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In short, even the most passimistic estimates of the advarszs impacts on
the Region and areas within the Region indicate that ths effect of. the
suggested reducticn in the size of the rail syst°1 vould be reg]igibla.
In contrast, the expscted beanefits to the users of the ramaining
rastruc Lﬂred system will far outuiezigh anticipatad adverszs impacts.

Financial Analysis

The financial statements presented in the PSP lead to tha following main
conclusicns: :

1. ConRail will ultimately be a better operating railroad than any
of the bankrupts and is expected to break even and begin earning
a profit in its third year of cperation. During its first year
of opzrations in 1976, ConRail is projectad to show a $91 million
net loss, which would make it $130 million more prefitable than
the bankrupts, whose consolidated nat loss totaled $221 million
in 1573. This decr=2ase in net loss is not a result of operating
improvemants, but is due primarily to the spacial accounting
treatment of given ConRail and to decreased interast expensa (as
a result of restructuring thz bankrupt railroads' indefEdHQSa)
These twio factors together account for a $155 millicn improvement
in net 1ncon° in 1976.

By yzar ten ConRail earns a profit of $332 million, as comnared
to a net loss of $%1 millicn in its f1rst year.

The 347? million improvement in nat income from 1975 to 1985
results from tha two-fold er,ects of revenua increaas=s and opera-
ting cost controls. Most of th2 revenue increass comes from
higher freight volume and favorabie changes in fraight mix,

and refiects anticipated traffic growth and aggressive marketing.

The effects on consolidaticn, rationalization, and rshabilitation
greatly impaci cperating expense. Total operating expense in

1985 is $79 million less than in 1976, aven though ConRail will be
hand1ling more traffic.

Although improvement is srcwr for all cpa*atlng expanse ca; gories,
the most significant efficiencies and cost savings are refiectad

in transporuation exnense which is reduced fren 45 percent of
revenus in 1976 to 39 percant of revenue in 1935. The reduction
results from rehabiltitation of the railroad netwiork and from the
implemantation of improved car handling procedures and systems.

2. The levels of operational ef'icinncy wnich will be achievad by
ConRail are expected to be better than railroad industry averages.
In*1985 ConRail is expected to have an opa'a ing ra;1o (cperating
expenses divided by operating revenues) of 71.7, which compares
very favorably with the current operating raties of ail of the
solvent railroads in the industry.



3. Such oparating efficiencias can, howaver, only be achiaved at
trhe expense of massive investment in {ixed plant. Th2 c¢pst
of rzhabilitating ConRail's Tacilities during the 1576 to 1925
time period is estimated to bz 51.9 billion in 1973 dollars
and $3.9 billjon in inflated doliars.

4, In order to support a negative cash flow from oparations in the
early years, and then to fund the necessary massive invesiments
in fixed plant, ConRail will have to accumulate significant
amounts of debt. By 1985, ConRail's financial structure, when
inflation is taken into account, will contain scme $500 million
in equipmant obligations and some $3 billion in "other" dabt.

5. Despite tha high level of operational efficiency achieved by
ConRail in 1935, its debt load will ba so great and its interest
charges so high that whan the effects of inflation are considered,
both nat income and fixed charge charge coverage will be Tow. It
is un]ike]y that the private sector would find ConRail an attrac-
tive debt investment and tha 33 billion in "other" debt would
probably neasd to bz Federally fundead or Federally supported. In
1985, ConRail's fixad charge coverage is projected to be 1.61,
wh1ch is far below any cutoff point normally accapted by pr|vate
sector investors.

6. Th2 leval of Federal funding is far beyond ths amount which ware
contemplated by tha Regional Rail Reorganization Act, which now
provides only 31 billicn. HMoreover, Faderal invelvemant in that
amount of .inancing would mean that the pericd in which more than
50 percent of ConRail's debt would ba "Federal™ would ba more than
twenty years, during which time the majority of ConRail's board
would ba auoo1n ted by the Government.

Passenger Servicea in Region -

USRA includas a general discussion and analysis of ©he prasent condition

and expacted market for rail passenger service in th= Region, and concludes

that only in the Hortheast Corridor is there sufficient justification to
support the exponﬁ1tures reguirad to upgrade tha railliroad for hlgh scaed
passenger service. i 1

By 1982, cozxistence of freight and passenger service on the NEC will
rasult in either excrbitantly high investment cost tr» install additional
freight trackage or includa capacity constraints that will result in the
inability to handle the expscted patronage and providie adeguate service
to shippers. As a result, the USRA is recommending tthe removal of most
of the through Treight traffic from the Penn Central MNEC right-of-way
and upgrading p=rallel routes to handle this fraight &raffic. It is
astimated Lhere is an apnroximate 4:1 capital cost adlvantag:z in favor of

e
the USRA racommandation. Because of the decision tosmove the Treight off
the N

the Penn Central right-of-way, 2C rail propertims are net includad

in the PSP,
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