropriate action, but governed by new, expedited 
procedures. For example, based on newly adopted TAA policy, we recommend 
that the ICC be required to make an initial finding within four months as to 
whether freight service on an unprofitable line should be discontinued. If it finds 
the service to be an undue burden on the railroad, but considered essential by 
governmental or other resjxjnsible interests, the Commission should authorize 
continuation of such service so long as such interests are willing to support it on 
a contractual basis; or in the case of private interests, by operating it themselves. 

NEED FOR A SEPARATE IMPLEMENTINO ENTITY 

TAA realizes that the above suggestions for Implementing the Core Plan 
through action of the bankruptcy courts and the ICC differ sharply from those 
offered by others, such as the I>OT and the ICC. Their proposals call for crea- 
tion of a separate corporation to Implement the Plan, with very broad powers to 
restructure the northeastern railroads and, In some instances, to exercise what 
we believe to be managerial powers over actual operations. If your Subcommit- 
tee decides to adopt such a procedure, we urge that the Board of Directors of 
any such coriwration be made up of persons with a sound knowledge of railroad 
operations, financing, and business practices. In other words, we would strongly 
oppose any such corporation whose majority consists of elected government of- 
ficials and others who would be subjected to strong pressures to maintain the 
largest possible railroad network regardless of the cost—which we firmly believe 
will open the door to Federal take-over. 
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We think Oils could be avoided by having any such Board Include the follow- 
ing : A prominent individual to be Chairman who can be considered as represent- 
ing the general public. Representatives from Federal Departments and agencies 
such as the DOT, Treasury, and ICC. Representatives from users of rail freight 
services. Representatives from railroads located in the West and in the South. 
Representatives from railroad labor, and at least one representative from the 
investment community. 

If such a corporation is created to implement the Core Plan, we also believe 
that it should have the power to seek changes in services, facilities, etc. through 
expedited ICC action. Subsidizing ail existing services for a prolonged period, as 
stated previously, will simply delay many actions that are clearly warranted. 

FUNDING 

If a Core Plan is to be developed and Implemented, it will require time— 
probably at least a year for final implementation. Under the TAA approach, how- 
ever, the implementation would take place on a continuing basis, thus reducing 
the amount of financial assistance that win be required. During this implementa- 
tion period, the estate of the bankrupt railroads will obviously continue to erode 
unless some form of financial relief is provided. 

Such financial assistance can take several forms. Most immediate would be 
direct U.S. grants, plus retroactive reimbursement for any underpaid passenger 
services. To the extent iwssible, such aid should take the form of private loans 
guaranteed by the U.S.; and, second, in the form of direct U.S. loans. The Initial 
objective, thus, is to prevent further erosion of the carriers' estates, which, of 
course, is the objective of the bankruptcy courts that must otherwise consider 
liquidation. The other major purposes of the financial assistance would be to en- 
able the carriers to rehabilitate their plant and facilities, and, to the extent nec- 
essary, to help cover labor displacement costs. 

As to needed rolling stock, TAA is in favor of the use of U.S.-guaranteed pri- 
vate loans for the creation of a privately owned corporation to purchase freight 
cars and locomotives. If this Is done, it should prove very helpful to restoring 
the bankrupt railroads to economic viability. 

Other financial assistance would come in the form of direct payments from 
local governments and/or shippers for continuation of services that would other- 
wise be discontinued; and relief from rail property taxes on lines with services 
being continued on a contractual basis. 

LABOR DISPLACEMENT COSTS 

Perhaps the most difilcult of the many problems relating to the bankrupt rail- 
roads is that of excess labor costs. In our opinion, the key to any solution is for 
the affected employees to accept the elimination of jobs—not actual employees— 
on an attrition basis. This should have an immediate and sizeable impact, as we 
are adviced that 6.9 percent of the 130,775 employees working on these six bank- 
rupt railroads (as of 1971) were at least 60 years of age with 30 or more years of 
service. Another 16.1 percent were at least 55 years of age with 25 or more years 
of service. 

We believe adoption of the attrition concept would represent a fair solution 
to both carriers and employees. While we hope rail unions would agrree to such 
a plan, we favor giving the bankruptcy courts authority to impose it if 
necessary. 

Largely through the expedited action of the Hou.se Interstate and Foreign 
Commerce Committee, legislation Is now In the final stages of Congressional 
action that would amend the Railroad Retirement Act in such a way that retire- 
ment at age 60 would be encouraged. Tills, we believe, could also have a favorable 
impact on the bankrupt railroads with their large number of eligible early 
retirees. 

If the desired rehabilitation of the plant of the bankrupt railroads becomes 
possible, there will be need for retention of many workers for this purpose. We 
would also be hopeful that other railroads would be willing to hire displaced 
workers on a priority basis. Retraining programs, with backing from the Depart- 
ment of Labor, should also help to ease the labor displacement problem. To the 
extent that some sort of payments are required for actual lay-ofT of workers, 
they should not l>e too sizeable for the nearly 22 percent of employees of the 
bankrupt railroads that have less than 5 years of service (as of 1971). 
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With proper cooperation by rail labor, all the railroads, and the Federal Gov- 
ernment, the costs required to rationalize the bankrupt railroads' utilization of 
labor should be reasonable. However, if such coot>eration proves imiwssible—as 
has been the case to date—and the Congress is not willing to make the necessary 
statutory changes to permit the efficient utilization of labor, then we see no other 
course than to have the U.S. pay for labor displacements or unneeded retentions 
as "public costs". 

SUMMARY 

In summary, TAA favors a private enterprise approach to the resolution of 
problems of the northeast bankrupt railroads, to the maximum extent jw.ssible. 
We believe the passenger .service problem should be resolved primarily through 
payment by AMTKAK for services on a full-cost basis. An essential Rail Freight 
Core Plan should be developed quickly for tlie northeastern quadrant and Imple- 
mented on a continuing basis—initially by the bankruptcy courts, with advice 
from the trustees and the ICC, and finally by the ICC under exi>edited procedures. 
The ICC should continue to act on all current discontinuance/abandonment cases, 
and no moratorium should be imposed on all such ca.ses. 

If a separate corporation is created to implement the Freight Core Plan, its 
Board should not he comjwsed of a majority of members, such as state and local 
officials, who would be subjected to strong pressures to maintain the largest 
possible rail network despite the costs. 

Federal financial a.ssi.stance will be required to prevent further erosion of the 
bankrupt railroads pending implementation of the Core Plan, but this should be 
In the form of guaranteed private loans to the maximum extent possible, supple- 
mented by direct U.S. loans and, finally, U.S. grants. Labor displacement costs 
should be handled through attrition of jobs, not workers, early retirements, and 
job training programs backed by the Labor Dei>artment. 

TAA fully recognizes tliat any final solution to the very serious problems of 
the northeastern bankrupt railroads will retiuire considerable give and take by 
the affected interests. With broad representation of such interests within the 
TAA membership, we stand ready to assist to whatever extent possible in trying 
to find the best answers to these many problems. 

STATEMENT OF WESTINGHOUSE CORP. 

Westinghouse Electric Corporation manufactures electric generators, trans- 
formers, and other very large sized apparatus, which are essential to the gen- 
eration and transmission of electrical energy by utility companies. Because of 
the large physical size and weight of this equipment, many shipments from our 
manufacturing plants to the electric utility companies, our customers, are cap- 
tive to railroad transportation. There is no other efficient, economical means for 
transporting this apparatus, because of its great physical size and weight. 

The current critical situation of the railroads in the Northeastern United 
States causes us and manufacturers of similar equipment deep concern. Unless 
remedied, this critical situation can be a significant problem for electric utilities 
in the Northeast and elsewhere in the United States. If electric ntllities are un- 
able to obtain prompt delivery of large generating and transmission equipment 
needed to provide adequate, reliable, electric service, the entire economy can be 
jeopardized. 

During recent years, the cost of electric power has risen only slightly com- 
pared to other co.sts (during the period l!)(57-lf>72, electric power costs rose 18.9% 
compared to a 25.3% rise in the cost of living). This has been due to increased 
inefBeiency through the use of advanced technology which includes the use of 
electric generation and transmission equipment of Increased physical size and 
weight. 

Large electrical equipment must be shipped by rail and only a limited numl)er 
of rail routes are now available. These rail .shipments are generally known in 
the indu.«5try as high, wide, and heavy loads or "clearance" shipments. These ship- 
ments, when loaded on specialized rail equipment, can reach a gross weight of 
1.675,000 pounds and measure approximately 175 feet long, 14% feet wide, and 
20 feet high from top of rail (Appendix "A" shows some of our equipment in its 
rail transportation environment). With track abandonment proceeding and re- 
duction of thousands of miles of trackage in the Northeast in the planning stages, 
our ability to efficiently transport high, wide, and heavy type rail shipments is in 
jeopardy. 
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Because of Penn Central plans to abandon a segment of its Harlem Division 
trackage near New York City, shipments of large power transformers will be 
stalled in this area. To get around this one problem, approximately $300,000 
worth of new tracks may have to be constructed. Another large power trans- 
former shipment recently had to be re-routed with considerable difficulty at 
premium expense because of the deteriorated condition of a Penn Central bridge 
near Hartford, Connecticut. At present, we are working on a problem where we 
have no rail shipment "clearance" for a generator stator due for delivery to 
Oswego, N.Y. in the fall of 1974. Track abandonment proceedings as well as poor 
track and bridge conditions on the Penn Central, at this point in time, obstruct 
our ability to deliver. An identical generator stator to this unit was handled by 
the Penn Central all the way to this very same location just a few weeks ago. 

On the whole, we have less ability to deliver high, wide, and heavy rail ship- 
ments today than we had a year ago. The Northeastern railroad problem is bad 
and getting worse owing not only to track abandonment plans, but to the deferral 
of repair and maintenance to trackage, bridges, and other rail operating facilities. 
Alternate modes of shipment for large electrical equipment are either non- 
existent or extremely slow and complicated. If such large equipment Is forced to 
be transported by a combination of modes (for example, rail—highway—barge— 
highway), the loading, transloading, heavy hauling, rigging, and planning ex- 
penses required to utilize different carriers over make-shift routes could seriously 
retard delivery, increase risk of transport loss or damage due to excessive re- 
handlings, and in some cases double the final cost of the equipment itself. 

Bills pending in Congress and the hearings on such bills propose varying solu- 
tions for the Northeastern railroad transportation crisis. Included In some of 
the solutions are plans to cease operations on sections of railroads which are not 
used very heavily, so-called "low density lines", leaving only "high density use 
lines" in operation. To identify all rail trackage necessary for the preservation 
of high, wide, and heavy shipment capability is an Involved and complicated task. 
For this reason, adequate provisions should be made in any adopted legislation 
for detailed study and thorough investigation of required "clearance" routes 
to protect this vital transportation need. We would be glad to participate In any 
study and feel sure that other concerned shippers of high, wide and heavy ap- 
paratus would also cooperate fully in this Important task. 

Westinghouse Electric Corporation does not support or oppose any particular 
bin, but it does urge the subcommittee, the full committee and the Congress to 
provide for retaining In operation those sections of lines which are essential to 
movement of high, wide and heavy type "clearance" shipments. Unless these lines 
are maintained or substitute lines provided by the upgrading of all core system 
lines to handle high, wide, and heavy type "clearance" shipments, critical delays 
of many months could be incurred In the transiwrtation of vitally needed elec- 
trical equipment. The resultant impact on the availability of adequate electric 
equipment in the Northeastern United States could be very detrimental. Involved 
is not only installation of new eqtiipment, but repair and replacement of pres- 
ently operating equipment to keep it functioning. The recent power shortage and 
voltage reduction on June 11, li>73 is but a token example of what can happen 
to electrical systems. 

Westinghouse urges the Congress to assure that rail lines essential to this 
purpose are not shut down. 
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APPENDIX A 
Page 1 

PICTURE NO. 2 Schnabel rail car (end view) loaded with electric 
generator stator. 

'/'•>  ' •»•:« 

PICTURE NO. 3 Schnabel rail car (end view) loaded with electric 
generator stator depicting width of shipment in 
relation to width of normal rail car. 

PICTURE NO. 4 Schnabel rail cur loaded with electric power transformer. 
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APPENDIX A 
Page 2 

I'Mmr '••• '^ 

PICTURE NO. 5  Steam turoine rotor loaded on heavy capacity depressed 
center rail car. 

PICTURE NO. 6 Steam turbine rotor loaded   PICTURE NO. 
on heavy capacity depressed 
center rail car crossing bridge 
with narrow clearance. 

7 Same shipment j^ picture No. 6 
passing bridge structures. 

PICTURE NO. 8 Electric generator shipment loaded on heavy capacity 
flat car entering tunnel with narrow clearance.  ,•  ^'t. •;•.. 
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STATEMENT OF PETEK K. KOCH, CHAIRMAN, LEGISLATIVE CoMMiriKE. THE 
NATIONAL ASSOCIATION OF CEMENT SHIPPEBS 

The National Association of Cement Shippers is an association concerned pri- 
marily with the passage and enforcement of laws relating to the transportation 
of cement and raw materials used in its manufacture. The combined production 
of the cement manufacturers which make up the NACS memliership accounts for 
more than 80% of the total cement produced in the United States. 

As Chairman of the Legislative Committee of NACS, I have been authorized 
by the Board of Directors to submit this statement to the Senate Commerce 
Committee and House Interstate and Foreign Commerce Committee concerning 
the various legislative proposals designed to maintain essential rail service in 
the Northeast. 

By way of background to an understanding as to the importance of a healthy 
and profitable transportation system to our industry, it is important to know 
that in excess of 82 million tons of cement was shii»i)ed within the United States 
in '1972, and over 400 million dollars were expended in this transportation. Fur- 
ther, some 37% of the total cement shipped in 1972 was in the Northeast region. 

We recognize the perilous financial slate of rail transportation in the North- 
east, and today's critical situation. We recognize too, the incalculable disastrous 
economic effect that a total failure of rail transportation in the Northeast would 
have, not only within the confines of the Northeast, but on the entire United 
States. 

We have carefully studied three alternatives before Congress and strongly 
urge that it pass H.R. 6591 (known as the Federal Aid Railroad Act of 1973) 
minus the 1% tax proposal noted later. This is the bill sponsored by Congress- 
man Harley O. Staggers on behalf of the Interstate Commerce Commission. 

The provisions of H.R. 6591, with the exception of the 1% transportation 
tax contained in the final section of Title III, are in our opinion best suited to 
the problems of the railroads and are also in the best interests of the cement 
shippers. Primarily, we support this bill because: 

1. It provides immediate and vitally necessary Federal funding. 
2. It provides for eventual reimbursement, and thereby niaintain«i the 

railroad industry as private enterprise. 
3. It provides sufficient time for shippers to study the effects of proposed 

abandonments so as to avoid severe economic hardships and preclude total 
collapse of operations as a consequence of lack of rail service due to such 
abandonments. 

4. It preserves the prerogative of the Interstate Commerce Commission 
in its regulatory and adjudicatory capacity, a position NACS strongly 
upholds. 

With reference to the final section of Title III which establishes a 1% surface 
transportation tax, however, NACS strongly opposes such measure and believes 
that alternative methods of financing can be found that are less discriminatory. 

In conclusion, we respectfully urge that H.R. 6591 be promptly passed with 
the aforementioned exclusion. 

STATEMENT OF CLINTON H. VESCELIXJS, CHAIRMAN, TRANSPORTATION AND 
DISTRIBUTION COMMITTEE, MANtjrACTUBiNo CHEMISTS ASSOCIATION 

Mr. Chairman and members of the committee, my name is Clinton H. Vescelius. 
I am presenting this statement on l)€half of the Manufacturing Chemists Asso- 
ciation (MCA). 

MCA is a nonprofit trade association of 171 United States member companies, 
both large and small, that collectively represent more than 90 percent of the 
l)roduction capacity of basic industrial chemicals in this country. I am chairman 
of the Association's Transportation and Distribution Committee and employed 
as Director of Transiwrtation of one of its member companies. 

5ICA member companies have more than 1600 plants in the United States with 
representation in almost every state. In normal daily operation these plants make 
use of all modes of transportation for inlwund shipment of raw materials to be 
used in manufacturing processes and for distribution of manufactured products 
to warehouse points as well as directly to consumers. 
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According to Freight Commodity Statistics published by the Interstate Com- 
merce Commission's Bureau of Accounts for the year ending Decemljer 31, 1971, 
the nation's railroads transported 1.39 billion tons of freight and received total 
revenues of 12.25 billion dollars. Chemical and allied industries generate 71 mil- 
lion tons and 1.07 billion dollars of revenue. These figures indicate that chemical 
and allied industries shipped 5.1 percent of the total railroad tonnage in 1971 
and contributed 8.8 percent of the total railroad revenue. In addition, the chemi- 
cal industry owns and operates over 65,000 tanic cars plus a significant number 
of covered hopper cars in rail service. The tank cars alone represent an invest- 
ment of approximately one billion dollars in rail equipment. We are dependent 
on rail service in the northeast, as well as the rest of the nation, and are con- 
cerned about the threat to seriously interrupt or curtail this service. For many 
of our shipments there is no feasible alternative to rail transportation. 

A viable railroad system should l)e continued under private enterprise. Govern- 
ment ownership poses many problems and creates inequities for other railroads 
operating under private ownerships whether they are competing in the same geo- 
graphical area or are connecting with a Government-owned railroad in the na- 
tional railroad network. Although there appears to be some support for the 1 
percent tax on regulated rail, motor and water carrier charges over a ten-year 
period, chemical sliippers generally find It obJectlonaWe and believe other alterna- 
tives should first be exhausted. MCA favors financial propo.sals which, on a long- 
term basis, rely on the private sector of the business community as opposed to 
government financing or subsidization. 

Any solution to the Northeast rail crisis should develop one or more systems 
tailored to meet the present and future needs of commerce including those of the 
chemical indu.stry. The system(s) thus created should maintain the viability of 
the Norfolk and Western and the B&O/C&O systems now competing with bank- 
rupt roads in the Northeast sector. The system(s) developed should be operated 
by profit-making organization (s). 

Freight shippers should not contribute to the cost of moving people. Therefore, 
passenger operation, Including commuter services, should be entirely separated 
from freight operations. In the Northeast Boston-to-Washington corridor we 
recommend that AMTRAK assume full financial and operational responsibility 
for the passenger traffic. In other areas of passenger service, contract authori- 
ties—such as AMTRAK—should assume full financial responsibility and, where 
practical, full operating responsibility. 

There are several plans under consideration for government, quasi-government 
and private operation of a railroad system in the Northeast. We believe the 
private sector, including the shipping public, should participate equally with the 
government In defining the "CORE" system. 

In this frame of reference the DOT proposal calls for public participation after 
DOT has completed its study. We believe the validity of input Information Into 
such a study Is essential to Its success. Participation by the private sector is 
desirable a» the study procccdn. 

At hearings on surface tran.sportation legislation during the 92d Congress, 
MCA expressed the view that rail carriers should be permitted to reduce or 
eliminate unnecessary oi)eratlng and capital costs through expeditious admin- 
istrative procedures for abandonment of nonproductive facilities. MCA objected 
to the establishment of one million ton miles of track, or for that matter any 
legislative criterion, as a standard to measure the profitability of a railroad line. 
The provision that revenues equal or exceed variable costs as defined by present 
ICC formulas is considered sufiicient. 

However, in the case of railroads involved in bankruptcy proceedings euch 
as in the Northeast, MCA favors further simplification of provisions to facilitate 
quick and easy abandonment when revenues do not equal or exceed variable 
cost, and vv-hen adequate notice Is provided to allow shippers to arrange alternate 
or substitute service. Acquisition or cost sharing of segments of bankrupt rail- 
road systems by other railroads are con.sidered to be forms of alternate service. 

On September 13, 1972. Mr. W. J. Driver, MCA President, wrote to the Chair- 
man of the Committee on Labor and Public Welfare stating, "There is a deep 
concern within the Chemical Industry about the inadequacy of existing laws to 
deal effectively with work stopiiages in tran.sportation." He also stated, "Any 
new legislation, we believe, should be broad onoiigh in scope to include virtually 
all tran.sport labor disputes and should not be limited to so-called 'National 
emergency' situations." 
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Mr. Driver indicated in his letter that a "partial" shutdown is a total shutdown 
for those industries served by that "partial" portion of the system. He went on 
to further state that "The Ijey element of any new legislation should be to pro- 
vide the President with an arsenal of weapons, including the power to make a 
final decision. Lack of finality is the basic flaw in the present procedures, and 
any new statutory approach should permit continuing efforts toward the resolu- 
tion of the dispute and ensure that none of the options would be foreclosed until 
the dispute has been resolved." MCA still maintains tliis position in relation to 
railroad labor problems, but recognizes that solutions to the current rail crisis 
may require some protection for labor. In this eventuality, we believe that any 
necessary cost incurred for the protection of displaced railroad labor should be 
provided by the U.S. Government and funded by a department of the Government, 
such as the Department of Labor. 

MCA is well aware of the tremendous complexities of the situation now being 
presented to the Congress. Time is undoubtedly limited in which to find an 
acceptable solution. However, to bring about an orderly transition, we suggest 
that Congress provide a reasonable interim period in which to develop a solu- 
tion, free from the pressures imposed by reorganization proceedings and threats 
of liquidation. Supporting funds, if determined to be necessary, should be pro- 
vided by the Government only during the transitional period. Afforded this breflth- 
ing room, a sensible, equitable and economically reasonable solution should—and 
Indeed must—emerge. 

NATIONAL ASSOCIATION OF MOTOB Btrs OWNKBS, 
Washington, D.C., May 24,197S. 

Subject: Proposed Surfece Transportation Act of 1973 (H.K. 5386 and H.R. 6880). 
Hon. JOHN JABMAN, 
Chairman, Suhoommittee on Tramportation and Aeronautics, Committee on Inter- 

state and Foreign Commerce, House of Representatives, Washington, D.C. 
DEAR MB. CHAIRMAN: On behalf of the National Association of Motor Bus 

Owners (NAMBO), I would like to register our support for the proposed Surface 
Transportation Act of 1973 insofar as it would affect interstate motor carriers 
of passengers. 

NAMBO is the national trade association for the intercity bus industry. Its 
450 members provide over 90 percent of the intercity bus transportation in the 
United States. 

The proposed Surface Transportation Act of 1973 represents a commendable 
effort by the three major modes of surface transportation to attain a greater 
measure of competitive equality and to establish a bulwark against the looming 
threat of nationalization. Although intercity bus operators are not directly af- 
fected by some provisions of the proposed legislation, we have no objection to 
any feature of the bills. 

Title I of the bills authorizes the Secretary of Transportation to guarantee 
loans made to surface common carriers in the total amount of $2,000,000,000 
outstanding at any one time. That guaranteed loan authority would be subject 
to the usual limitations respecting the nonavailability of conventional financing 
on reasonable terms and the borrower's ability, through the pledging of security 
or its prospective earning power, to repay the loan. The proposed legislation 
further provides that financial assistance to any single carrier shall not exceed 
15 percent of the total amount appropriated. Thus, one carrier conceivably could 
receive as much as $300,000,000 In Federally guaranteed loans. 

Section 618(1) of the new Part VI of the Interstate Commerce Act which 
would be added by Title I of the proposed legislation would make Interstate 
motor common carriers of pa-ssengers eligible for Fe<lcral loan assistance. The 
larger intercity bus operators, who account for approximately 80 percent of the 
Industry's gross operating revenues, have no immediate or foreseeable need for 
the loan assistance proposed to be provided in Title I. However, a majority of 
NAMBO's members who account for approximately 20 percent of the industry's 
gross operating revenues favor legislation under which loans for the moderniza- 
tion of equipment could be guaranteed by the Federal government. 

A large number of relatively small intercity bus operators probably would 
apply for guarantees of loans in the amounts of $6.'>,000 to $6,50,000 for the 
purchase of one to ten new buses. Such a program of equipment modernization 
"^ould be especially beneficial to residents in Isolated or remote areas which are 

'ed by bus routes on which traflic is thin and profits are marginal. 
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NAMBO favors the elimination of discriminatory State and local property 
taxes as provided in Title II of tlie proposed legislation. In general, intercity 
bus companies have not been victimized by State and local property taxes which 
are higher than those imposed on non-transportation proi)erty in the same taxing 
district. That form of discrimination has been experiehced by the railroads. It 
Is manifestly unjust and ought to be prohibited. 

So far, the intercity bus industry has not been required by the Interstate 
Commerce Commission to maintain Inadequate rate levels. NAMBO has no 
objection, however, to the provisions of Title IV of the proposed legislation 
respecting the development and Implementation of adequate rate levels and 
Interim rate adjustments. 

To fortify the position of the Interstate Commerce Commission as an arm of 
the Congress, we believe the Commission's budget should be submitted directly, 
to the Congress, as provided in Title VIII of the proposed legislation. 

In conclusion, I request that this letter be Included in the printed record of 
the hearings of the Subcommittee on H.R. 5385 and H.R. 6880. 

Sincerely yours, 
CHABLBS A. WEBB, 

President. 

GREATER CINCINNATI CHAMBER or COMMERCE, 
Cinoinnati, Ohio, June 1,197S. 

Hon. HABLET O. STAOOEBS, 
U.S. House of Representatives, 
House Offloe Building, Washington, B.C. 

DEAR CONGBESBMAN STAOOERS : The Greater Cincinnati Chamber of Commerce 
believes that the purpose of rail carriers, and all other common carriers, is to 
provide efficient, dependable service to meet the needs of the Nation's expanding 
economy. The role of the Federal Government is to administer transportation 
regulations and programs which will safeguard the legitimate interests of com- 
mon carriers consistent with the public interest, thereby enabling carriers to 
provide the transport services demanded by the public. The role of the Federal 
Government does not encompass ownership and/or operation of any common 
carrier. 

In studying the situation of the railroads, particularly those in the Northeast, 
the Chamber's Subcommittee on Railroads found that their legitimate interests 
are not being adequately safeguarded. The Committee has identified several 
problems widespread in the railroad industry which must be eliminated If the 
rail carriers are to operate profitably : 

(1) an excess of labor due to outmoded work rules 
(2) duplicating facilities and services; forced operation of unprofitable 

facilities and services 
(3) antiqtiated rate regulations 
(4) discriminatory state and local taxes on rail assets. 

In order to reduce and hoi)efully eliminate those problems, to provide for the 
reorganization of unprofitable railroads and to establish a framework for future 
profitable operations of United States railroads, our Board of Trustees adopted 
the following guidelines for legislation and regulations affecting the future of 
railroads in America: 

(1) Operating Concept and Funding: continue ownership and operation 
of rail carriers by the private sector, as suggested by the Department of 
Transportation and the Surface Transportation Act of 1973; provision of 
Federal loan guarantees for capital improvements In plant and equipment 
for financially weak rail carriers. 

(2) Ahandonmcnt: provision for abandonment of unprofitable services 
and facilities with mandatory Interstate Commerce Commission approval 
within a short i)eriod of time while affording other parties the opportunity to 
provide substitute services; permit easy entry of water and motor carriers 
to pick up service of traffic abandoned by rails. 

(3) Labor: eliminate excess labor force through attrition and early re- 
tirement programs; renegotiate work rules with unions to provide efficient 
service In the best Interest of the railroads, the unions and the public; pro- 
tect those jobs made unnecessary by abandonment and renegotiated work 
rules. 



(4) Regulatory Reform: permit more flexibility In rate making—below- 
cost rail rates should be brought up to variable cost level, enable rates to 
go into effect if reduced to variable cost; prohibit late bureau from protesting 
Independent action where rates are above compensatory cost; eliminate 
subsidization of government service at the expense of others. 

(5) Tax Reforms: eliminate discriminating state and local taxes of rail 
assets. 

We hope that you will help expedite the passage of that legislation which best 
embodies these guidelines. 

Sincerely, 
ARDBEW R. NEIDEBT, 

Chairman, Transportation Committee. 

[Whereupon, at 11:20 a.in., the subcommittee was adjourned.] 
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