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self-sustaining with sw1ll revenue increases short term 
traffic grm·ith and indicated that the other lires \·:ere available for the 
rail continuation subsidies authorized by Title IV of the Act. 

on Communities and Shinoers 

The Region represents a significant portion of the economic 
activity, containing approxirr:ately 33 percent of the emplo}'lTI2nt, 
55 percent of the and 48 percent of the population of 
the Nation. There could be a significant adverse local, 
or regional impact from reductions in the size of the rail system. 
However, four factors serve to diminish the potential 'ltidespread impacts. 
First, the planning process is directed tm·Jard the revitalization of the 
system .as \•iall as its restructuring, ar.d many users \'ti1l benefit greatly 
from in rail service. Second, the restructured system will 
represent a sizeable portion of the Region's rail Virtually all 
areas of the Region will continue to have access to ri!il servic2. 

Th·ird, the ubiquity of highways and the ready availability of private, 
contract and motor carriage serve further to diminish the poten­
tial impacts of reductions in size of the r3il in any given 
area. Fourth, the adverse economic effects of abandonments tend to be 
minimal except for quite specific local communities and shippers that 
are involved directly. 

The methodology used by the Association almost automatically includes 
those lines in ConRail whose volume of rail is significant. 
Any adverse effects of the of service along certain rail 
lines \vill flm•l into the area's economy through the impact on the 
specific shippers that use them. The actual magnitude of the impacts 
will depend on effect of increased production costs on the firm's 

and profit and on the effectiveness of rr:anagement in its attempts 
to minimize potential adverse effects. These factors depend, in turn, 
on the relative importance of transportation costs to total costs, the 
availability and substitutability of other modes and the firm's abili.ty 
to pass cost increases forward through price increases . All these 
factors vary from area to area and shipper to shipper. 

Analysis of the potential area impacts from a reduction in thetsize of 
the rail system indicate that the potential overall impact from the 
termination of rail service on all of the potentially excess lines of 
the DOT report represents a very small propor-tion of the counties' 
existing economic bases. In only 15 of the 451 counties did the e5ti­
mated decrease in industrial employment exceed 1 percent and the 
potential reduction in county income is less than l percent in 80 percent 
of the counties. Finally the results indicate that t!1e potential increase 
·in transportation costs as a percent of is less than 1 percent in 
99 percent of counties studied. In only 32 of tr.e 510 
studied do any of the projected exceed 2 percent. 



In short, even the most pessimistic estimates of the ad~ers2 ;~pacts on 
the Region and areas within the Region indicate thJt the efrect of the 
suggest2d reduction in the size of the rail system Hould be r.egl igib1e. 
In contrast, the exoected benefits to the users of the remaininq 
restructured system'will far out1;eigh anticipat~d adverse i mp~cfs. 

Finar.cia1 Analysis 
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The financial statements presented in the PSP lead to the following wain 
conclusions: 

1. ConRail will ultimately be a better operating railroad than any 
of the bankrupts and is expected to break even and begin earnir.g 
a profit in its third year of operation. During its first year 
of operation~ in 1976, ConRail is projected to sho~ a $91 million 
net loss, which \•:ould make it $130 million rr.ore orefitable than 
the bankrupts, whose consolidated net loss total~d $221 million 
in 1973. This decrease in net loss is not a result of operating 
i~provernents, but is due primarily to the special accounting 
treatment of given ConRail and to decreased interest expense (as 
a result of restructuring the bankrupt railroads' indebtedness}. 
These b·io factors together account for a $155 mill ion imp-rovement 
in. net income in 1975. 

By year ten ConR~il earns a profit of $332 million, as:compared 
to a net loss of $91 million in its first year. 

The $472 r1il1ion improvement in net incone from 1975 to 1985 
results from the two-fold effects of revenue increas2s and opera­
ting cost controls . Most of the revenue increase comes from 
higher freigh~ volume and favorable changes in freight mix, 
and reflects anticipated traffic growth and aggressive marketing. 

The effects on consolidation, ratio~alization, and rehabilitation 
greatly impact operating expense . Total operating expense in 
1985 is $79 mil lion less than in 1976, even though ConRail will be 
handling more traffic. 

Although improvement is shm·m for all operating expense ca~egories, 
the ~ost significant efficiencies and cos~ savings are reflected 
in transportation expense ~·1hich is reduc.ed frcm 45 pe;cent of 
revenue in 1976 to 39 percent of revenue in 1935. The reduction 
results from rehabilitation of the railroad netv;o;k and from the 
implen:ntation of improved car handling procedures and systems. 

2. The levels of operational efficiency which will be achieved by 
ConRail are expected to be better than railroad in~ustry averages . 
In 1985 ConRail is expected to have an operating ratio {ope~ating 
expenses divided by operating revenues) of 71.7 , which compares 
very favorably ~tlith the current operating ratios of a11 of the 
solvent railroads in the industry. 



3. SIJch op~-rating efficiencies can, hm·Jcver, only be achieved at 
the expe~sc of ~assive invest~ent in fixed plant. Th~ cost 
of r~habilitating ConRail's facili+ies d~rir.g the 1976 to 1935· 
time period is esti~ated to be $1.9 billion in 1g73 dollcrs 
and $3.9 billion in inflated dollars. 

4. In order to support a negative cash flow from operetions in the 
early yeJrs, and then to fund th2 necessary nassive investments 
in fixed plant, ConRail will have to accumulate significant 
amounts of d~bt . By 1985, ConRail's fin~ncial structure, v1hen 
inflation is taken into account, will contain so~e $500 nillion 
in equipment obligations and some $3 billion in "other 11 debt . 

5. Despite the high level of operational efficiency achieved by 
ConRail in 1935, its debt load will be so g~eat and its interest 
charges so high that when the effects of inflation are considered, 
both nat income and fixed charg2 charge CQverage will be low. It 
is unlikely that the private sector ~·10uld find Conqai1 an attrac­
tive debt investment and the $3 billion in "other., debt \·iOuld 
probably need to be Federally funded or Federally supported. In 
1985, ConRail's fixed charge coverage is projected to be 1.61, 
\'Ihich is far below any ct.~toff point normally accepted by private 
sector investors. 

6. The level of Federal funding is far beyond the (!rr.OU:1t \·;hich \·!ere 
::onter.:plated by the Regional Rail Reorganization P.ct, \·;nich nm·1 
provides only $1 billion. Moreover, Fed~ral inv~lve~ant in that 

<. - .J: • • 1 d 0 
' -f. th • ..1 ° t • I ' h amounL or .1nanc1ng wou mean ~na~ .e p2r1o~ 1n wn1cn ~ere~ an 

50 percent of ConRail's c!ebt ',•Jculd ba "Federa1u t:ou1d b2 Aore than 
twenty years , during vthich tir:;e the majority of ConRail 's board 
\·muld be appointed by the Governnent . 

.;..., . 

Passenger Service in Region · 

USRA includes a general discussion and analysis of t~e present condition 
and expected r.arket for rail passenger service in t~ Region, and concludes 
that only in the Northeast Corridor is there sufficient justification to 
sup~ort the expenditures required to upgrade th= rai]~oad for high speed . -~ passenger serv1ce. , 

By 1982, coexistence of freight and passenger servi~ on the NEC \•;il1 
result in either exorbitantly high investment cost tiD install ac!ditional 
freight trackage or ir.clud2 cap3.city constraints that •,.ril l result in the 
inability to handle the expected patronage and provi'die adequate service 
to shippers. As a result, the USRA is reco~mending ffihe removal of most 
of the through freight traffic from the Penn Central t:EC right-of-way 
and upgrading parallel routes to ha~dle thi s freight ~raffic . It is 
estimated there is an approxir.~~e 4:1 capital cost ~vantaqe in Javor of 
the USRA r:=co::r::;endation. Because of the decision tm lr:iove the freight off 
the Penn Central right-of-\•/ay, the m:c rail properti:fes are not included 
in the PSP. 








































































































































































































































































