The original documents are located in Box 28, folder “Railroads - Revitalization Act (1) of
the James M. Cannon Files at the Gerald R. Ford Presidential Library.

Copyright Notice
The copyright law of the United States (Title 17, United States Code) governs the making of
photocopies or other reproductions of copyrighted material. Gerald Ford donated to the United
States of America his copyrights in all of his unpublished writings in National Archives collections.
Works prepared by U.S. Government employees as part of their official duties are in the public
domain. The copyrights to materials written by other individuals or organizations are presumed to
remain with them. If you think any of the information displayed in the PDF is subject to a valid
copyright claim, please contact the Gerald R. Ford Presidential Library.



Digitized from Box 28 of the James M. Cannon Files at the Gerald R. Ford Presidential Library

LW ]

INFORMATION

THE WHITE HOUSE

WASHINGTCN

MEMORANDUM FOR THE VICE PRESIDENT

FROM : JIM CANNCN LA
SUBJECT : RATLROAD MJETING

Attached is a decision memorandum, prepared by the Office
of Management and Budget, on the proposals by Secretary
Coleman for a major railroad initiative. The memorandum
was completed on Thursday, March 27, for use at a meeting
with the President last Friday on economic matters. How-
ever, because of the absence of Secretary Coleman, the
President did not take up the substantive issues involved,
end instead, asked the Domestic Council to follow up on
them with Secretary Coleman, Secretary Simon, Jim Lynn,
Frank Zarb, and Bill Seidman.

The OMB memo, which was written in coordination with
Secretary Coleman, takes up three major issues:

1. . Should the Federal Government pay for
payments incurred by railroads bcrrowing
the S/ D1111on of guarantesd 1oan<e. wnien
will be provided under legislation soon to
be submitted by the Administration?

2., Should the Administration propose
legislation to bypass the ICC in certain
cases invelving joint use of track, mergers,
etc., and require DOT approval. instead?

3. . Should the Administration propose a major
program to reduce unemployment and help the
rail industry, consisting of $3 billion over
two years? _

We have-alréady agreed on two élements of railroad
legislation:

a) reform of the economic regulation of
railroads, and

. b) $2 billion in loan'guarantees to revitalize
the capital assets of all the Nation's
railroads.
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MEMORANDUM FOR:  The President

From: James T. Lynn
Subject: Revitalization and Job Stimulation Proposals for
. : the Hation's Rail Freight System
Background '

PR prox]e" of the U.S. rail freight system are serious, and grewing
vorse @s a result of the recent economic s]u*p Current est1VAt
indicate that the industry will show that the first ouar*ﬂr 1875 .
Toss will be the larcest in its history. Roughly Oﬁ of rail tr“ck
is restiictdd to bLelow-normal sneeds dug to poor maint engncc. On
15-20% of mainline track speeds are restricted to 10 miles per
hour,

o ains an -essential nztional asset.

. Hevertheless, the rail system re
ight (1n ten-miles) and over 75% of 211

It carries 327 of a]] fre
coal shipients. _ :

2rsl proposa :1s are now being considered by the
would relp the freignt ravirsads thraugh
reorgenization, and reculatory reforsni.

enger service programs (AITRAX and
reight related progrems inciude:

: For this reasen, -
ﬂU.ll“l\'l(xLlL“ W
financial ccs1st
In addition to t=
Northeast Corricds

- PRestructuring of iortheast benkrupt railrcads (pricarily Penn
Central) -

.+ .U.S. Railwzy Fssociation hes ccma]eted prelmm1n¢ry plans;
final submission to Cengress by July 26. ! .

S‘J

««.Federasl cost est

irated 2t more than £4 billicn cver 10 years,
of hh1cn $£2.6 billion

n is already authorized.

...AdminiStrat:cn positiocn being developed by late foril.
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-~ This plan, the Rail Lmnloyient proposal, and the Rail Revitalization
Act, will cach have a major track rchabilitaticon component.

- They should therefore be designad to complemont cach other, and
~avoid duplicaticen, espec 1]y on a oeogxaphxc basis.

RAIL REVITALIZATION ACT OF 1875

-

-On HMarch 22 you agyeed to scnd to Congress the ﬁGJ]H]SLF xtion's rail
regulatory revorim bill, including a Sz billien loan guarantee f]nuncia]
assistence packace, Subscquently, DOT has cencluded that two additional
provisicns should k2 includzd in the bill. Ve request your decision on
whether to include these provisions, as described below.

~

Issue #1: Interest Subsidics
The Act would autherize the Secvetary of Transportation io pay (i.e.,
subsidize) seme or 11 of the interest ;a;:ents incurred by railroads
in borrewing $2 billicn of nu‘rﬂntnru leens under the Act. Provides
up to $5650 t1}1ao“ threugh 1676, The Scorctary mey require epplicants
to use tracks and other fecilitics jeintly or to acuuire or sell assets
to achieve greater sysicim efiiciency as one of the conaitions Tor pro-
viding financial assistznce. (Sce issue #2),

_Shou]d the provisicn of §
?n »u&. Lull F\L‘\'ital3 lt.

Pros

‘or interest payiments be inciuded
" -

~ DOT believes thzt these funds, and associated conditiens, will
enable the Federal vovernmant 1o bring zbout a nore raticnzl
gcoqrapn1c struciure Tor th2 rail freicht This would,

oUt @
e sysien
in turn, irprove the fi.ancia] V1“b]l]ty f the rai]roads.

- Without the 650 Pi]]iou i..:* 5t prov151cn POT anticipates
that very fowr railroads would nave suvricient incentive o
participate in the loen Pi ogrem.  inis would tend to underaine
the Va]u- cf the lozn progran a&s & swzaiencr to the reculatery

atke 4 * :

- DOT belicves the subsidy 1s nccessary to deal with the railrozds'
serious cash flcw problon. il ;

Cons ‘

o
-
-

- This would set @ potentially costiy pfec&dcnt for other Federal

s
-



loan proorams, and particularly for the new rail program.

-~ It is not clear that this is the best wey to crezte the desired
incentive for pa wrticipation.  An alternative might be to relax
the criteria for use of the $2 billien in loan cuarantecs. For
instance, a portion of the funds could be made available to help
pay interest-during the first few years.

- By staying within the $2 bi]]ion funding level in this way, there
would bz no violation of your "no new spending progream” policy,
vherees & $650 million add-on would require an EK6an10h rom
this policy.

- The guarantee itself would provide a significant savings in the
interest cost, which should in itself be an incentive for

participation.
Decision
Option A:* Provide 1nter°st St 5 sidy ¢rants :

" (supported by DJIT)
. Option B: Allow loan guarantces to pay interest during firsi fTew
& -~
year s :

(supporied by 0i3)

Issue #2: Fercers

Permits "by-pzss" of ICC authcrity for joint use of track, pzrchase/=ale
of asscis, &nd rorgers.. Cppovtunity for 1u;frr“] putlic hearing rroxic
before BOT & ',:rnr al. 'L“uSL anticorpetitive” opticns rust be ¢ prroveo.
Such joint usc znd rergers may be reguired, to cuality for financial
assistance in the bill., - :

Pros

- Would avoid crerous ard drawn cut merecr precedurss currently
imposed by ICC, and thereby perizit streeniining of the rail system.

- DOT secs this as an integral feature of the financiel packsue in
the bill.



Cons

.= This provision would inject DOT into a very contro-
versial role, withdut a clear understanding of how
it would exercise its authority, in terms of procedures
or criteria for analyzing merger applications.

—~ Although DOT indicates labor support for this provision,
shippers.and local communities would oppose it because
of the downgrading of scrvice on certain lines which
would result. This could jeopardize passage of the bill.

- An interagency working group is presently developing a
more thorough proposal to reform rail merger laws and
standards. Pending their recommendations, this proposal
appears to be premature.

Decision

Option C: Permit "by¥pass" of ICC merger authority
: (supported by Colenan) e
Option D: Further study to develop more complete merger
laws and standards
(supported by Lynn)

RAT). REHABILITATION AND_EM?LO'NENT PROGRAM

L3

Issue £3: Whether to suvport such a provosal imncdiately,
not at all, or .subjecct it to further comparison
with cmployment proposals in other areas.

.

DOT proposes a two-ycar program to assist the rail industry in
expanding its maintenance program. Total $3 billion two-year
auvthorization ($1 billion in grants, $2 billion in loans).
Direct employment impact over life of progra:a optimistically -
estinmated at 60,900 man-years; indirecct cmployrent estimated
at 105,000 man-vecars. Federal government would provide grants
for labor cost, and income debentures for material and
equipnent cost. (see Attachinents II and IIX for details).

-

Pros

-~ Rhimed at two major problcms: uncudloyment arnd rail
deterioration. DOT belicves the proposal wculd have



a significant impact on cach arca. Improved roadbed is
considered critical to a viable lall system.

= Funding package designed to insure maximun railread
participation. Without labor grants, DOT believes that
railroads could not affOld to take advantage of the
plogjam. .

= Strong support for this progxram by rail managemrent,
labor, and, Congress.

Cons
-. Not in accord with your policy of "no new spending
programs".

—~ If considered, should be comparcd with other job creating
- programs to Ltcrnlne rclative cmployment impact.

- Need nwre analysis of rclutlonshlg to other pending rail
assistance programs, to insurc coordinated approach. MNeced
to further assess overall iimpact on Federal involvement
with railroads.

- Direct payroll subsidy for private firms is an unprecedented
practicc in the U.S.; to violatethis honndn*v betwoon the
private and p”“llu scctors could orcn up a host of similax
proposals from other financially t troubled incustries.

:
Decision
Option E: Support DOT conccp* Direct Secretary to prepare

lcglsJaL101 for Executive Branch clcarance.
(supported by DOT) '

Option F: Consider later in reclation to other actions t

. stinulate the cconany, and in the framework o

g overall approach to railroad industry.
(supported by Ob)

o)

)

-

Option G:- Basically disac grce with this pro ')OS:."l, arnd so inform
P 4 : £
the Sccretary. Do hot pursuc further.
4 {5
Af;tachm ents

cc: DO Records, Director, Director's Chron, Deputy Dlrector,
Mr. Scott, Mr. Bray, PReturn to Mr. Johanson

EGD hJohznson:vt 3/27/75



Attachment T

Breakout of Federal Funds for
Pending Raial Freaaht Proposals

($ millions)

Under
Authorized Consideration Total
I. Rortheast Rail
. Planning angd interim : : :
cash assistance ) 340 - 340
. Interim naintenance
and improvement of . S
plant 300 - ‘ 300
. Labdr protection and :
* branch line subsidies 430 A 430
. Financial assistance to
new rail system, AMTRAK, . - A .
and other connecting oy .
railroads 1,500 2,000 3,500
2,570 2,000 _&,570
II. Kail Revitalization Act*®
. . Loan guarantces ", 2,000 2,000
. Interest subsidies - R -l 650
o 2".650 2,650
IXXI. Rail Employment* 3
. Grants . ~ 1,000 1,000
. Loan Guarantees . - 2,000 2,000
e -~ 3,000 _ 3,000
Totals 2,570 1:650 10,220

-
-~

* pExpzctced to substitutce for some of lortheast rail funding require-
ment.

\ "
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LYNN . v

[ Dircclor of hanagement ¢ and Dudgecet &
SUBJECT: Stimulating ]"m*»lovmult Through a Federally Supported
. Rail Rehebilitalion Program |

During the current economic
car loadings (level of freight traffic) dropped 15 per-
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el others 1o aulharize such

downturn, railroad industry revenues have

This, in turn, has forced the industry to

ance cfforts.  The result is that the

te of unempioyment and a more
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tenance in the indusiry is no! known

the fizure in the range of $5.5
zintenance, cffort, which
the backlog of deferred

estimated that 10, C6C

000 workers,
It i=

b

rkers have &lrcady been jzid oiff this vear and
worhkers [

-

may bc- Surioughed by Junc 1975.

n)
c2l plant may soon result in a situztion where
irag on the whole economy, The ]*, a2lter-
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gituntion constitutes & vnique opporiunity to
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indusi AT planned level of maintenance.
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achesd to s

1.

9.

pracrorandum are the specifications for such a prepram,

40 summary, this Department recommends the {ollowing:

A two-year program to assist the industry in expanding its
pl:nmcd mainienance program;

q°

Yor r"ilro*ds in rcorﬁamu.tmn undcr the Regionzl Rail Re-

organization Act, Federal financial assislance would be in the

forn, of a grant for the costs of labor, material nd equipment
’ 2

with @ proviso that the beanefits must acerue to C"\.: Ra il _ These

unds thenavould simnlyv subsatitute for funds vwhich the Feder

{ il id ,l_ titute fo ds vahiich ¢ e al

Government would be providing later to ConRajil anyway;

For 211 other railroads n'rants would be available for the labor
portion of the costs associated with the Federal) assisted
incremenial maintenance program with loans available for the

ance of the individual railroads during the repaymeént

rclc.tcd materials and eguipment;

The loan provisions would be in the form of income reclated

dchentures and would provide a flexible repayment scheme

for both interest and principal, based on the carnirgs perform--
ént period;

- -

The program antic sz;tcs a tola) authorizalion of I3 billion for
: t

both the grant and the loan elements, with a §1 biilion efiort

S
£

in the fivst year and with 52 billion in the sccond yezy;
In order {o ensure that the program is truly addilive, i.e.,
over and above thati which the railroads would do with their
own resources, a maintenznce of eifort prow sio

required for participation.
To cmphasize i

t cally to thé
currcnt unemnl

) g
{ sitvatlion and is not 2 permanent .

assumplion by the Federal Government of 2 role in normal

program mainienance, 2 "trigger" is employed which wouid

keep the program in eiiect only during periods when the

[
o e
i

i)

3

. ¢

A

.

Q

naliona yplovment rate exceeds 63; (or somc oiher
appropriate jigurc);

Two-thirds of the {unds would be apportionad aumicng the rail-
roads on 2 forimmulae bauis and ene-third would be tefi o thie

-

discrclion of the Scerclary; anc

The prograrm envisions project approval by the Szerelary,
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. In addition, the proposal includes S92 million {0 tceclerate iforts to

“ maintain and improve current passenger service on the Wortheast
Corridor., This c¢ffort is envisioned as a continuztion of the progrom
.rcccntly authorized as part of the Penn Central emergency ]cg_is};uion.
The additional $95 million will not in any way preempt decisions related
to the lohg term improvements required in the Northeast Corridor,
In total, this program should create 20, 000 additional jobs in the rail-
road industry and 35,000 jobs in relaiced industries during the Xirst
yecar. The second year job cffect would be roughly double that of the
first year, : ) ‘ ' 3 =

I recognize that this program will have an cffect on the budget but the
total impact over the long run will be significantly smaller than the
total dollar amount because of Joan repayment and the substitution of
LConRail a..ssi'st.;'.ncc. Morcover, it is my judgment that the social
dividends resulting from whatever netl cost is involved will be worth
the cost. It will help avert further Jayoifs and, indeed, should increasc
the employment within the industry. It will foster much nceded rehabi)-
itation and i:u}pl'ovexi‘: ent in the physical facilities of the industry and
ensure thati the nation's rail transportation system will not deiceriorate
further during this economic downturn, 3 ;

e renr .00

A viable rail transporintion system is fuel éfficient and is needed to
ensurc that the transport of Lulk comimcdities 2nd other resources can

be cfficiently cxecuted. The program should impreve the safety record

of the industry. The program, itscli, is temporary, but it also scts the
stage for and dovetails well with the “inancial assiziance program included
in the Administration's prozesed Rairoad Transportation Improvement
Act. Finzlly, we sensc a erecat deal of interest for such a program in

the Congress and, in the absence of a Administration proposzl, we

will undoubledly be forced into a recactive posture.

My staff and I are prepared to discuss this proposal with you in greater
defail as scoun 25 possible, i !

- .
>

& | - Lt e b . K\f’)’gm’“’?\ e ’

. ./L) {/-/.///, Nerd

2

: f William T. Coleman, Jr.
Attzchment k e, :
." Bl * F} 4 : e
: ' \ .
| ; :
¢ 4 : :
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AT ' J AT TACIRAE 1YY
_,_,/ / (\ \ THE SECRETARY OF TRANSPORTATION i
e VASHINGTOMN, D.C. 20590 _ '
?%:;:Qlf‘-é\

HMarch 24, 1975

MEFORNIDUH FOR HONORABLE JANES T LYHi
i DIPECIO“, OFFICE OF luI AGEHENT ARD BUDGET

Subject: Stimulating Employment Through a Federally Supported'
Rail Rehabilitation Program: Rationale for Grants
- _to Solvent Rzilroads :

In a m2morendum of March 21 outlining the above proor i, we
recomrended that the funding of the entire prﬂaran for bankrupt
railroads and the labor portion of the program for solvent
railroads be effected through Federal grants. The bankryot :
railroz¢s account for epproximately 16% of the track miles that
would be eligible for rzhabilitation. The labor elerznt of the
program would be approxinately one-thiyrd of the total program.
Thtis, in 2 £3 ')frhm] "»rr‘-’lr(.l“ tho h'“m' vinte [j.nm bz o3 n-\rfrzr!
to receive approximately S50 million in orants and the solvent
carriers approximaue]" SoJO million in grants.

In the attached izmorandum we give the ‘reasons why, in our
Judamznt, it is desireble to fund the labor portion of the -
progrem tor solvent railrcads ultn Feczral grents, rather than -

loans.
s .)///-//’ u.. "‘I/ —_—
*Hilliam T. Co]e. an, Jr. .
Attachi=nt

cc: Honorible L. ¥illiem Seidman
Honorsble Jdames . Cznnon ™
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The Cr ‘[" (1l I U}‘.‘ g H C“ “‘i"‘ in 5 Vedor '*H !)X"V'i(ﬁ(l

e l\ -
1\"!l -\‘;..l ‘L‘!.. )'_: s l o ks c.)“.ll\‘l]" !,L\) I:l!al

he Department of Tronsportation has proposed for consideration

2 icmporary prozram to siimulaie cmplorymeni in the railroad indusirvy,
spcci{i:::zll\' in the s 1;'11 areas of track and plant maintenance and
rehabiliiation, This program wouid cover the exiire industry, i.e.,
both soiv n and b:r Lrup! compnnies; and would e:n ploy a combinaiion
of l-“ccic* ! grani and 10'11 financial assislance, ‘The program's under-

L4

lving rai 'ﬂf‘ and snecifics have boen cov erc! iw ansther paner,

This p "51 addresses tho eritical role of grants for the labor cost
compov.e nt in ensuring the program's acceptance and suceess,

Sammary

Powerful arguments can be made il
designed to siimulate employment

than the mainicnance and rehabilitaiion of t'z: naiion's rmhou 5 To
realize the ifull potential o. this ony {v, espeeizdly in light o[ thie
currcnt siate of railrond i x.-ncu,-, a granl comnonent (for the diree
labor costs involved) in the Federal Im"hcn] assisiance program would
be essential,

al any F'> ‘om! nn.mm 1 as isi'mc:g
ke

!
1

Federal grant assistance for at least the 1abor component
of such a pregrain appears criiical to oh:iidining the partici-
pation of “'solvent”, albait current m ney iosing, railroads
which constituie the bulk of the nation's rail system.

<~ A Federal pro '51':\.111 of Im mneial assisiance to the railroads
S

musl {real both "solvent” and * Inm.n,...l’,. listressed™ (includ-
ing bankrupt) railreads equilably, lesl il uaiair 1) disadvaniage

the former.

- The traly vital nature of the work to be supworted by this
pregram -- affzcling dircelly tha ceonomic efficiency of the
natien's rail svsiem as weil as the safeir of iis oporaiion --
must be given epproprizie weizhl in any coasideration i this

proposal's merit,
- Any "granl" agsistance given in this.piszram would bo trely

"'xd'liii\'c” in lerms of its uliimzalpe ceozornric impact, providing
a sienificant mlliplier ceficcet,

o,



Discussion

Central {o an undersianding of this real axtuve of the rail maintenance
and rohabilitation 'v‘t.bicn: is & rocoruiticn that: (1) h is pervasive,
affecting a!l paris of the »ail indastry -- boin .‘;03‘ ¢ aud bankrupl
compaiies ~- albm in somewhat different ways ar d ceraesy and

(2} the cests of a randown, inefficient national 1‘..11 pl nt will be paid

for by sociely ong v :1; or the other, It will be paid:

either in terms of increasing accidenis and derailiments, more
slow orders™ and train delays and the higher freight rates aud
:\p:m Oa service inherent in the foreg oing,

¢

or in terms of a positive effort to arrest the daterioration of the
‘rail plan!, o rebuild and rehabiliiaie that plant (especially the-
vital mainline links), and {o put nr CCfnU} furlsughed maintenance-
of -woay comloyeces (now receiving ¥ ral unemploymont l)'v') and
olher 1'I}r- workers back into traly prodactive employmiznt in an
indusiry vital to the nation's economic healin

4

'cc:'mt sharp drop in

0
A

t‘ & Geprassed econvmy angd the poor progpacts
P v

The realily for rail indu
revenues sienmming from the deprasse: angd the po
for an early revenuce recove irtually no railroad, oi\'exzi
or b'm""“)z. +ill cara a m'o!"‘c this veur and few, if any, will do so i
1876, Across the indusiry, rail manazements have almost umtnmm;,
cut Mc!. sharply on n:m.;iunn ce activiiies in an effori {o husband cash
In this .,.i's?iif) 1, the moragement imperalives to curb deferable
expendilurss are as real and sharp for the normally "healihy™, sol-
vent raiiroad as t}'u:}. are for the i‘? weinlly shaky or bx n’—{rm)t company.

f')

s
3

Given ilu foregoing, several powerful arcuments can be advanced for
includinzx a sirong gr'*r;t_ component in any Federal empioymeont support
program orienied naticnal rail mainicnance and rebabiliiation

Su
¥
v

problem,
1. JFncourage Maximumn Parlicipalion

o o ——

s noled r.!n"c, any rajlread facing Lite prospect of denressed revenues
and an vncericin Garfic oullooi will b: very refuciant {o {ake on addi-
tional indehiciiness far *qf- mi aterinls, sunjiies and equipment needed
for ma nu(."mu' and renabhiliialion unless tiere is a siesas linnacial
mcentive for them 1o 2 :,fa. Federal srans faaeiny for the Inbar
componeat of the maintonanee and refubiliiction prajects approved
vuder this prooram will ensure thet =il major r'um'-"" wili participate,
A pare las prograwm woald slmnst ceriaily be shuraed by ot if >
nat all of Ihe solven! roads uhder present circwmstances
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2. Pm\ :d: a Measare of Eguily As Detweaen the Solvent and Bankrupt

e e
——— et e

in the overall national railrond s:.'si.-'-m, (‘"“l‘!’" 5 -- solvent carviers,
finunci a4y *-‘mlc' caryiers, asd bhankireypt carriers -- compeie vwith one
anoinoer n'n simply for iraffic bat jor pr -3,,1, a ! in a very real sgpse,
or cconomic advaniace and even survival, Wi ilo 'w;:n')\a’led;u re

)

Y=ty

gove"nme.:!‘< respunsibilily for ensuring {he provision of vilal trans-
: .
pari "-"*.":10'.‘.‘, inchudine sqhstantin! divect findneial "'-3215’ ance, govern-
: ot iy A ke = ® ¢ o - —én Ve Pty 5 -
mant's programs and policias should ul ..1.1, to penalize ihe well-

NFY A N e e Y =
4 B l..‘:’t

T i wmcr vis-a-vis his
bantorept comg)etiicrs. he elicctis of {‘n prescent recession
gives rise {o both the unompioymont angd rail n;:nptcz::mbe 1 oalew
1u11 equally.-heavily on ail parls of the industry, In a program suul
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DRAFT PRESIDENTIAL STATEMENT ON THE
REVITALIZATION OF THE RAILROADS

The fail industry in the‘United Stgies is in a deeply troubled
state. - Large parts o% the rail plant are in a state of physical
deterioration. Some railroads are 1in bankruptcy and others are on
the brink of financial collapse.

The'country has neglected the rail problem too long and the
desperate condition of the industry is testimony of this neglect.

We must bégin at ohce a major and massive initiative to festore

the vitality of this essential industry. I have estab]ished for

this Administratioﬁ a goal that calls for the complete revitalization
of the Nation's railroad system so it can ﬁerve the needs of modern
America. We are moving forward with a program to assure a healthy,
progressive rail system. I have directed the Secretary of
Transportation, William T. Coleman, Jr., to lead this effort and to
make it one of his prime concerns. |

As an essential part of this program I am today sending to the
Congress the Railroad Revitalization Act (RRA). This Tegislation
is the result of several years of study and consultation with»
industry and Congressional authorities.

'There has been extensive work in the 93rd Congress on rail
regulatory legislation and I am confident that the 94th Congress can
and will act decisively. A good base hés been developed for prompt

action.

-more-~
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The Railroad»Revitalization Act has two pfimahy fdnct{aﬁs -
to improve the regulatory climate under\which railroads operate
and to provide critically needed financial assistance for railroads
throughout the country. A major problem faced by the railroad
industry is an overabundance of Federal regulation. Much Federal
fegu]ation, originally imposed to prevent monoply abuses and regulate
development in the western States, has long since outlived its
original purposes. Indeed, Federal regulation has grown so cumbersome
that it retards technical innovation, economic growth.and improved
consumer services. The legislation I am proposing is designed.to '
improve significantly the regulatory climate under which all railroads
operate by 1ifting unnecessary and excessive regulatory constréints;

The proposed bill addresses rail regulatory problems by amending
the Interstate Commerce Act to:

1. Permit increased pricing flexibility.
Expedite rate-making procedures.

Outlaw anticompetitive rate bureau practices.

HSsSw N

Improve the procedures for dealing with intrastate rail
rates.

In addifion, RRA makes available to the rail industry financial
assistance which it must have to accomplish necessary modernization
of outdated plant and equipment. This assistance is provided in two
forms. First, the.bill will make available $2 billion of long-term

loan guarantees (20 years or less) so that the Nation's railroads

-more-



can obtain badly needed modern equipment and faciTiti€s, and répair
deteriorating roadways at reasonable fin?né%ﬁé costs. If neceééary,k
the Secretary of Transportation would be authorized to pay varying
amounts of interest on these loans. Up to $200 million a year for
thrée years would be made available to the Secretary for this purpose.
" This financing will bé available wheri funds cannot be obtained

in private capital markets. It is one of the purposes of the program
that the financial condition of the-rail industry be rgstored to the
point where the private sector will once again make capital avai]able.

The bill also authorizes the Secretary to conduct research into
the design of a national rolling stock scheduling and contfol system
which would be capable of expediting the movement and improving the
utilization of freight cars and locomotives. .Funding of $15 million
to conduct this study and initiate imp]émentation of ihe system is
authorized.

In view of the rail system's role in our Nation's economy, I am
urging the Congress to give this measure immediate consideration.
The importance of regulatory reform to the efficiency of our
transportation system cannot be over-emphasized. While special -
interests may resist these necessary changes, I am confident tH;t the
benefits to the American people are so great and so clear that the

Congress will act quickly.

-more-
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While we are working with the Congress on this 1egis1atiye

package we have a paral1e1 responsibiiftyjfgrdéé]‘with the Nd}ihéééf'
- rail problem which has already reached cricis proportions.

I consider the restructuring and rehabilitation of our northeasf
rail System to be of the highest national priority. As required by
the Regional Rail Reorganization Act, the.United States Railway
Association has developed and published a Preliminary System Plan
for the restructuring‘of the railroad system in that region. Under
the chairmanshipvof Secretary Coleman, I have established a task force
of the Economic Policy Board to review and assess this plan so that L
caﬁ move quickly to make informed and comprehensive decisions on a
Federal program for the northeast railroads. The task before us is
large. The need for -success is enormous. We will not shrink from
recommending to the Congress substantial Federal investment and bold
restructuring measures to put the region's railroads on a sound and
enduring base.

As we grapple with the complexities of our rail freight problems, -
we must deal with the interlocking concerns of a presently inadequate
rail passenger system. In.this regard, the Department of Transgortation
is nearing completion of detailed plans for significant upgrading of the
passenger service along the heavily traveled Washington-Boston line.

This project will include substantial right-of-way improvement so
that true high-speed passenger service can be put into operation in this

very densely populated and heavily traveled corridor.

-more-~
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- “As another part of our commitment pgwfgyjygljgjggwbgssgnggrm;L. _

_service on the Nation's railroads, we have already submitted major
legislation to reform Amtrak. Much as been accomp]ished since Amtrak
began operations almost four years ago. On-board services have been
improved. New routes and equipment have been added, and during last
year's energy crisis, we found that many Americans used Amtrak trains
as an alternative to using their automobiles. However, much still
needs to be done to shape a viable system of inter-city rafl passenger
service.

Amtrak must have firm, long-term funding commitments from the
Congress and the Executive Branch So that it can develop long-range
operating and capital plans. To this énd, the Administration has
proposed a four-year authorization of $2 billion to meet'Amtrak's
operating and capital requirements. If this long-term funding
commitment to rail passenger service is to be effective in developing

,and promoting inter-city passenger service, Amtrak must have the
necessary flexibility and management discretion to implement efficient
service. At the present time, the responsibility for the promotion of
passenger service is fragmented among a host of Federal agencies.
Reducing regulatory and political control over Amtrak's management
system is essential. The Administration proposal is designed to
achieve this result. In addition, the bill will provide a more efficignt
mechanism for States to initiate inter-city ra%l passenger service, I.
believe this proposal will provide a sound basis for increasing the

effectiveness and-efficiency of Amtrak dperations.

-more-



The current economic downturn is having a very serious adverse

effect on employment in the railroad indpstry.;:Earhings“haVé“agé¥¥;€5’
* by more than 15% and;the industry has been forced iérlay off large
numbers of emplbyees. At the same time, railroads have substantially
reduced the maintenance of their phjsica] plant. This, of course,
contributes to a further deterioration in rail facilities. In order
to arrest this physical deterioration and to provide job opportunities,
I intend to propose special legislation which will create ‘a Federal |
-assistance program to provide jobs in the rail industry. I recognize
that this proposal will have an effect on the budget but it is my
judgment that the social dividends resulting from it are well worth
the cost. This program will avert further layoffs and, indeed,
%ncrease employment within the rail industry. It will foster much
needed rehabilitation and improvement in the physical facilities ofﬁ
the industry and effectively combat the fdrther deterioration of the

Nation's rail transportation system.

.
o~

While the Railroad Revitalization Act is a significant part of
our rail revitalization program, it is also a very important first .
phase of my overall progrém to seek fundamental reform of the regulatory
practices which govern the economics of the entire transportation
industry. Such regulation, established long ago, in many instances
no longer serves to meet America's transportation or economic needs.
Consumers, too, often hear the costs of inefficient regulation in the

form of inadequate service and excessive cost. Therefore, I will soon

-more-
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Mbé submitting proposed legislative reforms for motor carrier, domestic
water carrier, and airline regulation. .}aken together, these pfoposa]s,
could save consumers billions of do]iafé aﬁﬁdéi1§'QﬁiiE*§BE;EQ€E§“”m‘ N
efficiency and conserve scarce energy resources.

America must have a modern, revitalized and efficient transportation
system to meet the needs and demands of our Nation's commerce.

Secretary Coleman and 1 stand ready to work closely with the Congress

to secure passage of legislation to achieve this objective.

#8444



THE SECRETARY OF TRANSPORTATION
' WASHINGTON, D.C. 20590

"Ma}ch 21 1975

.\

"MEMORANDUM FOR HONORABLE JAMES T. LYNN
Director of Management and Budget
SUBJECT: St1mu1at1ng Employment Through a Federally Supported
Rail Rehabilitation Program

During the current economic downturn, railroad industry revenues have
declined sharply as car loadings (level of freight traffic) dropped 15 per-
cent below last year's level. This, in turn, has forced the industry to
reduce substantially its maintenance efforts. The result is that the
industry is experiencing both a high rate of unemployment and a more
rapid deterioration of its physical plant

The total amount of deferred maintenance in the industry is not known
exactly but conservative estimates put.the figure in the range of $5.5
~to $7.5 billion. Even at the 1974 level of maintenance, effort, which
involved the employment of 92, 000 workers, the backlog of deferred
maintenance was increasing annually. It is estimated that 10, 000
maintenance-of-way workers have already been laid off this year and -
that an additional 20, 000 workers may be furloughed by June 1975.

Rail's rapidly eroding physical plant may soon result in a situation where
it would become a positive drag on the whole economy. The only alter-
nafives then would be massive amounts of direct Federal assistance or
Federal ownership. -

We believe that the present situation constitutes a unique opportunity to
undertake 3 Federally-assisted but industry managed effort to provide

more jobs while raising the industry!s currently planned level of maintenance.
Such an effort would not only produce additional jobs in the railroad industry,
it would also have a substantial indirect job creating effect in the supporting .
industries (e.g., steel, lumber, equipment, etc.). Such a program will

. meet urgent national needs in a vital industry while stimulating employment,
and this would be far more productive than the public sector job programs.
This is a2 view that seems to be shared by many in the Congress, as evi-.
denced by the several bills introduced by Senator Buckley, Congressman‘
Heinz, and others to authorize such a program., We strongly urge that the

- Administration develop a better program of its ownas a response to
Congressional initiative.



Attached to this memorandum are the specifications for such a program.m |
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In summary, this Department recommends the following:

\

1.

2,

9.

A two-year program to assist the incfustry in expanding its
planned maintenance program;

For railroads in reorganization under the Regional Rail Re-
organization Act, Federal financial assistance would be in the
form of a grant for the costs of labor, material, and equipment
with a proviso that the benefits must accrue to ConRail. These
funds then would simply substitute for funds which the Federal
Government would be providing later to ConRail anyway;

For all other railroads grants would be available for the labor
portion of the costs associated with the Federal assisted '
incremental maintenance program with loans available for the
related materials and equipment;

The loan provisions would be in the form of income related
debentures and would provide a flexible repayment scheme

for both interest and principal, based on the earnings perform-
ance of the individual railroads during the repayment period;
The program anticipates a total authorization of $3 billion for
both the grant and the loan elements, with a $1 billion effort
in the first year and with $2 billion in the second year;

In order to ensure that the program is truly additive, i.e.,
over and above that which the railroads would do with their
own resources, a maintenance of effort provision would be
required for participation,

To emphasize that the program is geared basically to the

: current unemployment situation and is not a permanent

assumption by the Federal Government of a role in normal
program maintenance, a 'trigger' is employed which would
keep the program in effect only during periods when the
national unemployment rate exceeds 6% (or some other
appropriate figure); '

Two-thirds of the funds would be apportioned among the rail-

roads on a formula basis and one-third would be left to the '
discretion of the Secretary; and

The program envisions project approval by the Secretary:.'
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In addition, the proposal includes $95 millipn to accelerate ‘efforts to
maintain and improve current passenger service on the Northeast .
Corridor, This effort is envisioned as a continuation of the program
recently authorized as part of the Penn Central emergency legislation,
The additional $95 million will not in any way preempt decisions related
to the long term improvements required in the Northeast Corridor,

In total, this program should create 20, 000 additional jobs in the rail~
road industry and 35,000 jobs in related industries during the {first
- year, The second year job effect would be roughly double that of the
first year, )
I recognize that this program will have an effect on the budget but the
total impact over the long run will be significantly smaller than the
total dollar amount because of loan repayment and the substitution of
ConRail assistance. Moreover, it is my judgment that the social
dividends resulting from whatever net cost is involved will be worth
the cost, It will help avert further layoffs and, indeed, should increase
the employment within the industry. It will foster much needed rehabil-

. itation and improvement in the physical facilities of the industry and

ensure that the nation's rail transportation systern will not deteriorate
further during this economic downturn. ~

A viable rail transportation systern is fuel efficient and iz needed to
ensure that the transport of bulk commodities and other resources can

be efficiently executed. The program should improve the safety record
of. ,the industry. The program, itself, is temporary, but it also sets the
stage for and dovetails well with the financial assistance program included
in the Administration's proposed Railroad Transportation Improvement
Act, Finally, we sense a great deal of interest for such a program in

the Congress and, in the absence of an Administration proposal, we

will undoubtedly be forced into a reactive posture.

My staff and I are prepared to discuss this pr0posal with you in greater
detail as soon as possible,

| SIGNED BY
| WIIIAJA 7. COLEMAN, JR.

Williamm T. Coleman, Jr,

Attachment

. Prep by: TPI-30:RFWalsh:gms:3-21-75
‘cc; S-1, 2, 10 '
TGC, TCI, FRA

TPI-1, 2, 3, 5, 30
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/ |, 2‘{% THE DEPUTY SECRETARY OF TRANSPORTATION
SN WASHINGTON, D.C. 20590

March 24, 1975

Subject:

In accordance with our dYSeussions this morning, herewith the
following:

(1) Proposed inserts for the draft Presidential Message.

(2) An analysis of rail industry problems and the principles
of our program.

(3) Position papers on the two immediate issues:

(a) subsidizing the interest rates on guaranteed loans;
and

(b) the proposed rail rehabilitation and employment
program.

With respect to the third issue of this morning, the

rolling stock management information system, if OMB

insists on deleting that provisiocn from the RRA on the
~ground that it is a new money program, we will not press

the issue for Presidential decision. We would suggest

instead that we delete the specific authorization of

$15 mi1lion, but retain the language authorizing the

program, which we would then fund under the regular

DOT authorization.

Let me know if you have any suggestions or need anything more.

75- o LPW‘

John W. Barnum

Affachments

cc: Honorable L. William Seidman
Honorable James M. Cannon
Honorable Michael Raoul-Duval



DRAFT: 3/24/75

Proposed Inserts for Draft Presidential Message

"The rail industry in the United States is in a deeply troubled
state. Large parts of the rail plant are in a state of physical
deterioration. Some rails are in bankruptcy and others are on the
brink of financial collapse."

The facts are startling. Over one half of the rail track is
unfit for normal operations. At any given time between 15 to 207 of
a typical railroad's main line tracks is subject to slow orders
limiting the maximum speed to 5 to 10 miles per hour. Deterioration
of the rail plant is spreading at an accelerated rate and this is
calling into question the ability of the rail industry to provide
essential services.

Track deterioration delays the safe shipment of both people and
goods. During the first ten months of 1974 there were nearly 7,000
train derailments, a 157 increase over the same period in 1973. The
slow transit times and unreliability of service is causing the erosion
-of the rail industry's share of intercity traffic.

A crucial problem is the grossly inefficient use of the freight
car fleet. A typical freight car moves loaded only 23 days a year.
Rail cars represent over 50% of the rail industry's net capital
investment. No other industry has such an inefficient utilization of
its capital investment.

Rails are a vital national asset essential to the commerce and

defense of the country. Today railroads are being called on to play
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a key role in our energy conservation program. Railroads are a very
energy-efficient means of moving freight. Morewer, if we are to
achieve the goals of PROJECT INDEPENDENCE, thers must be a greater

use of coal. More than three quarters of all cml shipped from the
U.S. mines moves by rail. PROJECT INDEPENDENCE calls for the doubling
of coal production by 1985. As this goal is mey, the railroads must
double their coal-carrying capacity. The presemt financial condition

of the rail industry will not permit that neede#l capital expansion.
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Rail Industry Problems and the Principles of Our Program

The rail industry in the United States is in a deeply troubled
financial and physical condition. Rate of return on investment for
the industry as a whole in a "good" year (such as 1974) is less than
4%. Excluding the bankrupts, rate of return rises to only 5%. The
industry will show a loss for the first quarter of 1975.

Because of its low earnings, the rail industry is unable to
generate sufficient funds for an adequate program of plant maintenance
and rehabilitation. Funds from outside sources are virtually unavailable.
As a consequence of its perilous financial condition, the railroad
industry has not been able to put sufficient funds into its plant and
the rail plant is in a badly deteriorated condition. Over 507 of the
rail plant is operating under so-called slow orders. During the first
ten months of 1974 there were a total of 6,961 derailments, up 157%
above the same period in the previous year.

The plant deterioration which characterizes the Northeast is
spreading to the rest of the country at an accelerating rate. Because
of inflation, a dollar's worth of improvement today will cost much more
in the future. Moreover, failure to do necessary repairs now will
necessitate total rebuilding of lines in the future. Despite their
deteriorating condition and financial troubles, railroads remain the
backbone of the nation's freight transportation system, handling about
38% of the ton-miles. In addition, the rail industry is an absolutely
essential part of the solution to our environmental and engery problems.

Rails themselves are an energy—-efficient mode of transportation.
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Moreover, rails handle over 757 of all coal movements in this country.
If we are to lessen our dependence on imported oil, it is essential

to have an adequate and efficient rail plant. Because of its deterio-
rating condition, we are reaching a point where the rail industry's
ability to provide adequate service is increasingly being called into
question. 1In addition, due to the disrepair of the rail system, much
of the long-haul traffic which should be moving by rail is now moving
by truck. A major rebuilding program of the rail system would move
much of this long~haul traffic from less energy-efficient trucks to
more energy-efficient rails.

Congress is becoming increasingly disturbed about the rail industry's
problem and there is a growing feeling in Congress that the only answer
lies in nationalization or creation of a Rail Trust Fund. Legislation
to nationalize the railroad rights-of-way has been introduced by
Senators Hartke and Weicker. Brock Adams, a leading spokesman on rail
matters in the House, has publicly stated that serious consideration
should be given to such a proposal. Privately, many congressmen are
saying that the only solution to the rail industry problems lies in
nationalization. They see themselves increasingly vulnerable to attack
for not solving the problem and for.having applied band-aids in the form
of emergency financial assistance to deal with it. Faced with.the
prospect of continuing financial crises in the railroad industry and

' and in the

the need to pour more Federal money "down the rathole,'
absence of a constructive alternative, Congress could seize nationalization

as an easy out.
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The Department of Transportation has a program which we believe
will meet the railroad industry's problems with minimum Fedefal involve~
ment and will assure a viable private sector rail system in the United
States capable of meeting the commerce, energy an& defense needs of
the country. The overall program we are proposing involves:

1. Removal of a number of outmoded and inequitable regulations
on railroads. Chénges in the regulatory system are an essential
condition to preventing future Penn Centrals and restoring the vitality
of the railroad industry. They are also essential to assuring the
viability of the railroad or railroads which emerge from the Northeast
rail restructuring process. :

2. A consolidation and restructuring of the national rail svstem
utilizing financial incentives and a new mechanism to bypass the
regulatory impediments to rail acquisitions and joint use of facilities.

3. Financial assistance to rehabilitate the essential elements
of the national rail system including the Northeast.

4, Bringing the Northeast rail restructuring planning process to
a successful solution consistent with the national program. This will
result in a paring down and rehabilitation of the bankrupt railroads
in the Northeast.

5. Recognition of the need for r;il passenger service in certain
corridors and the pﬁblic (and congressional) demand for such service in
other markets. L

This program is built on a number of unifying principles. First,

running through the program is the notion that railroads are a vital
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national asset which are being poorly utilized. The first principle
then is the essentiality of recreating a healthy, progressive rail
system.
A second unifying element of the program is the recognition that
rail plant deterioration is a major problem which the industry is unable
to solve fully alone. The cost of rehabilitating the six bankrupt
railroads in the Northeast could be as much as $3 billion. The cost
of rehabilitating a rationalized rail plant for the nation as a whole
to a minimum level of adequate service is estimated at $7-9 billion.
The rail industry is simply incapable of generating either from internal
or external sources all of the funds required to upgrade the plant to
even minimal acceptable standards. The Regional Rail Reorganization
Act, the financial assistance package of the Rail Revitalization Act,
and the proposed Public Works Rail Employment Program are designed to
assist the industry in rebuilding the planf to acceptable standards.
We do not propose that the Federal Government should fund all of the
railroad maintenance and rehabilitation expenditures. The financial
assistance provided through the Revitalization Act and the Public
Works proposal, coupled with the regulatory reform, will provide the
foundation for the industry to become self-financing. Thus while the
Federal financial assistance is only a\portion of the overall expenditures
required, it is a critical prerequisite for the industry to become self-
financing. L
The ICC is a major impediment to this disinvestment and plant

rationalization. The interest subsidy and the "ICC bypass' of the
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Rail Revitalization Act provide incentives for the industry to rational-
ize the rail plant. The Act promotes this objective by encouraging
railroads to come forward with restructuring proposala, thus meeting
the Administration's goal of maximum reliance on private sector
initiative.

Finally, another unifying principle running through the DOT program
is the need for regulatory reform. The Act is designed to remove a
number of regulatory restraints on carrier management. The present
regulatory system has contributed enormously to the present railroad
malaise. Regulatory reform and the restructuring provided for in the
Act are essential to avoid the spread of that malaise and to aségure
that the railroads which emerge from the Northeast restructuring process
and the Rail Revitalization Act restructuring process will be able to

operate as viable private sector concerns.
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Rail Revitalization Act Financial Assistance Provisions

Subsidizing the Interest Rates on Guaranteed Loans

OBJECTIVE: The proposal serves a twofold objective: (1) providing the
railroads access to the private capital market for funds to rehabilitate
and improve the essential portions of the national rail system, and (2)
incorporating an incentive to the industry to consolidate and restructure
duplicate trackage, yards, terminals, and other facilities to produce

over time a more efficient and rational national rail system.

ALTERNATIVE APPROACHES

Alternative #1: Provides $2 billion in loan guarantees for obligations
incurred to modernize and rationalize rail facilities. Before Qaking
a guarantee, the Secretary would have to make certain findings which
would ensure that the loans were properly secured and were used to
create a more efficient national rail system. The Secretary would

also have to énsure that the interest rate was reasonable, taking into

consideration loans of comparable risk.

Alternative #2: Federally guaranteed loans with provision that the
Secretary could pay whatever part of the interest he deems appropriate,
within an authorization of $200 million per year for three years. He
would be required to make findings similar to those under the loan
guarantee proposal in alternative #1. Further, as a condition for
receiving either a guaranteg-or payment of interest, the Secretary

could require applicant railroads to enter into joint agreements for
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tracks, terminals, and other facilities and into agreements for purchase
or sale of other assets and for mergers. Such agreements would not be
subject to ICC approval, but the Secretary would be required to hold a
hearing before approving such an agfeement. In addition, the Secretary
could not approve an agreement unless it achieved the transportation

objective in the least anticompetitive way.

DOT RECOMMENDED APPROACH

Alternative #2 should be chosen for the following reasons:

1. Loan guarantees without incentive interest subsidies will not
be used by the rail industry. The industry simple cannot absorbd any
more debt; it presently has $4.4 billion in outstanding debt wiih
current annual interest charges of approximately $184 million. Very
shortly this debt will have to rolled over, and there will be an
increase in the interest rate. As a result, the annual interest will
rise to $440 million with no added debt. This last interest figure is
approximately equal to one year's earnings for the industry.

2. Without the financial incentive provided by the interest subsidy,
little consolidation and restructuring of the duplicative physical plant
can be achieved. Similarly, without a bypass of the ICC, there is little
prospect for such rationalization occurring. The financial package
produces a means whereby the Secretary can, with financial incentives,

shape the future restructuring of the industry to produce a rational and

efficient system which will remain financially viable in the long term.



-3 -

3. The immediate financial difficulties of the industry (probably
a large deficit for calendar year 1975) dictate the need for interest
subsidy. Without such subsidy, railroads will not use the financial
program and we lose the opportunity to encourage and participate in
the needed restructuring. Without restructuring and additional invest-
ment, the rail system will continue to deteriorate at an accelerating
rate, accidents will increase, and service efficiency will decline.
Interest subsidy is the minimum required to prevent further financial
decline of the industry which could lead to eventual nationalization
of the entire system.

4, In the absence of an interest subsidy, the loan guarantee
provision will be described as useless by railroad management and labor

alike.
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Rail Rehabilitation and Employment Program

OBJECTIVES: Program has a twofold purpose, (1) to stimulate employment
of maintenance~of-way workers on the rail system and (2) to begin
immediately to rehabilitate the nation's rail system which is in a

state of accelerating deterioration.

Alternative ##1: Submit immediately the rail rehabilitation and employ-

ment program without relating it to other employment proposals.

Alternative #2: Hold submission of a rail rehabilitation and employment
program until we can determine (1) how it relates to (or could be used
to defeat or decrease) other proposed employment programs and (2) the

impact of the Federal budget deficit.

Alternative #3: Do not submit a rail rehabilitation and employment

proposal. .

DOT RECOMMENDED APPROACH

Submit program proposal immediately to Congress as Administration's
legislative initiative for the following reasons:

1. The program initiated by the Administration is a responsible
alternative to the various public works type employment programs which
may be initiated by the Congress to meet the unemployment problem; in
fact; the Department's proposal ties closely to similar bills intro-

duced by Republican Congressmen recently and can serve as a rallying
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point for the Administration and the Republican members of Congress in
presenting an imaginative and effective approach to the unemployment
problem.

2. The program will add 20,000 direct jobs and 35,000 indirect
jobs to the work force during 1975, and 40,000 direct jobs and 70,000
indirect jobs during 1976.

3. Even without the national unemployment problem, there is a
desperate need for an immediate program to rehabilitate the main line
tracks and essential yards of the nation's rail system. The rail
system is in a state of accelerating deterioration which is crippling
its ability to provide essential rail services. Because of the-
industry's inadequate earnings, it has been unable to make needed
improvements and maintenance in the rail plant. Approximately $1.1
billion of annual catch~up maintenance is required simply to arrest
further deterioration. An additional $1 billion per year annually
is required to bring the system back to efficient operating condition.

4, To fail to take action at this time simply ignores the
desperate need for rail rehabilitation and the present unemployment

problems, leaving the initiative to forces outside the Administration,
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RAILROAD PROPOSAL

As a part of our consideration of the proposal to revitalize
the Nation's railroads prepared by the Department of Trans-
portation, the President should focus on the near-term and
long-range implications of additional Federal involvement
with the railroads. The following questions are intended

to apply to all freight railroad operations (including the
bankrupt railroads of the Northeast Corridor but excluding
passenger rail service).

1. What is the nature of the railrcad problem?
A. Short-term

®* Define dependency of Nation's commerce on the

railroads.

State with particularity their current financial
problems, with emphasis on their ability to raise
capital.

* Other aspects of short-term

B. Long-term

®* Detail the competitive impact of other modes which
are Federally subsidized.

®* Detail impact of Federally economic regulations
* Detail impact of archaic work rules
2. What is the proper Federal role?
® Define Federal role in supporting competing modes

* Can the Federal government allow the rallroads to be
liquidated?

What are the risks of nationalization or partial nation-
alization (e.g., Federal ownership of rights- of—way)°

* What are the proper State and local governmeﬁ% roles?
° Can we rationalize Federal aid to private corporations?

* What will the impact be of additional government involve-
ment on the Federal budget?
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What will be the condition of the railroads if Congress
enacts the following additional railroad legislation:

A. Regulatory reform
B. $2 million loan guarantee

C. User charges on other modes to equalize impact of
taxes on competition

-~ motor carriers
- Dbarges

Assuming Congress enacts the above listed additional legis-—
lation, is there still a need for additional Federal help?

M If yes, what are the options? (See options paper being
prepared by DOT.)
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THE WHITE HOUSE

WASHINGTON

April 7, 1975

MEMORANDUM FOR JIM CANNON
1Y
VIA: DICK DUNHAM ! ./ —
JIM CAVANAUGH™
FROM: MIKE DUVAL %‘
SUBJECT: RAILROAD INITIATIVE

In following up with DOT staff on the meeting you chaired
in the Roosevelt Room with Secretary Coleman, et al., I
found out that you and the Vice President met with Coleman
and his staff late last week.

According to DOT's staff, the Vice President and you indicated
a strong desire to see if we could reprogram highway funds

into rail rehabilitation projects. Because this approach is
substantially different from the ideas discussed in the Roose-
velt Room, I thought I'd better come back to you for additional
guidance prior to moving forward with the memorandum to the
President.

I hope to go over a draft memorandum tomorrow or Wednesday
with DOT staff and would appreciate some guidance from you

as soon as possible. R



THE WHITE HOUSE

WASHINGTON INFORMATION

April 9, 1975

MEMORANDUM FOR JIM CANNONN
DICK DUNHAM
WALLY SCOTT w——

FROM: MIKE DUVAL - M

SUBJECT: COLEMAN'S RAILROAD PROPOSAL

I had a meeting in my office yesterday evening with the DOT
staff to go over their draft decision memorandum to the
President on the railroad issue. See the attached outline
which lays out the alternatives they are considering.

"I pointed out that, even under their Option 1, the railrocad
funding ($1.2 billion) would constitute a net increase in
expenditures in FY '76. Although these would come out of
rescinded highway funds, it is an amount that the President
did not include in his highway budget but instead, requested
either rescission or deferral by Congress. In short, the

- DOT proposal (realistically) assumes that Congress will not
buy the President's $5.2 billion highway level for FY '76.
Coleman's people are assuming that the Congress will defer
and rescind a lesser amount than the President has requested,
and that difference is the amount they hope to make up in
railroad expenditures.

I felt it was important that the Department put before the
President an honest option which would contain a new railroad
grant program but not result in increased DOT expenditures
over the President's FY '76 Budget. I also felt it was
important that the Department consider a direct highway-
railroad trade-off option.

Accordingly, the DOT staff is re-doing their paper with four
options. They will include:

1. A $1.2 billion railroad grant proposal which would
come out of the $5.2 billion highway funds proposed
in the President's FY '76 Budget. This will result
in no budgetary impact for FY '76 but one heck of
a controversial proposal.



2
2. DOT's Optiocn 1.
3. DOT's Option 2.
4. Flexible use of the current highway program funds.

(This is an idea that I have not had an opportunity

to think through fully, but I will describe further
on in this memo.)

Once the four options are put together, DOT will call a meeting
of the following principals to discuss the ultimate decision
paper for the President: Jim Cannon, Jim Lynn, Secretary
Coleman, and appropriate staff.

A decision memorandum should be ready for the President early
next week. I have asked Warren Rustand to see if there would
be an hour on the President's schedule during the middle or
end of next week to discuss the DOT decision paper once we
get it.

Obviously, 1f the President goes to Congress with a proposal
to spend $1.2 billion (or any like amount) on railroads and
rescind an equal amount from highways, this will be met with

a stir of controversy and, in my judgment, a strong likelihood
of failure. It might be better to simply attempt to modify
the eligible uses of highway funds along the lines of the

1973 Federal—-aid Highway Act, which permitted the use of

some of the urban systems money for mass transit projects.

I would envision a proposal which will permit the States to

use their highway apportioned funds for capital railroad proj-
ects. Interstate, urban or rural funds would be eligible. If
the State is working on a main line (trunk trackage) it would
be eligible for 90/10 funds and, for other lines, 70/30 money
would be available. I would recommend consideration of a
couple of incentives. First, t® encourage the States to opt
for railroad projects, perhaps we could state that, for every
dollar apportioned to a State used for railroad projects, the
State would actually get $1.20, thereby increasing its State-
wide apportionment. Second, there could be some arrangement
whereby the Secretary of Transportation could allow 100% grants
if the project selected is energy critical. This might encour-
age the rehabilitation of spurs into the coal mining areas, etc.

This proposal could be consistent with our highway legislative
proposal because it would not matter whether the railroad proj-
ect was liquidated out of Trust Fund revenues or general revenues.

This whole matter is on a very fast track (sorry!) and I think
we should get together and discuss this today or tomorrow at
the latest. Sy

[ BN
D




Options for a Railroad Unemployment Program

I. The Department's Original Proposal

A. Amount

B. Length of Time
C. Energy Emphasis
D. Rescission

IT. Option 1

A. Amount

B. Length of Time
€. Energy Emphasis
D. Rescission

I1I. Qption 2

A
B.
C
D

Options 1 and 2 above have been developed to meet the primary concerns
expressed at the March 31 meeting. These were:

Amount
Length of Time
Energy Emphasis

Rescission

$3 billion
27 months

Concentrates on mainline routes - 81% of which
handle coal :

None
[
| [
$1.2 billion /
. I' 2
15 months

Concentrates on mainline routes plus gives
priority to projects on mainline routes used -
for coal haul

$1.2 billion of highway funds

$1.2 billion
15 months

Same as Option 1

None

4/8/75 !



1. That the program would have a substantial budget impact and,
therefore, violate the President's policy of no new initiatives;

2. That much of the employment effect of the proposal would come
at a time when the additional job creation effect would not be
needed because the economy wqulid be on the road to recovery,
and &

3. That the proposal should result in actions to meet the nation's
urgent need for moving ever increasing amounts of coal.

Opfion 1 has these advantages:

(a) It offsets the new authorizations with an equal amount of existing
authorizations and thus over the long term does not add to Federal
spending. (There is, however, a short term increase in outlays.)

(b) It permits the Administration to initiate an urgent national pro-
gram by moving funds from a lower priority to a higher priority
transportation program.

(c) It is tied to three Administration objectives:

(1) assist the railroads; T o ' 4

(2) reduce unemployment, and

(3) meet our energy requirements.

The disadvantage of this option is that it will-be difficult to sell a
highway authorization rescission on the Hill.

Option 2 has all the advantages of Option 1 plus removes its principal
Congressional obstacle. On the other hapd Option 2 violates the President's
dictum of no new spending programs.

R RN Sl g N R e L Il




II.

WASHINGTON
April 12, 1975

MEETING WITH AMERICAN RAILROADS
ASSOCIATION BOARD OF DIRECTORS

Monday, April 14, 1975
2:00 p.m. (30 minutes)
Cabinet Room

From: Jim Cannon oo

PURPOSE

The meeting was requested by the Railroad Association
and Secretary Coleman so that the railroad presidents
can brief you on the critical condition of American
railroads. They will present specific recommended
programs to correct the problems they face.

BACKGROUND, PARTICIPANTS AND PRESS PLAN

A. Background

On February 18, you met with two of the railroad
presidents present at this meeting (Ben Biaggini,
Southern Pacific, and Graham Claytor, Southern
Railroad) at a meeting here in the Cabinet Room
with six transportation industry leaders on the
subject of your energy program.

Critical Need for the Railroads

* Most freight is transported by the railroads.
The following is a breakdown for all freight
in ton miles transported:

Railroads 38%
Motor carrier 23%
Inland waterways 16%
Pipelines 22%
Air 1%

®* Railroads carry the following amounts of selected
products produced in this country:

Lumber and wood 78%
Pulp and paper 71%
Automobiles 70%
Food 66%

Primary metals 60%



Railroads transport 70 percent of the coal
produced, utilizing 81 percent of the Nation's
mainline tracks. If coal production doubles,
the railroads will have to triple the ton miles
of coal they carry because of increases in the
need for western coal. This will involve over
90 percent of the railroad mainline network.

Critical Problems

Over one-half of the trackage in the country
is unfit for high-speed operations. For safety
reasons, trains are operating under Federal

."slow orders" on nearly 50 percent of their

tracks and at speeds under 10 mph for 20 per-
cent of the tracks. '

Accidents and derailments have nearly doubled
since 1967.

Because of inefficient equipment and operating
methods, a typical freight car moves loaded only
23 days a year. .

The railroads are in very bad financial condition.
Eight Northeast and Midwest railroads are bank-
rupt (including Penn Central), the so-called
Granger roads in the Plains States are in pre-
carious financial condition; average, industry-
wide rates of return are 3 percent or less; and,
they just had the largest quarterly deficit in
rail history. This dismal financial condition

is the result of:

1) Outdated government regulation

2) Archaic work rules

3) Government subsidies to competing
modes

These have resulted in the critical problem of
redundant facilities and excess competition.

Congressional Reaction

Senators Hartke and Weicker have introduced legis-
lation to nationalize the railroad rights-of-way.
Humphrey and Brock Adams have indicated interest
in this approach.

Senator Randolph plans to introduce a bill to

provide $1 billion to upgrade the rail rights-of-
way and there are similar bills (e.g., Buckley --
$2 billion) which have already been introduced.
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Administration Plans and Proposals

* The Regional Rail Reorganization Act is being
implemented by DOT, ICC and the United States
Railway Association (USRA). This is designed
to salvage the Penn Central and the other bank-
rupt railroads.

* You will soon send to the Congress the Rail
Revitalization and Energy Transportation Act
of 1975. This proposal is in your FY 1976
budget and only a few details need to be
resolved. It is nearly identical to legisla-
tion proposed last year which nearly passed.
It contains:

- $2 billion in loan guarantees for
streamlining and plant improvements.
- significant regulatory reform.

® Secretary Coleman has proposed a $1.2 billion
railroad rehabilitation program. This is under
" active review by Domestic Council and OMB. A
decision paper should be ready for you in about
a week. .

See Tab A for additional background provided by
Secretary Coleman.

Participants

Twenty railroad presidents, comprising the Board
of Directors of the BAmerican Railroads Association.

-Secretary Coleman will be present. See Tab B for

list of participants.

Press Plan

Meeting to be announced; press photo.

AGENDA AND TALKING POINTS

After thanking the railroad presidents for coming,
you may wish to turn the meeting over to Secretary
Coleman.

Secretary Coleman will also welcome the railroad
presidents and will then ask Ben Biaggini to pre-
sent their recommendations.

Biaggini will cover the problems and potential
remedies for the railroads. This will include
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the costs imposed on the railroads by government
regulation and policies. He will seek financial
assistance, tax and regulatory reform.

We recommend that you advise them that you will

soon be sending to the Congress the Rail Revitaliza-
tion and Energy Transportation Act, containing the

$2 billion in loan guarantees and regulatory reform.
We recommend that you make no commitment at this time
on the $1.2 billion railroad rehabilitation program
under consideration within the Administration.
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THE SECRETARY OF TRANSPORTATION
WASHINGTON, D.C. 20590

April 11, 1975

The President
The White House _
Washington, D. C. 20500

Dear Mr. President:

Attached in this package is material intended to help
you prepare for our meeting with the 20 railroad
presidents who comprise the Association of American
Railroads and their president, Stephen Ailes. Included
in this package are: :

1. The Outline for Discussion prepared by the staff
of the Association of American Railroads. Mr.
Ben Biaggini, President, Southern Pacific Railroad,
will talk from the points outlined here.

2. Questions intended to stimulate discussion.
However, I doubt seriously that you will have
to use them.

3. A backgrounder which I call "The Crisis of the
Nation's Railroads" which briefly brings us up to the
present time in our current initiatives.

Respectfully,

G

Attachments



OUTLINE FOR DISCUSSION OF THE PRESIDENT
WITH THE RAILROAD PRESIDENTS
MONDAY, APRIL 14, 1975

This discussion paper was developed by the Staff of the American
Association of Railroads.

I. The railroad freight system has aﬁ important role to play in the
long-term future. The basic technology remains relevant and is
improving rapidly; in an unbiased economié environment, it can survive
and prosper. Expansion of rail capacity to meet expanding national
needs is much cheaper than is the case wiﬁh trucks and water carriers.
Finally, energy, environmental, safety and land use considerations
strongly argue for a national policy of increased reliance on rail in
the years ahead.-
II. The rail system will be with us -} the issue is will it continue
im private operation or will it have to be nationalized to be preserved.
The costs of nationalization are so large, the administrative burdens on
government are so severe, and the probability that operating efficiency
would seriously decline is so great that almost everyone agrees that the
system should remain as a private enterprise.'
ITII. Railroads face one major overriding problem -- inadequate earnings.
The earnings are depressed by:
A. The main burdens placed on the railroad system by the

government include:

(1) Cost of rate regulation ($500 million per year)

(2) Losing branch line operations ($130 million a year)

(3) Remaining passenger deficit ($107 million a year)

(4) Property taxes paid on rights-of-way ($203 million a year)

(5) Grade crossing costs ($173 million a year)

(Estimated rail revenue losses == $1.1 billion
per year)



B. Effects of subsidy to rail competitors
(1) Inadequate user charges on large trucks ($2 billion a year)
(2) No user charges on water carriers ($500-$750 million
a year)

(Estimated rail revenue losses -- $2.5-$2.75 billion
per year) :

IVv. Inadequate earnings over a long period have meant deferral of
railroad expenditures for track maintenance, new equipment and plant
“modernization. These deferrals, in turn, have meant a deteriqration of
service, a decline in the ability to compete, and a further decline in
earnings -- a vicious circle.
V. Remedy ——A
a. Immediate
(1) VUsable financial assistance to break the vicious circle
and improve plant, improve service and improve the
ability to compete. ' '
(2) Regulatory reform - particularly in ICC rate powers.
(3) Termination of state taxation of rights-of-way with
Federal payments to states to replace revenues lost

this way.

(4) Effective abandonment machinery, except where subsidy
is available to keep branch lines in operation.

(5) Immediate initiation of independent analyses to determine
extent of subsidy to rail competition, plus measures to
lessen subsidy in interim -~ at least to halt its
increase.

(6) More favorable Federal tax policies on investment tax
credits, accelerated amortization and depreciation of
existing rail grading and tunnel bores.

b. Longer Range

(1) Correction of the competitive imbalance -- by imposition
of adequate user charges or by offsetting subsidy or both.




VI. Once, with Federal assistance, present difficulties are overcome,
once the regqulatory climate is made conducive to successful operation,
once the competitive situation is brought in balance, the railroad
system, privately owned and operated, already ‘the world's most efficient,

will play an increasingly important role in the national transportation

system.



Questions Concerning Railroads' Materials
for Meeting With President Ford, April 14, 1975
1. The Administration proposed a regulatory reform bill .
in the last Congress, and the House passed a comprehensive
measure. The Senate failed to act on th; bill, in part,
because of a lack of interest by'the railroad industry.

Will the railroad industry actively support the Administration

in an effort for regulatory reform?

2. A request is made for "usable financial assistance" to
improve plant and service. What type of assistance is

usable, i.e., grants, lpans, loan guarantees, deferred interest?

3. Can you detail the revisions in tax policies requested

and the revenue cost to the Government?

4. To correct "competative imbalance', what are the scope

and extent of user charges that should be imposed?

5. Will the railroad industry cooberate in a program to
lessen unnecessary capacity in the industry through joint

use of facilities and mergers?



6. Fresent subsidies to competeting modes are for public
facilities. TFor direct subsidies to the railroad industry,
is it necessary that the government own and maintain the

rai lroad right-of-way?

~
7. I1f Federal tax policies are made more favorable, how
can we insure that the resulting monies are put into rail

property investments?

8. Should user charges be designed to promote intermodal

transportation services such as piggy-back services?

9. Should user charges be tied to intercity freight service

such as long haul trucking and waterways services.



THE SECRETARY OF TRANSPORTATION
WASHINGTON, D.C. 20590

MEMORANDUM FOR THE PRESIDENT

SUBJECT: The Crisis of the Nation's Railroads

Mr. President, as your principal advisor on transportation matters,
I feel compelled to convey to you my sense of the desperate plight

of the Nation's railroads. The state of the rail industry today

not only endangers any prospect of economic growth in this country
but also imperils our important national objective of energy
independence. There is a growing mood in Congress that the only
answer to the crisis of the railroads is some form of nationalization.
I believe that a private sector solution is possible -- if we move
quickly. There is an urgent need for action. Therefore, I respect-
fully urge you to undertake a dramatic, coordinated program to
revitalize the Nation's private enterprise railroad system.

The crisis of the American railroad industry presents this Administration
not only with a grave problem but also with a great opportunity. If

you can put into effect, Mr. President, a program to save the rail-
roads, it will have an historic significance equal to that of any other
endeavor upon the domestic scene. From a political standpoint, I

believe it provides an unparallelled opportunity for the Administration

to seize the initiative from Congress.

The Importance of the Railroad Industry

For more than a century the railroads have been the backbone of this
Nation's transportation system. Even after years of decline, railroads
still carry 38 percent of all freight (in ton miles), easily exceeding the
23 percent transported by motor carrier and the 16 percent moved via
inland waterway. Railroads carry 70 percent of the automobiles
produced in this country, 66 percent of the food, 78 percent of the
lumber and wood, 60 percent of the chemicals, 60 percent of the



primary metal products, and 71 percent of the pulp and paper. If
the Nation is to realize its economic growth potential during the
remainder of the twentieth century, the railroads must be in a
condition to move quickly and safely significantly increased freight
volumes.

Moreover, a healthy railroad industry is crucial to the energy needs
of this country. The railroads must play the predominant role in
supplying the Nation with coal during the remainder of this century.
The railroad industry transports 70 percent of the coal produced in
this country, a task involving approximately 81 percent of its
mainline network. Your Project Independence, to make the Nation
self-sufficient in energy, envisions a doubling of domestic coal
production by 1985. To meet this goal, railroads will be required to
double their coal-carrying capacity. Actual ton miles of coal

carried by rail, however, must triple due to changes in origin from
eastern coal to low-sulphur western coal. This would necessitate coal
shipments over 90 percent of the railroad mainline network. Greatly
improved railroad service is, therefore, essential to the development
and use of coal for energy. In addition, rail transportation is the
most energy efficient of all the modes, both freight and passenger.
With regard to freight transportation, our research indicates that
railways are significantly more energy efficient than trucks, their
ubiquitous competitor, or airlines, and slightly more efficient than
even barge movement. As for passenger service, our research
indicates that railroads, when properly utilized, are substantially
more energy efficient than either autos or airlines in moving
passengers and are approached in efficiency only by intercity bus.

In summation, a healthy, progressive, strengthened railroad system
is absolutely essential to our national objective of energy independence.

The Problem Facing the Railroad Industry

Given the paramount importance of the railways in both the past and
future of this country, it has been alarming for me, during my first
month on the job, to discover the dilapidated state of the railroad
industry. The facts are startling. Over one half of the present rail
track in the country is unfit for high-speed operations. It is not
uncommon for train operations on mainline tracks to be limited to
speeds of 10 to 20 miles per hour. Accidents and derailments have
nearly doubled since 1967. Because of outdated equipment and methods



and the resultant inefficiency, a typical freight car moves loaded only
23 days a year. It is becoming increasingly apparent that the rail
industry, as presently constituted, will be manifestly unable either
to support the traffic our economy generates or to meet the challenge
of increased coal carriage which energy independence demands.

For many years now the income generated by the American railroads
has been insufficient to meet the requirements of plant maintenance and
rehabilitation, and with rates of return of 3 percent or less, funds from
outside sources are virtually unavailable. The deferred maintenance
in the industry is now estimated to range as high as $7.5 billion.
Although the problems of railroads are most severe in the Northeast
and Midwest (where eight carriers are bankrupt), numerous other
railroads, especially the so-called Granger roads that operate in

the Plains states, are in precarious financial condition. The massive
problems of the railroad industry are most recently aggravated by the

~ largest quarterly deficit in rail history. Today the United States is
confronted with the grim reality that a major breakdown of our rail
freight system is a distinct possibility.

It is important that the underlying causes of the railroad problem be
clearly understood. A great deal of the discussion on this subject is
focused on the poor condition of mainline track and on the bankruptcies.
These are symptoms but not the underlying causes of railroad difficulty.
The principal factors underlying railroad difficulty are: (1) Redundant
facilities and excess competition; (2) Outmoded regulation; (3) Archaic
work rules; (4) Lack of capital to finance rehabilitation; and (5)
Preferential treatment of other modes.

Perhaps the principal factor underlying railroad problems is the
redundancy of plant and the excess competition which exists within

the industry. This is especially true in the Northeast and Midwest

and, as a result, these are the areas where railroad problems are the
worst. There are simply more facilities of all types -- yards, mainline
tracks, and branch lines -- than are required to provide economical

and efficient service. In many instances, two or more railroads
compete for traffic sufficient only for the survival of one carrier.

Secondly, slow and cumbersome regulatory procedures impede
responses to competition and changes in market conditions and at

times result in traffic being handled at non-compensatory rates. These
procedures also have created a serious impediment to needed



restructuring. Regulation that was necessary when it was enacted
decades ago is simply unresponsive to today's needs. This
inflexibility stemming from Interstate Commerce Commission

- procedures and rules is a major deterrent to railroad efficiency

and viability. For instance, after 12 years, the attempt to restructure
the Rock Island Railroad through merger with other carriers is still
incomplete.

Third, the existing work rules in the industry are a major obstacle

to achievement of economic potential in the railroad system. Archic
arrangements regarding the size of the crews that man trains and
providing for crew payment on an illogical basis weigh heavily upon
the industry and severely limit productivity.

Fourth, lack of capital and the resultant deferred maintenance has
caused widespread deterioration of mainline track and other parts of
the railroads' physical plant. Clearly there is a need to rehabilitate
‘the essential portions of the industry's physical plant -- but that

- rehabilitation will be effective in revitalizing the railroads only if
the burdens of redundant facilities, regulatory constraints, and
costly work rules are also alleviated. '

Finally, there has been, over the years, preferential treatment of the
other transportation modes by the Federal Government. Only the
railroads (with the exception of the pipeline companies) own their own
rights-of-way and have to carry the fixed charges of ownership and
maintenance of this extensive plant.

The Congressional Reaction

There is a great deal of pressure building in Congress for a solution

to the railroad problem, and there is growing feeling on the Hill that

the only answer lies in some form of nationalization. Faced with the
prospect of continuing crises and the necessity of providing more and
more Federal money, there is an understandable desire to ensure that
the American public receives something in return for its heavy investment.
Inthe absence of a constructive alternative, Congress may indeed turn to
nationalization. Senators Hartke and Weicker have introduced legislation
to nationalize the railroad rights-of-way, as has Senator .Humphrey, and
Brock Adams, a leading spokesman on rail matters in the House, has
publicly stated that serious consideration should be given to such a
proposal. Privately, many other Congressmen and Senators are



saying that the only solution to rail industry problems lies in
nationalization. In any event, Congress has already seized upon the
obvious problem of deteriorating track and roadbed as an interim
means of improving the railroad situation as well as an opportunity

to take the political initiative. Senator Randolph intends to introduce
a bill to provide for a $1 billion program for upgrading rail rights-of-
way. Congressman Heinz and Senator Buckley have each introduced
separate bills to spend $2.5 billion and $2. 0 billion, respectively, to
upgrade deteriorating trackage through employment programs.

It is highly unfortunate that Congress has been allowed to take the
initiative on the railroads. It is even more unfortunate that some
solutions receiving serious consideration in Congress are excessively
expensive, inappropriate responses to the real problem, and bad for

the country. The Congressional proposal of nationalization of the
industry, or, at least, of the rights-of-way, would mean not only an
injection of unnecessary Federal control into another area of our
~national life but also unnecessary rehabilitation and maintenance
expenditures on excess railroad plant. Total physical rehabilitation

of the existing rail system is not only prohibitively expensive but also
undesirable. What is needed is a major rationalization of the rail
facilities of the country and an elimination of redundant capacity through
mergers and joint use of facilities. Only the components of a
rationalized rail plant should be rehabilitated. Moreover, rehabilitation
of track will be of little benefit to the railroads or to the Nation unless
the other difficulties of the railroads can be overcome as well. A track
rehabilitation program should only be commenced as a part of a broader
program to overcome other industry problems such as regulatory
restraints and work rules.

A Program to Rebuild the Railroad Industry

The Department of Transportation has a comprehensive program which
I believe will assure the United States of a viable private enterprise
rail system capable of meeting the commerce and energy needs of this
country. Moreover, it provides the Administration with the means of
seizing the political initiative. The program involves: (1) A
consolidation and streamlining of the national rail system utilizing
financial incentives and relief from impediments to rail mergers and
joint use of facilities; (2) Removal of a number of outmoded and
inequitable regulations on railroads; (3) As an important first step

to nationwide rail consolidation, the forging of a successful conclusion




to the current Northeastern rail restructuring process in a form
consistent with the national program of consolidation; (4) Measures
to reduce preferential treatment of competing modes and; (5)
Recognition of the indispensability of rail passenger service in
certain corridors and the public (and Congressional) demand for
such service in other areas.

Implementation of the Program

The cost of rehabilitating even the streamlined rail plant that I have
proposed will be high. On the other hand, I am keenly aware,

Mr. President, of your dedication to fiscal responsibility. Therefore,
the Department of Transportation has already developed two concrete
legislative proposals which will not only take great strides in
furthering the program I have outlined but also be consonant w:th

your opposition to any new spending programs.

First, we have proposed a bill called the Rail Revitalization and
Energy Transportation Act of 1975 to provide $2 billion in loan
guarantees to railroads to finance the rationalization and streamlining
facilities. The $2 billion in the bill is already a part of your budget
proposals, and the proposal is awaiting White House approval. As a
condition of receiving assistance, the Secretary of Transportation will
be able to require railroads to enter into agreements for the joint use
of tracks, terminals, and other facilities and to enter into agreements
for mergers to further rationalize the rail system. The proposed bill
also provides significant regulatory reform by amending the Interstate
Commerce Act to permit increased pricing flexibility, to expedite
rate-making procedures, to outlaw anti-competitive rate bureau
practices, and to improve the procedures for dealing with intrastate
rates.

Second, I have proposed a $1. 2 billion Emergency Railroad
Rehabilitation Program to attack forthwith the accelerating deteriora-
tion of the railroad physical plant. The proposal carries with it
significant immediate benefits for employment in the country. The
money for this bill could, as one alternative, come from rescinding

$1. 2 billion of the $9. 1 billion for highways currently being impounded.
As a result, it would not increase Federal funding authorizations but
rather reallocate funds from lower priority to higher priority transpor-
tation programs. I believe that public reaction, except for the die-hard
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supporters of expanded highway programs, would be positive.

This proposal also is awaiting White House approval. The primary
emphasis of the proposal is to rehabilitate and maintain mainline
routes and major terminals that will be included in any restructured
and streamlined railroad system. This legislation will significantly
assist the Nation's energy goals by giving priority to those projects
which will aid in the movement of coal.

The financial assistance provided through the proposed Rail
revitalizationand Energy Transportation Act and the Emergency
Railroad Rehabilitation Program, coupled with the regulatory
reform contained in the former, will provide the foundation for a
viable private enterprise railroad industry. Moreover, these two
legislative proposals will announce the Administration's determination
to deal with urgent national problems even while simultaneously
maintaining a commitment to fiscal responsibility. At the least,
the Emergency Railroad Rehabilitation option of using highway
money would put pressure on Congress to consider trade-offs rather
than add-ons to the budget as the means for financing the railroad
programs it is considering.

In conclusion, Mr. President, I believe that the two legislative
proposals I have outlined are important initial steps in constructing
a comprehensive program to save the American railroads. Of course,
it is also essential that we deal appropriately with the Northeast

rail restructuring problem. By the 26th of this month, the Economic
Policy Board Task Group on Northeast Rail Restructuring, of which
I am Chairman, will present you with its specific recommendations.

William T. %r.






