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o A Program to Initiate More Intensive

[ Mol ri7d]

Program Maintenance in the Railroad Industry Ut111z1ng

Presently Unemployed Workers.
3

PROGRAM GOALS

The Nation is currently faced with the problem of s1gn1f1cant unemp]oyment

and a deteriorated and deter1orat1ng rail physical plant.

In response to

both problems we believe a unique opportunity exists to undertake a -
Federally assisted effort to expand the currently planned maintenance-
of-way program in the industry. This expansion will provide additional
jobs not only in the railroad industry but also will have a substant1a1
indirect job-creating effect on supporting industries (e.g., steel

lumber, equipment, etc.).

* BENEFITS

Employment effect in rail industry - Maximum maintenance-of-way (MON)

employment in 1974 was roughly 92,000 employees.

Currently unemployed rail

.workers include 10,000 MOW personnel. It is anticipated, however, tnat an
additional 20,000 rail MOW employees will be furloughed by June 1975.

_The labor component of maintenance-of-way comprises approximately one-
third (32%) of the total costs. At an annual cost of $16,000 per job,

- every $1 billion per year invested in railroad maintenance (including
labor, materials and equipment) could create and fund 20,000 jobs.

Effect on related industries - In addition, of course, there is an in-
direct employment effect on the allied industries.
has estimated that for every $1 billion spent on program maintenance,

there will be an indirect employment effect of 35,000 per vear.

ESTIMATED EMPLOYMENT EFFECT

DIRECT
Annual Total (In Railroad
Funding Level Maintenance)
$500M 10,000
1.0B 20,000
1.5 30,000
2.0B - 40,000

INDIRECT
(In Related
Industries)

17,500
35,000
52,500

70,000

The Labor Department

" Total
27,500

55,000

82,500
110,000 -

Under the funding schemes and levels recommended in this paper, we estimatei |
that the program would create and fund an additional 20,000 direct jobs in

the first year and 40,000 direct jobs in the second year.
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Energy - Studies now underway w1th1h the FRA c]eariy indicate that,wnite -
motor carriage is more energy efficient in picking up and de11ver1ng small

loads, rail transportation is clearly more eﬁ{1c1ent for long-haul trans-
“portation. With a rebuilt right-of-way, some portion of the long distance
traffic now moving by truck would be diverted to the more efficient rail
system. . ,

_ o »
Passenger service - Rebuilt rights-oflway woulduimprove,themsafety, speed, .
and quality of passenger train service offered by Amtrak and the railroads.
This revitalized rail passenger service would offer a reliable, energy-
efficient alternative to interstate automobile and air travel.

Freight service - Improved track will increase re]iabi]ity and speed of
freight service, allowing shippers to predict accurately a shipment's
‘arrival time at its destination. The yard congestion and service inter-
ruptions common today could also be alleviated. As the service improves, -
so should ra1]road revenues and rail's market share.

‘BACKGROUND

- Deferred Maintenance in the Rail Industry - The cost of restoring to
"normalized"” condition all the track, roadways, bridges and structures
used in the U.S. railroads is estimated at almost $7.5 billion in current
“dollars. "Normalized" condition is defined as the condition in which 50%
.of the useable life of track and other materials remains. In view of
recent USRA findings in the Northeast, it is estimated that at least 75%
of the track in the U.S. is appropriate to retain and improve. Restoring
this streamlined network is estimated to cost up to $5.6 billion. Of
these costs, approximately 32% are labor costs, 61% for materials and 7%
_ for machinery and tools. The estimated deferred maintenance costs of the
U.S. railroads are identified in the following table:

.
($ in millions)

ngigg. : | Present Network Streamlined Network
Eastern $3,940  $2,955
Western ' 3,480 2,610

© Southern A . 20 | __15

| - §7.400 i 5,580

D1v1d1nq the streamlined network between mainline and yard trackaqe,
~ the est1mates are as follows: _

Region Yards

Eastern 64% or $1,920 36%~or‘$1,063‘

Western 71% or 1,826 29% or. 756 |

Southern 672 or 10 33% or 5'_ %%
32% or $1,824 \&

Mainline

68% or $3,756
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These amounts are required in addition to those expend1tures programmed by
the railroads prior to the current downturn in business in order-to eliminate
deferred maintenance. The annual level achievable to reduce deferred
maintenance is represented by (A) below. Ti“addition; the differenceof the T
annual level required for standard maintenance (B) and the actual 1375 level
now planned by the railroads (C) needs to be funded. Thus, the amount which
~the railroads should and could spend on maintenance over and above what
they will have to spend in 1975, is approximately $2.1 billion ((A)+(B)- (C))
and this would be the outside amount’ for annua1 Federal program Support.

Annua] Estimated

Potential 1/

: (A) .
$1 1 Billion
. Catchup

;jggégi;j Mainteéanéf _

‘Currently Planned
1975 Effort

- (8)
.$2.4 Billion

e Required Annual
' ’ Standard
(c) » Maintenance

- . . .$1.4 Billion
jjﬂ/f Estimated 1975 abor
Railroad
/// Maintenance
abo
17 )

Based upon the current rate of return on capital investments in tne
industry, one must conclude that the industry is incapable of meeting
this need through either internally generated funds or increasing its
debt structure. This situation is reinforced during the current economic
recession when car loadings have dropped substantially and revenue is
declining. In short, the economic erosion is continuing and the amount
of deferred maintenance is probably increasing at an increasing rate.

1/ Based on the stream11ned network and assuming sufficient lead t1me to
.eliminate institutional,.labor, and materla]s constra1nts S



Program Issues and Spec1f1cat1ons

One of the 5’9"‘f‘ca"t public policy issues r;\sed by a program of

Federal assistance relates to government financial assistance to improve

facilities within private industry. We believe the public interest is
served by creating jobs during a period of high national unemployment

and rehabilitating an industry whose assets are rapidly eroding and which
may soon be unable to serve the economic needs of the Nation. This,

in our view, is ample .justification for the utilization -of public funds.
The program design, however, must reinforce these public purposes.

The following funding alternatives are possible.

- Alternative 1 - A1l railroads except those in reorganization under the
" Regional Rail Reorganization Act would be eligible to apply for direct
Federal loans for labor, materials, and equipment, Railroads in re-
organization under the Rail Act would be eligible to apply for direct
Federal grants provided that all improvements would accrue to the
- .benefit of Conrail. In essence, for these railroads it would be
similar to the nrogram we are now executing under Sections 213 and 215
~ of the Rail Act. :

The following outlines a proposed finaﬁcing mechanism based upon
-income-related debentures being issued to the Government by partici-
pating railroads:

(1) Any railroad willing to participate in the program would
apply for a loan from the Federal Government in amounts
sufficient to cover the relevant incremental labor, mater1a1
and equipment content of specific projects.

(2) If the application met FRA's screening criteria, the

‘ railroad would be advanced funds and in return would issue
"a medium term (perhaps twelve year) income-related debenture
"to tne Federal Government.

(3) The debenture wou]d provide that, in any year in wh1ch the
railroad earned over a certain level of profit, it would
be required to pay the interest accumulated during that year
and to repay an amount of principal equal to that year's
portion of the total principal. The threshold level of
earnings wihich would require such a repayment is subject to

" further analysis and refinement but could be established
at a specified return on investment (such as 6 percent).

(4) The debenture would also provide that, in any year in which
the railroad did not earn a profit, interest wou]d be forglven
and principal payments would be deferred.: - .



(5) Between those two extremes a sliding scale could be incorporated
in the debeiture which could provide, or example, for each one
percent return on investment earned by the railroad in any given

) year, the railroad would be liable for one-sixth of the intetrest
and pr1nc1pa1 paymentss the remaining interest would be forg1ven
and the remaining pr1nc1pa1 would be deferred : .

(6) At the end of the period of the ob11gat1on those port1ons of
the principal which for any railroad had been deferred would
come due. Payment, forgiving the outstanding principal, or

" deferral through issuance of another obligation, would be sub-
ject to negotiation between that railroad and the Federal
 Government.

(7) In order to give the Federal Government some negot1at1ng
ability at the end of the debenture period, the railroad wou]d
be required:to offer security for the loan. The adequacy of
the security would be judged by the Secretary at tne time of
"approval of the loan.

‘Alternative 2 - The program would include both a grant and a loan authoriza-
tion for all railroads not in reorganization under the Rail Act. The
grant portion would fund all labor related costs of maintenance projects.

- The Toan portion would be restricted to materials and equipment and employ
the same f1nanc1ng scheme as proposed under Alternative 1 above. This

would require that approx1mate1y one-third of the annual authorizations for
: the?e railroads be in the form of grants. The remainder would be authorized
as loans.

' Ra11roads in reorgan1zat1on under the Rail Act would be handled as in
Alternative 1. —

Each of these alternatives has certain advantages:

~ Alternative 1:

Avoids the making of a grant to so]vent}railroads;

Permits the Government to tailor the repayment of the
principal and interest to the future earnings of the
so]vent individual carrier; :

. Perm1ts the ‘Government in the execution of th1s program to
“rely most heav11y on the internal management discipline of -
individual carriers rather than subst1tut1ng Federa]
controls; and



. Insures that for railroads in reorganization under the Rail
Act, that the benefits of the program accrue to the- advantage*‘
of Conra11 R |

Alternative 2:
'Recognizes‘that'this is first and foremost a job creation -
effort and that the Federal Government needs to take extra-

ordinary steps to help the railroad industry dur1ng the
present economic downturn;

Will insure that all Class I carriers'pafticipate and thus
prevent further.erosion of railroad maintenance; and

Maintains the same provisions ensuring benefits accrue to
Conra11 . _

On -balance we believe Alternative No.-2 is the preferred‘fundiﬁg:Vehicle. -

Funding level - The program level is based on the following aSsdmptionsé

(a) buring the first year of the program only one-half of the
estimated potential would be achieved, or $1 biliion.

($3.5 billion potential less $1.4 billion of planned malntenance
to be funded by the railroads divided by 2)

(b) The program authorization would be for two years.

Basged on the above, an overall prbgram level of $3 billion is fecommended.

ln addition, we recommend an additional $95 million in further grants to
improve the level of passenger service on the Northeast Corridor during o
this period of time. This program would be executed under Section 213 :
of the Regional Rail Reorgan1zat1on Act of 1973, under which $25 million

was recently appropriated. (A detailed justification for th1s program

- is attached -- Attachment A )

Maintenance of effort - To insure that the program is additive and not
in substitution of the current level of program maintenance in the
1ndustry, the Government should insist on a maintenance-of-effort pro-
vision. Each applicant would be required to demonstrate that he was
maintaining the same level of non-Federally supported maintenance in
- relation to his revenues that preva11ed during the previous 2-3 years.

- This would have the effect of requiring the railroads to increase the
1975 level of effort from $1.4 billion to approximately $1.8 billion.




Unemployment trigger - To emphasize that this is—ajob creation effort '&ff'**”*
and will not become a permanent assumption de{he Federal-Government of-all-— -

program maintenance responsibilities of the‘industry, a "trigger" should
be used to initiate the program during periods of h1gh unemployment and
to stop the commitment of new funds during periods in which the national
unemployment ‘rate falls below 6% or some other alternative figure for a
threeé month period. Existing projects (submitted in one year segments)
would be continued to their termination. Similar trigger provisions are
now included in the unemployment 1nsurance program and pub11c sector
emp]oyment program. .

Fund availability - Federal loan funds woqu'be available until committed.
However, commitment authority would cease during any period when national
unemployment dropped below 6% for three consecutive months. -

- Apportionment -

(a) The $3 billion would be sp11t as follows:

(1) $2 b1111on wou]d be divided among the Class I railroads
in proportion to the revenue ton miles (or some other
appropr1ate measure of productivity) of each carrier to

~ the national total. If a railroad does not submit a
request for funding within 90 days, the funds apportioned
to the railroad would revert to the Secretary s discre-
tionary fund; '

(2) $1 billion would be available for a]]ocat1on among the
Class I railroads based on the discretion of the
-Secretary.

é
We have opted for anepportionmentconcept based on the fo]]owing considefétiohs:

(1) 1t will encourage more railroads to part1c1pate and insure wider
- geographic participation.

(2) It will provide a benchmark around ‘which 1nd1v1dua1 carriers
can develop program plans and thus should facilitate the
initiation of the program.

-(3)"It‘wi11‘make the rationing process easier by reducing the
burden on the Secretary to compare the merit or value of-
different proposals if demand for funds exceeds the supply.



(4) It reduces the charge that the program will interfere with -

the compet1t1ve basis among 1nd1v1dua1 carriers by. Jnsunnng::,hfﬁunezet___

each a minimum share.

\

Project application - Each carrier or each terminal company would file
an annual apo]1cat1on for a loan or grant. . The annua1 application would
jdentify a carrier's entire maintenance program -- both that proposed to
be funded by the carrier dlrectly and that proposed to be funded through
Federal ass1stance. : _

In the case of track improvements, only routes having a traffic dens1ty
of 10 miliion aross tons would be eligible for improvement under this
program 1/. Yard and terminal improvements would be Timited to those
yards and terminals connected to e]1g1b1e routes. In addition, Federal
guidelinas would encourage carriers to give emphasis to passenger routes,
lines having a significant number of hazardous materials movements,
Tines having the most significant number of slow orders, and grade
cross1ngs part1cu1ar1y those used by schoo] buses. ‘

The Secretary wcu]d give pr1or1ty to e11g1b1e projects having an immediate
and significaiit employment effect. For allocating his discretionary funds

- the Secretary would also develop a set of transportation criteria.

Secretarial approval - The Secretary may not make a loan unless he'finds_

that --

(1) The management of the railroad is actively pursuing necessary
programs designed to upgrade and develop plant facilities and
operations as necessary to fulfill its ob11gat1ons as a common
carrier. S

(2) The prospective earning power of the railroad furnishes
reasonable assurance that the railroad will be able to repay
the 1oan w1th1n the time fixed.

(3) The activity to be f1nanced under the loan w11] enhance the
efficiency of the carrier' s operations. ~ g

(4) The proposed improvements will contribute to the establishment
‘of a rational, efficient, and economical nat10na1 rail trans-
portat1on system.

1/ The effect of the ten million gross ton mile cutoff is to concentrate
on 63 thousand or about 30% of the nation's 207 thousand route miles

“{approximately 50% of all track miles). These are the nation's most
essential routes and tracks For further detail see Attachment B



These are the same type of provisions as included in this year's RTIA—

 legislation. . ‘ A

wOfk eligible - A1l maintenance, rehabilitation,‘or other improvement

-work would be eligible, provided that in the case of track the work re-

‘sulted in the removal of slow orders or upgrading the track to a higher

class. .. . : o ;

Employment - The railroads would be responsible for negotiating with the
unions on labor rates applicable to workers funded under this program
-provided, however, that none of the funds could be used to provide labor

~ protection for when employment is terminated. Of course, the usual unemploy-

ment insurance provisions would apply. A basis for this type of labor ‘
provision is contained in Section 505(f) of the Regional Rail Reorganiza-
tion Act. This provides termination allowances of up to 180 days pay for
employees who had less than three years of railroad service as of the '
effective date of the Act (January 2, 1974) should Conrail choose to
terminate them. Service subsequent to the above date cannot bestow
additional protection of this type.

- Employment shou]d first be offered to fuf]oughed railroad maintenance-of-way'
" employees. Once this source depleted, employment would then be offered to
. other furloughed railroad workers. This includes operating as well as

non-operating railroad employees. The individual railroads and the Rail-
road Retirement Board have data on ex-employees and should be able to locate
them easily. S

The third source of manpower would be the general labor force through the
employment assistance agencies existing in each state. A given railroad
woudd be in a position to determine the additional manpower required once
‘the furloughed railroad worker pool had been exhausted. References from the
state agencies would be made directly to the railroad where interviewing,
physicals, and applications would be handled. o

The degree of training would vary with each of the hiring classes. The-]ast
class, i.e., the general public, would require training in general railroad

safety and maintenance practices. As a general rule, the training would be

performed by the railroad. Training would be an eligible use of Federal
loan funds. o '

Eyaluation and control - A system of evaluation and control 3is needed. The
first step should be the development by the Federai Railroad Administration

of standard application criteria. This would elaborate on how the railroads

are tq_app1y for rederal assistance and in what order priorities will be
established. A uniform application format is essential for comparison purposes
and for future evaluation of programs in progress versus newly recommended B
programs. . : ’
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During life of the program progress reports lel be requ1red from ra11roads,
- outlining the number of man-hours worked, number of slow orders removed,
ties and rails installed, new efforts started etc. These reports will be

compared to plans 1nit1a]1y approved to assess—program rneu!*s.

RELATIONSHIP TO OTHER ADMINISTRATION SPONSORED LEGISLATION ..‘

This program would be 1imited to two years. It would set the stage‘for
the financial assistance program included in the Administration-proposed -
Railroad Transportation Improvement Act (RTIA). Should RTIA be enacted
before the conclusion of this program the two programs would be additive.
The interim assistance program for the Northeast Corridor does not :
preempt any decisions related to the longer term corridor 1mprovement
program nor is it duplicative of that program. ,

CONSTRAINTS |

One of the significant constraints in this program may be this Nation's
ability to produce rails. Present domestic rolling capability for rails
Tlimits annual production to one million tons which also has been the rate
- .of rail installation in this country. However, we now estimate that as a

" result of the current economic downturn, the industry has cut back its
_maintenance programs by about 20%. Consequently, we assume that there may
be approximately 2C% difference between maximum rail production capability
and the current rate of utilization. Should the economic downturn continue,
- this differentiation is 1ikely to grow. At the present time there is
estimated to be 3,000 miles of new rail, 2,000 miles of relay rail, and
23,000,000 ties available in inventory in railroad shops to permit
initiation of the program. In addition, short-term rail supplements may-
be available from foreign sources. In summary, we believe most of the
work is not related to ra1l and other material constraints and can proceed
without delay.

The willingness of the industry to increase its debt under the above terms
must be explored. The labor provisions applicable to this group of
employees is attached (Attachment C). These provisions do not prov1de
‘subsequent protection for these emp]oyees



NORTHEAST CORRIDOR RAIL: INTERIM IMPROVEMENTS

" SUMMARY
‘ R
A $95 MILLION PROGRAM IS PROPOSED FOR CY1975 AND 1976, BUILDING ON - - -

AN EXISTING $40 MILLION PROGRAM NOW UNDERWAY. THE WORK HAS BEEN
DEFINED IN DETAIL, SPECIFICATIONS ARE AVAILABLE AND IMPLEMENTING

- ORGANIZATIONS ARE ALREADY ESTABL&SHED WITHIN FRA AND THE PENN CENTRAL.

THE WORK INCLUDES THOSE LABOR INTENSIVE TASKS.THAT MUST BE PERFORMED

TO KEEP THE RAILROAD OPERATING AND EFFEbTIVE IN PROVIDING INTERCITY

RAIL PASSENGER SE?VICE.REGARDLESS OF THE LEVEL OR EXTENT OF IMPROVEMENTS
'MADE UNDER THE RRR ACT.

INTRODUCTION

" Current plans identify three phases of construction in the Northeast

Corridor (NEC) passenger rail program as (1) Emergency Improvements,
(2) Interim Improvements and (3) Lohg Range Improvements.

The Long Range Improvement Program is being developed in response to
the RRR Act requirement to 1mpfove the NEC rail passenger system as

ifecommended by the Secretary in September 1971.

This phase will cost many hundreds of millions of dollars and will
take eight years plus to imp]ement'undef jdeal conditions. The
planning for this program is nearing completion and a preliminary

report was completed in February. It consists of work in the following

categories:
Track Upgrading Stations
Bridges and Tunnels Fencing
Electrification Grade Crossings

et e s R B L . e [P, B . Cme e s - . It i — e
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Signaling - Rolling Stock

Communications - . Yards and’Shoné

Hhile the planning for the long range impr&Vements are underway. the

continuing degradation of the raiiroad has caused FRA to imp]ement

an Emergency Improvement Program (EIRIAW_Ihg EIP is a $40 million

. effort to arrest the continuing'degradation and regéin some travel time

loss due to existing slow orders. The FRA is funding a $25 million

program south of NYC-and Amtrak is funding $15 mi]]ion worth of upgrading
'north of NYC. The $40 million EIP is extremely well defined and coordinated
between Penn Central, Amtrak and FRA personnel. The program is in the
final_stages of negotiations and actual construction shouid start in the

spring of 1975. Some bridge work is already underway.

' The Program proposed herein consists of necessary work to the Corridor
which goés beyond the Emergency phase and is required regardless of the
extent of the Long Range Improvements. The groundwork for quickly |
imp]eménting Interim Improvements was established through the extensive
pranning which preceded the start of the EIP, and the months of engineering
planning which has been completed to define the Long Range Program. The
Interim Program can be.implemented concurrent with the Emergency Program

and integrated therewith.

The following paragrdphs summarize the work effort which could be quickly
initiated, is meaningful from a transportation user standpoint, would
dovetail effectively with the Long Range Program and not preempt any '

options regarding the Long Range Program.




. "~ INTERIM IMPROVEMENT PROGRAM

B it s bat Ge

Track Work .
As originally proposed by PC/Amtrak/FRA, the EIP was.an $87 million effort

which would have upgraded the entibe'DC to Boston track to 110 mph operation.

Only $40 million is underway and the'femaining $47 million, which is defined

{n defail, could be initiated immediately. This type of work is labor

intensive and consists of crosstie and continuous welded rail (CWR)

installation, ballast cleaning, 1nter16cking rehabilitation, ditching, and

‘rail surfacing. The labor associated with all of the activities except

 CWR placements could begin immediately. The availability of CWR is a

definite problem here that could drive the bulk of the rail laying effort

into caléndar year 1976 and continuing into 1977. Some rail is known to .

- . be avdi]able from railroads who have the material but inadequate funds for

.insta]1ation; the exact quantity available from this source has not yet

been determined but is probably small. Also, installing new rail is
self-generating so far as rail availability is concerned since the old
rail can be cropped and welded into'CWR strings with about an 80 percent
saving on the rail material. In any event, if funds were made available

early in 1975, it is quite probable that mill orders could be placed for

early delivery in 1976. It is estimated that 25 percent of the $47 million

dollars for this task would go for labor costs along the Northeast Corridor
right-of-way with the remainder going for materials such as rail, crossties,

ballast, machinery, and other track materials.

B



+ “ Maintenance .Program

To begin the restoration of the normal.méintenancemwork~forcevof—the~
Penn Central in the Northeast Corridor wdulq require about 300 additional
workers between New Yofk City and Boston and a similar number between
Washington DC and New'York City.'-fhfs crew qodld comp]emeﬁt the work

- force doing fhe $47 million dollar Track Upgrading program by conducting |

the rdutine déi]y maintenance along the 455 mile right of Way.

Track maintenance work includes such activities as bolt tightening, spot
tie and rail section replacements, spike driving, brush cutting, ditching,
and weed control. Other maintenance includes bridges and buildings, com-

" munications and signalling, and maintenance of the electric catenary system.

Worker sa]ariés plus applicable burden rates results in é total yearly

requirement of approximately 14 million dollars.

| Bridges

Many of the bridges in the Corridor are duite old and have-been neglected
because of a lack of fund-availability within Penn Central. Approximately

156 of the 800 bridges on the NEC were built before 1895. HWork would

begin almost immediately in the arealof’écraping and painting, and making
navigation light and fender system repairs to improve the safety for marine
‘traffic and testing for structural infegrity. Some of this work is of a
specialized niture which would be contracted out by the Penn Central
Transportation Company; but most is nonéspecialized work effort, such as -
minor structural work and track repairs, and would be éccomp]ished by |

Penn Central work crews. The estimate for the type of bridge vork contemplated

herein is $10 million dollars.

/’
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Signalling ‘ K R e e e I T RN

The signal system used to control current train movements within the

+ Corridor is in need of rework as a'resu1t of a long-term lack of -

maintenance. There are many 1ocations whereesignalfuires are laying__
above ground unprotected and should be bur1ed fie1d splices should
be redone in a permanent fashion, and many wire replacements are

required. The cost of this activity is est1mated at $12 m1111on.

Clean-up and Police Protection

The right-of-way between New Haven and Washington, D. C., is a national

disgrace. 1t has been used as a dumping ground for trash, old auto

~ parts and appliances which are a constant threat to rail service. In

addition, several locations along the route are notoriously high
vandalism areas and should enjoy the protection of police vigilance.
Unskilled labor is required for clean-up activities. The initial

clean-up campaign would be folTewed by a regularly scheduled program

.of clean-up and the total clean-up program is estimated to cost $2
»

million. This is estimated to require about 60 laborers on a continuing
basis. A trial police protection program is recommended at a cost of

$3 million for the 1975 through 1976 time period.

Program Funding Requirements

The attached chart depicts the funds required for the Progfam for
calendar years 1975/1976. It is assumed the funds would be available

by June 1, 1975.



NORTHEAST CORRIDOR RAIL: INTERIM IMPROVEMENTS

FUNDING REQUIREMENTS

Track Work -
Maintenance Program
Bridges

Signalling System"

Clean-up and Police Protection

TOTAL

CY 1975

$10,000,000
7,000,000

3,000,000
4,000,000
2,000,000

$26,000,000

CY 1976
$37,000,000

14,000,000

7,000,000
8,000,000

3,000,000
$69,000,000
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ATTACHMENT B

“RAILROAD ROUTE MILEAGE BY RAILROAD AND TRAFFIC DENSITY LEVEL
ANNUAL GROSS TONMILES (IN MILLIONS)

'RAILROAD ) <SM  SM=9.9M 10M=19.9M 20M=29.9M 30M=-39. OM 4OMs  TOTAL MLG

AKRONs CANTON & YOUNGSTONN 180 : 8 ~ 188
ANN ARBOR 334 100 20 ~ X | 454

_ ATCHISON, TOPEKA & SANTA FE ___ 6913 __ 19371 ___ 14269 ___ . 710 T79 ... 19505 ___ 1295647 _
BALTIMORE & OHIO 29322 979 450 . 625 313 740 59429

. BALTIMORE & OHIO CHICAGO TERMI 19 o ‘ | | 19

_ BANGOR & AROOSTOOK . . 483 66 | : : 549 _
BESSEMER & LAKE ERIE 68 - 108 . 52 | 228
BIRMINGHAM SOUTHERN : 26 . - : 26

_ BOSTON & MAINE — e 15071 ____ 72..___192 . 76. e 1041)

! BURLINGTON NORTHERN 129563 24662 3,969 . 29201 -1 151 . 22121

| CANADIAN NATIONAL R 46 . | 46

{_CENTRAL R.Re OF NEW JERSEY ..___ — 306 __ _ 63 ._____ 34 I S e 40Y

| CENTRAL VERMONT 296 -3 ' 299

' CHESAPEAKE & OHIO | 2,087 139 894 511 515 293 4+v439

_ CHICAGO & EASTERN ILLINOIS . . __ 179 __ 117 . .__ 228 ____.. 45 ... U 1-1- I
CHICAGO & NORTH WESTERN 7+718 14139 780 ¢ 173 86 21 94917

. CHICAGOy MILWAUKEEs ST. PAUL & 69280 24144 935 197 36 29 94619 |

. CHICAGOy ROCK ISLAND & PACIFIC__2+769 __19809 _.__19475 187 138 ol 69356 __
CLASS II RR'S & URBAN TRACKAGt 174909 34623 191926 - 14597 - . 555 946 261556

| CUINCHFIELD , 107 26 1s6 6 Lo 293

| COLORADO & SOUTHERN ——. B33 . .13 - : e 596
DELWARE & HUDSON 320 141 116 123 700
DENVER & RIO GRANDE WESTERN 876 127 . 420 378 11801

" DETROIT & TOLEDO SHORE LINE . : . 52 o e 52‘1
DETROITs TOLEDO & IRONTON ‘ 193 98 . 27 | 393] ",

' DULUTHy MISSABE & IRON RANGE 208 8l - 48 | ~ 16 36 3871

‘. DULUTHs WINNIPEG & PACIFIC _ -~ O SRR & < B ; - 173l

- ELGINy JOLIET & EASTERN : 72 B . 66 211
ERIE LACKAWANNA: 1,276 369 360 525 294 95 2+919

| FORT WORTH & DENVER . . 430 702 e e e e i e e 19132

8 INIWHIVLLY
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GRAND TRUNK WESTERN. 445 50 166 213
. GREAT BAY & WESTERN" : 269 : ) ' .. 269
"ILLINOIS CENTRAL GULF 1966) ____ 209 ____. 914 123 132 121 39160 _
ILLINOIS TERMINAL . ‘234 27 50 16 327
INDIANA HARBOR BELT -3 ‘ . 21
 KANSAS CITY SOQUTHERN __. 47 ... 21 _.__..125 613 . 9. . 81§ .
LAKE SUPERIOR & ISHPEMING 98 . 98
LEHIGH VALLEY 387 98 371 76 12 944
LONG ISLAND e 29) —_— . o —— e 291 .
LOUISVILLE & NASHVILLE _ 20662 794 916 11527 579 43 69521
MATRE CENTRAL ' 678 244 14 12 948
MISSOUR] PACIFIC e %9307 . 19817 __.19382 223 . ___.12) .. ____.166 ____ B8+016
MISSOURI=-ILLINOIS - 130 10 - 140
MISSOURI-KANSAS~TEXAS 862 500 567 19929
MOMOMGAHELA — 113 ... Sl1. . — ; e 164
NORFOLK & WESTERN T . 3,050 1,032 1,284 778 181 822 74147
NORFOLK SOUTHERN 823 : , ‘ 823
NORTHWESTERN PACIFIC . 306 .__. . —_— D . ; # 306 .
PENN CENTRAL 9,852 29032 2+883 1+265 10018 2+037 19,087
PENNSYLVANTA=READING SEASHORE 368 , 368
PITTSBUKRGH & LAKE ERIE e 92 e b4 ___ — _— — 136
READING - ‘ . 968 s6 o 5 10024
RICHMONDs FREDERICKSBURG & POT 118 118
SEABOAKRD COAST LINE 49413 1,04l ‘29455 934 155 89998
“S00 LINE . . _— 39114 ___ 674 _____ 543 ‘ o __ &4933]
 SOUTHERN 54229 14199 1,682 1e316 237 187 94848
 SOUTHERN PACIFIC 54410 525 19540 508 19937 10283 119203
ST, LOUIS=~SAN FRANCISCO 2718 ___ 517 ____ 1,009 - 339 24 o 4+607 .
ST LOUIS=SOUTHWESTERN : 521 61 207 393 5S4 1.2}6
' TEXAS & PACIFIC : 666 569 521 158 46 19960
' TEXAS MEXICAN 183 — ' 143 .
. TEXAS PACIFIC-MISSOURI PACIFIC 4 26 30
' TOLEDOs PEORIA & WESTERN - 223 21 . 2644
"UNION R.Re=PITTSBURGH ____..  ____. 24 ) - 6 2 53 _
- WESTERN MARYLAND 362 119 114 125 , 13 T 733
WESTERN PACIFIC . 87 198 472 154 148 56 10115
' ..“-.u_m*_“lxeolsa _27+682 30,676,“_»16.239_m___e,aezg__,a,627,_;2o7gaqq .
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Attachment C

. N
HIRING PRACTICES (FACT SHEET)

As the 1ist below describes, a new hire under a Public “Works - Program -
to rebuild railroads would be subject to and covered by the same
working agreements, benefits, etc., which the existing railroad

employee is subject to.

The only major difference is that a new

hire under this program would not be covered by job protection agree-
ments which were signed prior to his .date of hire.

Present Employee

-Join union 60 days after first
working day - _

-Represented by Brotherhood of
Maintenance of Way Employees

. Union

~-Subject to“ahd'covefed'by rules

of working agreements, which
prescribe rates of pay and
working conditions

-Subject to protective provisions
only if employed at effective
date of agreement

_ =Contributes employee portion of

Rajlroad Retirement Fund

-Non protected employees subject
to furlough with five working
days notice

-Seniority date established by
date of hire, after accumulating
90 calendar days of service

-Furloughs administered in inverse

order of seniority

New Hire

-Join union 60 days after first
working day .

-Represented by Brotherhood of
Maintenance of Way Union

' -Subject to and covered by rules

of working agreements, which
prescribe rates of pay and
working conditions

-Not covered by protective
provisions, unless new agreement
signed

-Contributes employee portion of

Railroad Retirement Fund

-Subject to furlough with five‘
working days notice

-Seniority date established by
date of hire after accumulation
of 90 calendar days of service

-Furloughs administered in 1nverse
order of sen10rity

n——
g 0N
Q. TGN,
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- Present Employee New Hire

-Unemployment Benefits: A . .=Unemployment Benefits:
Administered by Railroad 4 Administered by Railroad
Retirement Board: Must work Retirement Board: Must work
seven months in a given year seven months in a given year
and earn at least $1,000, to and earn at least $1,000, to
qualify for benefits in following qualify for benefits in following
year. Maximum benefits up to - year. Maximum benefits up to
amount of earnings in prior amount of earnings in prior
year. Extended benefits year. -Extended benefits
available based on years of available based on years of
service service

+=Sick Pay: ) -Sick Pay:
Administered by Railroad Administered by Railroad
Retirement Board: : Retirement Board:

~ Must work seven months in a Must work seven months in a

" given year and earn at least given year and earn at least
$1,000 to qualify for such ' $1,000 to qualify for such
benefits in following year benefits in following year
-Vacation: -Vacation:
Length of vacation based on Length of vacation based on
years of service years of service



10:45 AM - meeting Roosevelt Room - Monday, March 24, 1975

Meeting to Discuss Presidential Message on Administrations
Railroad Program and DOT's Railroad Public Works Type
Employment and Rehabilitation Proposal.

DOT Representatives

Secretary-Bill Coleman

Deputy Secretary-John Barnham

Acting Assistant Secretary-John Snow

Deputy Assistant Secreatyr (Budget)-Ted Lutz
FRA Acting Administrator-Ace Hall

White House Attendees
o

Ao Lol

Jim Cannon

Dick Dunham

Mike Duval

Jim Lynn
Wally Scott

Jim Connorg.




THE SECRETARY OF TRANSPORTATION
WASHINGTON, D.C. 20590

March 24, 1975

MEMORANDUM FOR HONORABLE JAMES T. LYNN
DIRECTOR, OFFICE OF MANAGEMENT AND BUDGET

Subject: Stimulating Employment Through a Federally Supported
Rail Rehabilitation Program: Rationale for Grants
to Solvent Railroads

In a memorandum of March 21 outlining the above program, we
recommended that the funding of the entire program for bankrupt
railroads and the labor portion of the program for solvent
railroads be effected through Federal grants. The bankrupt
railroads account for approximately 16% of the track miles that
would be eligible for rehabilitation. The labor element of the
program would be approximately one-third of the total program.
Thus, in a $3 billion program, the bankrupts might be expected
to receive approximately $500 million in grants and the solvent
carriers approximately $800 million in grants.

In the attached memorandum we give the reasons why, in our
judgment, it is desirable to fund the labor portion of the

program for solvent railroads with Federal grants, rather than- -
loans.

SIGNED 8Y
WILLAM V. COLEMAN, JR.

William T. Coleman, dJr.

Attachment

cc: Honorable L. William Seidman
Hoénorable James M. Cannon



The Critical Role of Grants in a Federally Supported
Rail Maintenance and Rehabilitation Program

The Denartment of Transportation has proposed for consideration
temvorary program to stiniilate employment in the railroad industry,
ecifically in the vital areas of frack and plant maintenance and
habilitation. This program would cover the entire industry, i.e.,
oth solvent and bankrupt companies, and would employ a combination
f Federal grant and loan financial assistance. The program's under-
ving rationale and specifics have been covered in another paper.

T is paper addresses the critical role of grants for the labor cost

osmponent in ensuring the program's acceptance and success.

2
Sp
re
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Summary

Powerful arguments can be made that any Federal financial assistance
designed to stimulate employment could be directed to no better purpose
than the maintenance and rehabilitation of the nation's railroads. To
realize the full potential of this opportuunity, especially in light of the
current state of railroad finances, a grant component (for the direct
labor costs involved) in the Federal financial assistance program would
be essential,

-- Federal grant assistance for at least the labor component
of such a program appears critical to obtaining the partici-
pation of "solvent', albeit current money losing, railroads
which constitute the bulk of the nation's rail system.

-- A Federal program of financial assistance to the railroads
must treat both "solvent' and "financially distressed" {includ-
ing bankrupt) railroads equitably, lest it unfairly disadvantage
the former.

-- The truly vital nature of the work to be supported by this
program -~ 2ffecting directly the economic efficiency of the
nation's rail system as well as the safety of its operation --
must be given appropriate weight in any consideration of this
propesal's merit.

-- Any "grant' assistance given in this program would be truly
"additive' in terms of its ultimate economic impact, providing
a significant multiplier effect,




Discussion

Central to an understandmg of this real nafure of the ratl maintenance
and 1 “habi]itation problem is a recognition that: (1) it is pervasive,
atfecting all parts of the rail industry -- both soivent and bankrupt
compar nes -- albeit in somewhat different ways and degrees; and

(2) the costs of a rundown, inefficient national rail plant will be paid
for by society one way or the other. It will be paid:

either in terms of increasing accidents and derailments, more
"slow orders' and train delays and the higher freight rates and
impaired service inherent in the foregoing,

or in terms of a positive effort to arrest the deterioration of the
rail plant, to rebuild and rehabilitate that plant (especially the
vital mainline links), and to put presently furloughed maintenance-
of-way emplovees (now receiving Federal unemployment pay) and
other idle workers back into truly productive employment in an
industry vital to the nation's economic health, -

The reality for rail industry finances of the recent sh 1f) drop in
revenues stemming from the depressed cconomy and the poor prospects
for an early revenue recovery means that v*rtuauv no mxlroaa, soivent
or bankrupt, will earn a profit this year and few, if any, will do so in
1876, Across the industry, rail managements have almost uniformly
cut back sharply on maintenance activities in an effort to husband cash.
In this situation, the management imperatives to curb deferable
expenditures are as real and sharp for the normally "healthy', sol-
vent railroad as they are for the financially shaky or bankrupt company.

Given the foregoing, several powerful arguments can be advonced for
including a stronz grant component in any Federal employment support
program oriented to the national rail maintenance and rehabilitation
problem. '

1, Encourage Maximum Participation

As noted above, any railroad facing the prospect of depressed revenues
and an uncertain traffic outlocok will be very reluctant to take on addi-
tional indebtedness for the miaterials, supplies and equipment needed
for maintenance and rehabilitation unless there is a strong financial
incentive for them to do so, Federal grant financing for the labor
component of the maintenance and rehabilitation projects approved
under this program will ensure that all major railroads will participate,
A pure loan prozram would almost certainly be shunned by most if

not all of the solvent roads under present circumstances, A

s
#
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2. Provide a Measure of Equity As Between the Solvent and Bankrupt
Railroads '

Within the overall national railroad system, carriers -- solvent carriers,
financially periled carriers, and bankrupt carriers -- compete with one
another not simply for trafi 1c but for profit, and, in a very real sense,
for economic advantage and even survival, Wi ule acknowledging
government's responsibility for ensuring the provision of vital trans-
port services, including substantial direct financial assistance, govern-
ment's programs and policies shouid not work to penalize the well-
managed, relatively efficient, "successful"” carrier vis-a-vis his
bankrupt competitors, The effects of the present recession, which
gives rise to both the unemployment and rail maintenance problems,
fall equally heavily on all parts of the industry. In a program such

as the one being considered here, Federal financial assistance should
be provided evenhandedly across the entire industry.

3. The Vital Nature of the Work To Be Supported

The physical condition of the rail network bears directly on the system's
overall economic effectiveness and on the saiety of those who work in
railrcading and those who ride on trains, If is the principal determinant
of the real value of a vital national transportation asset and one of the
most important factors in the overall efficiency and productivity of the
national economy. To put it bluntly, rail maintenance employment is
about as far from "leaf raking' as you can get in terms of true social
and economic value to the country,.

4, The Incremental Nature of the Federally Assisted Progr.am

The Federally assisted program will be a true net addition to what
would otherwise be invested in maintaining and Tmproving the nation's
rail system., Safeguards are built into the program to ensure this.
Thus, Federal grant assistance for the employment component of the
program will not only reduce unemployment payments and add to the
employed rolis in the railroad industry, it will also leverage very
significant additional employment and economic activity among
suppliers and vendors of materials and equipment,

5. The Threat of Disruptive Litigation-If the Proocram Is Confined
to the Bankrupts or Discriminates Against the Solvents in a Way to
Afiect the Competitive Balance

If a Federally assisted program were to bnnu solely the bankrupts
or were to discriminate against the solvents, the latter would aimost
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certainly bring suit on the grounds that they were being unfairly
disadvantaged vis-a-vis their competitors, While it is believed that
such suits would not ultimately prevail, in light of the clear public
interest objectives involved, the hurt to the solvents would be real,
Being real, they would likely elicit much sympathy from the Congress,
and, perhaps, from the courts.

TPI-30
March 23, 1975
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THE WHITE HOUSE
INFORMATION

WASHINGTON

March 31, 1975

MEMORANDUM FOR THE VICE PRESIDENT
FROM: : JIM CANNON
SUBJECT: RATILROAD MEETING

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,
and instead, asked the Domestic Council to follow up on
them with Coleman and OMB.

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

1. Should the Federal Government pay for the interest
payments incurred by railroads borrowing the $2
billion of guaranteed loans, which will be provided
under legislation soon to be submitted by the Adminis-
tration?

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

3. Should the Administration propdse a major program to
reduce unemployment and help the rail industry, con-
sisting of $3 billion over two years? :

The above three decisions are needed prior to the Administra-
tion's submitting legislation which the President has already
approved in concept. The approved legislation contains reform
of the economic regulation of railroads and also contains $2.
billion in loan guarantees to revitalize the capital assets of
all the Nation's railroads.



MERORANDUM FOR: The President

From: James T. Lynn
Subject: Revitalizaetion and Job Stimulation Propesals for

the Nation's Rail Freight System

Background

. The problems of the U.S. rail freight system are serious, and grewing
worse as a resU]’ f the recent economic s]u*p Current estin 1tes
indicate that the 1nduery will show that the f1rst quar‘ﬁr 197
Toss will be the largest in its history. Roughly 507 of rail tr ck
is restricted to b2low-normal speeds due to poor maintenance. On
15-20% of mainline track speeds are restricted to 10 miles par
hour.

. Hevertheless, the rail system remzins an essent:al naticnal asset.
¢t

1t carries 387 of all freight (in ten-miles) and over 759 of 211
coal shipinents.

. For this reasern, severeal prepszszls are now bz i*g considered by the
- Rdministraticn which would kclip the freight raiiroads throuzt
financial assisiance, reorgenizaticn, and reguiztory refors.
In acdition to the rail passenser service progrems (AHTRAX and
Rorthezast Corridor), the freight related progresns include:

- Restructuring of lortheast benkrupt railrceds (primarily Penn
Central)

...U.S. Railway Association has cempleted preliminary plans;
final subizission to Cengress by Ju] 26,

...Federal cost estirs
e
l

ed 2zt more than &4 billion ever 10 years,
of which £2.6 billicn

&
icn is alrecady authorized.

...hdministretion pssiticn teing ceveloped by late fpril.



- Rail Revitalization Act of 1975

.. .Hould amend the Interstate Ceimerce Act, to free th_ railroads
from excessive regulation, increase competition, and streamline
1CC procedures.

I b11110n Federal financial assistance package, which will
help to rehebilitate the rail plent, create a mechznism for
needed restructuring, and also provide an incentive for
passage.

- Rail-oriented job support progrem

.. Would stimuiate employment of rail workers in maintaining and
1mprov in3 rignt-of-way '

«..$3 billion Federal cost over two years
Attachment I provides a detatled breckout of funding for th se proposals.

In view of the serious nature of the rail preble SN end mounting
~estimates of tha cost invoived, Concress is growing mare receptive o
Federal tekeover of the 10.1 system. For cxawnig, in the Railroad
Revenue Act of 1975 {S.114 ) Senaters Harike and YWeicker propose

that the U.S. goverament cwn and rechebilitate 211 rainline richt-of-wey.
Governor Chap) o P*ﬂnS"]Vd“:o argues that a hu]] Trust Fund should be
set up to finence such a scheie, patterned after the Interstate
Highway System.

To date the lcmwnistration hes cpposed both Federal ownﬁrsnlp and
operation of the rail freignt systen. However, the three issues
ciscussed belew, present a clear Chc]?nlg to this “"hends-off" policy.
t this tire, because DOT would
iry refora ‘Pﬂ rail ceenloyrment
}1 WES an thie substentive
-

like to submit iL. nosals cn recu
to Congress as scin &5 possibic. iy
- peed is urgent, and political timin

These issues are raised for a fncws:c
pro jn

The primary chjcctive of the Ldministration is to solve the rail
rohlen &s a \uu]:. irercfore, 1; is irportent thet current dzcisicens

p :

anticipzie, end Gzeve the Tlexibilily ior, later decisicns on related
1SSUCsS. -

- A final Adzinistration positicn on the Korthieast rail plen is due
on fpril 20.

i
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- This plan, the Rail Emplovieent preposal, and the Rail Revitalization
}W ’

Rek, ¥ i]] cach have a major track reh ao1]1iairo" coxponent.

-~ They should therefore he designzd to complerent each other, and
avoid duplicaticn, especially on a Oﬁcq.aphic basis.

RAJL REVITALIZATIO: ACT OF 1975

On Harch 22 you acleLd to send to Cor'". s the Adatnistration's rail
regulatory reform bill, including & $2 Lillion loan guzrantee |1nancia1
assistence packace. Stb; quent 1y DOT has concluded that two additional
provisicas should Ee incliudad in the bill. We request your decision on
whether to include these provisions, as described bﬁch.

~

[

Issue #1: Interest Subsidics

The Act would authorize the Secretery of Transportation ic pay (i.e.,
subsidize) scme or &ll of the interest payments incurred by railroads
in borrewing $2 billion of cuaventecd leens under the fct.  Provides

up to $550 million thrcush 1?78. The Secretary may recwire applicants
o ;

to use tracks and other fecilitics jeintly or to aciuive or sell assets
to achieve greater <y,L~A efviciency s one of ihe concitions Tor pro-
viding Tinancial assistance. (See issue #2),

Should tha provision of $6I0 millien for interest payients be included
in the Rail Revitelization Act of 15757

Pros

- DOT be 1icvms that theee funds, end associeted conditions, will
eneble the TFederal govirniant o bring zbout & more T*LIG.“]
geographic structure 1ar the.reil Treight systws. This would,
in turn, izprove the financial vizbility of the reilrecads.

-~ HWithout the 5650 millicn inizrzst provisicn, DOT enticipates
that very few railrozds would have surficient incentive io
pdrtwcwﬂ"io in thie loen progrei.  This would tend o undermine

thc v¢1u~ o‘ tha lozn program s & swesiencr to the requiatery

3

- DOT believes the sulsidy is nccessary to doal with the reilroads'
serious cash Tlew prebion. ;

Cons =

-
-
-

"= This would st @ polentially cestly precedent for other Federal



Toan programs, and particularly for the new rail program.

- It is not clear that this is the best wey to create the desired
incentive for participation. An alternative might be to relax
the criteria for use of the $2 billion in loan guarantees. 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 bil]ion funding level in this ey, there
would be no violation of your "no new speading program’ poTiqy,
whcreas & $650 million add-on would require an exenpn1on from
this policy.

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

Dacision

Cption A:~. Provide interest subsidy grants :
(supported by DOT) -

Option B: Allew loan guarantces to pay interest during first few
yeers
(supported by 0i3)

Issue #2: Fercers

P°rm1ts "by-pz st of ICC authority for joint use of track, purchase/szle
assets, c" rorgers. Cppcriu1ity ior iner"“l putiic hearings provicﬂa,

before DOT zrproval. “Least enticompetitive” eptions must be approved

Such joint usg Jnd margers imay be reguired, to qua]ify for financial

assistance in the bill.

Pros
- Would eavoid onerous and drawn cut mercer procedures currently
imposed by 1€C, and thereby perivit streemlining of the rail system.
-~ DOT sces this as an integral feature of the financial package in
the bili. :



Cons

= This provision would inject DOT into a very contro-
versial role, without a clecar 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,
shlppcrs.and local cormunities would oppose it because
of the downgrading of scervice on certain lines which
would result. This could jecopardize 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 Coleman) g
Option D: Further study to devclop more complete merger
laws and standards
(supported by Lynn)

RAIL REHABILITATION AND EHMPLOYMENT PROGRAM

Issue #3: Whether to support such a proposal immediately,
not at all, or subject it to further comparison
with cmgloymcnt proposals in other areas.

DOT proposes a two-year program to assist the rail industry in
expanding its maintenance program. Total $3 billion two-year
authorization ($1 billion in grants, $2 billion in loans).
Direct employment impact over life of programm optimistically
estimated at 60,000 man-ycars; indircct cmployment estimated
at 105,000 man-yecars. Federal government would provide grants
for labor cocst, and income debenturcs for material and
equipment cost. (see Attachments II and IXI for details).

Pros

- nhimed at two major p

'S

rob uncmployment and rail
deterioration. DOT beli

Cms:
cves the propesal would have

B L Tt e mmae et Em——— e wak = Sememeamarn e . - -




Cons

6

a significant impact on cach arxca. Improved roadbed is
considered critical to a viable rail systen.

Funding package designed to insure maximum railroad
participation. Without labor grants, DOT believes that
railroads could not afford to take advantage of the
program,

Strong support for this program by rail managenent,
labor, and, Congress.

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

If considered, should be comparcd with other job creating
programs to determine relative eciployment impact.

Nced more analysis of relationship to other pending rail
assistance programs, to insure coordinated approach. Necd
to further assess overall impact on Federal involvement
with railroads. .

Direct payroll subsidy for private firms is an unprecedented
practice in the U.S.; to violate this boundary between the
private and public sectors could open up a host of similar
proposals from other financially troubled industries.

5100

Decis

Option E: Support DO concept. Direct Secretary to prepare

legislation for Executive Branch clearance.
(supported by DOT).

Option F: Consider later in relation to other actions to

Option G: Basical

stimulate the cconcny, and in the framework of
overall approach to railroad industry.
(supported by 04B)

y disagrcee with this proposal, arnd so inform
ctary. Do not pursuce further.

Mo

the Scc

Attachments

CccC:

EGD ndohanson:vt 3/27/75

DO Records, Director, Director's Chron, Deputy Director,
Mr. Scott, Mr. Bray, Return to Mr. Johanson



Breakoul of Pederal Fonds for
Pending Rail rrelghi 2x als
($ millions)
Under
Authorized Consideration Total
I. Northeast Rail
. Planning and interim {
cash assistance 340 s 340
. Interim maintenance
and improvement of
plant 300 - 300
. Labor preotection and
branch line subsidies 430 - 430
. Pinancial assistance to
new rail system, ANTRAK,
and .otiier co: mecting
railroads 1,500 2,000 | 3,500
2;570 2,000 4,570
II. Rail Revitalization Ac
. Loan guaranrtees - 2,000 2,000
. Interest subsidies - 650 650
¥ 2,650 2,658
IXII. Rail Employment?®
. Grants = 1,000 1,000
. YLoan Guarantees - 2,000 2,000
' - 3,000 3,000
Totals 2,570 7 650 ]O_ZZQ
!
* Expected to substitute for some of loxi st xail funding require

ment.
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MERORANDUM FOR HONCRABLE JAMES T. LYNN . A

- Dircclor of hManagement and Budget o

SUBJECT: Stimulating Employment Through a Federally Supported
Rail Rehabilitalion Program

During the current economic downturn, railroad industry revenues ha
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
recduce substantially its maintenance cfforts. The resultis that the
industry is experiencing both a high rate of unemployment and 2 more
rapid deterioration of iis physical plant,

The tolal amount of deferrcd maintenance in the indusiry is not known

exactly but conservalive cslirnates put the figure in the range of 5.5

“to $§7.5 biiiion. _Even at the 1974 level of meaintenance, effort, which

invo ]v ¢ the employment of 92, 000 workers, the backlog of deferred

mai;xtc..anca was incrcasing annually, It is estirnziced that 10, 06C
ico

maintenznce-af-way workers have zlready been jzid oif this year and
that an adcitional 20, 600 workers may be furlovghed by June 13275,

tin & '-11.1“-{." n where
ome & DPOS ‘i\c dra“ on L:n \\no‘o econom 3 The only alter-
na“l\'c= then would be massive amounts of direct Federal assistance or
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» We believe that the precent situation constitutes 2 unique opportunity to
_underia l-e a Federaily-assisted but industry manazged cfiort to provide ’
“more jobs while raising the indusiry?

<
il ploaned level of mazinteonance.
-Such an cifort would nol only p i
:L \-'oo.l ) also have 2 & i

1 A
mect ur ..;(-:t seticnal aeeds in o viizl industry wiile sihmaliting emoloyment,
and thi=s would be far more ;n-o'.'.zc ive thas the padlic sector jon prozrames,

h i 1
This ic 2 view Lthzt seems le be shared by many in the Conrress, as evi-
.

denced Ly the several bills introdeced by Senztlon Duchley, Conzressiman

Meinz, end cthers to avthorize such & program, “We strongiy urse thal the
Administration develoep a belter progriun of its own as a response to
Congressionazl initiative,
.'L ‘
7 ’ '
5 . ‘\
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Attached o this mororandum are the specifications for such a prosram,

In summary, this Department recommends the following:

A two-yecar program fo assist the industry in expanding its
planned mzirnlenance program;

-
- - -

For railroads in rcorganization 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 @ proviso that the benefits must accrue to ConRail. These
funds thensawould simply subatitute for funds which the Federal
Government would be providing later to ConRail anyway;

For a1l other railroads grants would he available for the labor
poxtion of the costs associated with the Federal assisted
incremental maintenance program with loans available for the

relafed materials and equipment;

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

for both interest and principal, based on the carnings perform-
ance of the individuezl railroads during the repaymtnt peried;

—

The program anlicipztes a total author ization of $3 billion for
both the grant and the loan clc aents, with a $1 billion efiozl
in the first year and with $2 billion in the second yea

In order to ensure that the program is truly addilive, i.e.,

over and above that which the railroads would do with their

own resources, a maeaintenance of efiort provision weuld te

required for participation,

cared basically to the

is not 2 permanent

ent of 2 role in rormal

program “wi tenance, a ”I;rig;;,r:r” is employved which wouid
i 1y during periods when the
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e cxceeds 6% (or some other
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Two-thirds of the funds would be apportionad among the rail-
roads on a formula basis and cne-third would be lc!L to the
discretion of the Sceretary; and

The prograrn envisions project approval by the Szerctary,



In addition, the proposal includes $9% million {o accelerate «iforts to
maintain and improve current passenger service on the Northeast
Corridor, This cffort is envisioned as 2 continuzlion of the program
rccenlly authorized as part of the Penn Central emergency legislation,
The additional §95 million will not in any way preempt deciszions related
to the Jong term improvements required in the Northeast Corridor,

o

In total, this program should create 20, C00 additional jobs in the rail-
) prog

read indusiry and 35 000 jobs in relaticd inlu‘:n es during the first
year, The second yc, 11 job cffect would be roughly double that of thc,

-

first year, Ny :

I recognizec that this program will have 2n 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. Morcover, it is my judgment that the social
dividends resulting from whatever nel cost is involved will be worth

the cost, It will help avert furthexr layoifs and, indeed, should increase
rent within the industry. It will 1'0°tcr much nceded rehabil-
itation and immprovement in the physical {acililics of the industry and
ensure that the nation's rail transportation system will not.deteriorate
further during this cconomic downturn, : 3

the employ:
5]

m
ir

A viable rail transporiation system is fuel cifficient and is nceded to
ensurc that the transport of bulk coommmeditice and other resources can
executed. The program should impreve the safety record
ry. The program, itsclf, is tomporary, buat it also sets the

: i g 1 assiziance program included
rensportation Improvement
c

of the indun
stage for and
in the Administration's prosesed Ra iroad T
Act, TFinzlly, we sense a2 great deal of interest {or such a program in
the Congress and, in the absence of a Administralion proposzl, we
will undoubledly be forced into a reactive posture.

.
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My staff and 1 arec prepared to discuss this pro,:msczl with you in greater

delzil &as scon a2s possible. X :
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thOR/ Ui FOR HORORABLE

. DIRECTOR, OFFICE OF

JAMES T. LYHH
ﬂ.NAGEHEhT ARD BUDGET

Stimulating Ewmployment Through a Federally Supported
Rail Rehabilitation Progrem: Rationale for Grants
to Solvent Railroads

Subject:

In a memorenduin of March 21 outlining the above program, we
recommiended that the .ung1nq of the entire progrem for bankrupt
railroads and the lzbor portion of the prograi for solvent
railroads be effected through Fedzral grants. The bankruot
railroads eccount Tor approximately 165 of the track mites that
would be elicible for rchabilitation. The iabor elewznt of the
prograin would be approxir ato]y onz-third of the total program.
Thus, in a §3 billion pregram, the bankruots might be expected
to receive uﬂyuoxmratc7" ﬂ‘“O million in grants and the solvent
carriers epproximately $830 million in grants.

-
tie2

In the attached m2morancum we give Lﬁﬂ reasons why, in our
Judgment, it is desireble to fund the labor portion of the
program for solvent railrcads with Federal grents, rather than -

loans.
[ //7
VA /////,, e ~o

‘?]]laﬂ T. Coleman, Jr
Attachiwnt

: n]]]1c” Seidman
S Cannon
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The Cril 'r:‘l ole of Grenla in a Tederally & :;'.v{cd
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Thi:ie Deopartment of Transportation has proposed for consideration

z icnporary prozram (o stimulaie om‘)ls"m ni in the railroad indusirvy,

spoecifically in the vital areas of track and plant maintenanee and
rehabilifation, 'This program would cover the enlire industry, i.e.,

boih solve 1'£ and bankrupt cm,n,‘.n‘es and would employ a combination

of Federa g,ruu and loaa financial assistance. ‘The program's under-

lving ra imn le aud snecifice have boen covered in ansther paner,

This 1 apeor ::'i:iresses {iio critical role of granls for the labdr cost

component in ensuring the program's acceptance and success,

Summary
Poweriul arguments can be made that any Federal fwn'mcm.l assistance
designed to stimulate employment could be directed in no better purpose
than the mazinicnance and rehabilitaiion of the nation's railroads. To
realize the full polential of this onpporiunity, e°r)'*“1“,11\' in light of the
currcni stale of railrond finznces, a grant component (hn' tho girget
labor costs involved) in the Federal {inancial assistance program would
bz esscntial,
-~ JFederal grant assistance for at lcqct the labor component
of such a program apnears criiical to obidining the partici-
pation of ”L'ox'rc.“", albeit current money losing, railroads
which coushtutc the bulk of the nation's rail system,

<~ A Federal prozram of {inancial assislance to the railroads
must treat both "solvent' and "{inancially distressed™” (includ-
ing bankrupt) railreads equilably, lest it vafairly disadvantage
the former.

-~ The truly viial nature of the work to be supnorted by this
pregram -- affc (Lu‘.f, direclly the econonmic cfiiciency of the
naticn's rail sysiem as well as the safely of s Oi)"xilt.l'.)ﬂ -~

must be given appropriate weight in any consideration of this
proposal's merit,

~- Any "grant” assistance given in this.prooram would ba {raly

"addilive" in lerms of its vltimatle ceonomic impact, providing
a sienificant malliplier cffect.



Discussion

Central to an undersianding of this real nature of the rail mainlenance
and rehabititation i“‘b Hem 15 2 roo yy:.i,u-. thai: (1) it is pervasive,
affecting @l parts of the :‘:.;1 industry -- both solvent and bankrupt
companies -~ albeit in somewhat ciiffcrent ways and degrees; and

(2) the costs of a rundswn, inefficient national rail plant will be paid
for by sociciy ong \-.'ay or the other, It will be paid:

cither in terms of increasing accicdenis and derailmments, more
Yslow orders' and train delays and {he higher {reight ra tc., and
impaired service inherent in the foregoing,

or in terms of 2 po sitive eifort to arrest the deterioration of the
vail plani, {o rebuild and rehabiliiate that plant (especially the-
vital mainline lin} ;s) a:xd {o put presently furls: g“.ed maintenance-
of -way emmloyees (0w receiving Federal unemployment pay) and
olheriidle workers back inlo iraly productive employmient in an
industry vital to the nation's economic healii.

“ .

-

The re a‘nv for ra il induslry finances of the recent sharp drop in-

revenues stemming from the deprassed economy and the poor prospects

for an ea 1*1\' revenue recovery means that virtually no railroad, solvent
it this veur a

or bankzri ")L. will eara a profit this nd [ﬂ\:, if any, will do so in
1976, Across the indusiry, rail manocen s have almost unifermly
cut back <‘h°1‘;_;1\ on mainienance ucqv».he&, n an efiort to husband cash.
In this siivation, the monagesnent impezratives to curb defcrable
expendilures o are as real and sharp for ihe normally "healihy', sol-
vent raiiroad as they are for the financially shaky or bankrupt company.
Given the foregoing, several poawerful arguments can be advanced for
includinz a stronz graut component in ¢ :3. Fede al employment support
prograr orienied (o {he naticnal rail mainienance and rehabilifation
problem, ‘

1. FEncouvage Maxirmim Parlicipalion

As noled above, any railread facing the prospect of depressed revenue
and @n ""u;:‘{;»z n Lraific outloni will b2 very reluciant to take on :z:!ru—
tional indebiedness for the maderials, cunylies and enuipment needed
for maintenance anidi renubiiiiation anless diere is a sironyg finqcial
incentive for them o do 509, Foedm "l erant finaneing for the fabor
compancat of the maintonanece and rehabilitation prajects approved
ugler this program will asure tn.'i d major raiiroads will parlicipate,
A pare !"' n progravi woald alwost ceriainly be shunacd by most, if

not all of (e ‘01"1*11'. 1oy und(-r present circumstances,
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2. Provida a dMeasure of Egnily As Delween “:; Salvant :*:‘.:’. Bankruopt

Zatlroads

—— e e

Wiihin the overall nationnl raileead ,"<;tm\1, c'."-.:'ri-:-rs -= Solvent carrviers,
11:::}‘0;.11)\' periled carriers, and bankropt earricrs -~ eompe %e with one
anolher not simply for traffic bal for profit, 'm:i. in a very real sense,
for cconomic '1c‘\"‘atnﬂ.e and even survival, While acknowledsing
governmeil's re <’:-g'mw.)11* ¥ {or ensuring *m provigio alt

past gerviess, .un‘ divect Rsaneial assistonce, g'ovcm-

ment's prog >‘n:".'lJ. tob wori 1o nenalize ihe well-
(LS o ta Bd f.—‘ 3 e ~ Teeqn e * A3 e 2 e r. > H

monaged, retal 2fiicient, "suecessful” carrier vis-a-vis his

yaniirapt o [fecis of the prescont recession, which

gives rise 'fo h napioyment and rail maintenance problems,
iall equal wrts of the indusiry, In a prozram such
s the o re, rederal financinl assistonce should
¥
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b2 provided evei { y across the eatlire ind: str

3. The Vital Nature of the Work To Be Supported

\ . 1 of the rail nebwork bears directiy on the system's
verall economie eilectiveness and on ihe szieiwy of those whio work in

2
L

rai wm.m, angd lhose who ride on'traing, It & the o mczp:‘a! deferminaunt
< 1% " - T & S o 2k AT cen . :
of the real value of a vital natienal (ransportalion asset and one of the

~

i
nost in yortant factors in the overall cificiciey and productivity of ¢
yalional cco:zon‘.}f. To pat it )L.ntl rail mainicnance employment

abant as far {rom "leai raking" as you can get in terms of true social
ang cconomiec value to the country, '

4, The Incramental Nolure of the Federally Assis ica Program

The Federally assisted prc.;:‘am will be a irue net ac
would ciherwise lh. invested in mainiaining and .?z;):‘()'-:i‘ 'z ‘I e naiion's
rail system, Saic "'l< are built inio "*c p:‘c-;.-'ram io ensure this,

Thus, I'easra 1‘:1':’“,‘." ssistance fov the emplayment eomponont of the

'\
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~ - Seririt e eceiizioys .-.!- 3o ot 1gent
<m.:;f_cz.m auznitional cmploi e o ecoidmie aciwily az::ong

suppliors and vendors ol mat em;llr, and canipreat,

5. The J-" anl of l)p.* n* Ak B I.ilie "tz.)" 8 “r' Prosrom I" Cornifinec

10 the 1,an 01 e JNL Bne SOIVGRLS 0 2 W '1" io
Akt lhe Carretiiio s
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L3 }’cc’.cz'.':!‘._.' aazisied prasram were o benclil solely the hankirunts
oy wvere fo diseriminate against the salvenis, the Ietter would .n:;.':st
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riainly bring suit on the arounds that

(hs ivanlaecd \1 3-0 - \m their compoiim

cuch sails vwould not utlii

interest objeciives invol
Boirh real, they would likely elicil much syinpathy from the Congre
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thov were being unfairly

s, VWhile it is belicved that

in ol of the (.Ic:u public
the solvenls would ba real.
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