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DECISION

MEMORANDUM FOR

FROM:

SUBJECT: RAILROADS

I.

II.

PURPOSE

At your economic meeting tomorrow, Secretary Coleman
will seek your decisions on proposed administration
legislation designed to help the railroads.

The general issues are: ‘ A
- Should you submit railroad legislation limited to

1) regulatory reform; and,
2) $2 billion in loan guarantee;

~

Or, should all or any of the following be included

A) ICC by-pass authority;
B) interest subsidy;
C) additional $1.2 billion in emergency aid?

" - What additional legislation and programs will be

required to solve the overall railroad problem?

BACKGROUND

' The Nation's economy depends on a functioning U.S. rail-

road system. Unfortunately, over one-half of the trackage
in the country is unfit for high-speed operations and
accidents and derailments have nearly doubled since 1967.

Eight Northeast and Midwest railroads are bankrupt (including
the Penn Central), the so-called Granger roads in the Plain
States are in precarious condition; average rates of

return are extremely low; and, we just had the largest
quarterly deficit in rail history.

This very serious financial condition has led to a nation-
wide deferred maintenance problem which will cost between
$5 and $10 billion to remedy.
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and proposed
Current/Feceral activity is concentrated in four
general areas:

* efforts to help the bankrupt railroads of the
Northeast and Midwest through the Regional Rail
Reorganizational Act of 1973;

financial assistance for all railroads to buy
rolling stock and to improve the roadbeds

and other capital investments (through direct
grants and loan guarantees);

® regulatory reform; and,

emergency programs of grants and loans for
specific railroads (including those in bank-
ruptcy) to overcome the currend unemployment,
energy and cash flow problems.

There is a strong sense in Congress that something
needs to be done to help the railroads, but that there
is a danger that the government will end up pouring
massive Federal funds into the railroads without
solving the problems.

See Tab A for additional background information and
Congressional situation.

IITI. ISSUES AND ALTERNATIVES

You are already committed to sending Congress your Rail-
road Revitalization and Energy Transportation Act con-
sisting of regulatory reform and $2 billion for loan
guarantees. Secretary Coleman has asked you to add
interest subsidy, ICC by-pass authority and $1.2 billion
in additional aid (which he calls the "Emergency Rail-
road Rehabilitation Program").

There is pressure to send the regulatory reform and loan
guarantee bill up soon because hearings begin on the rail-
road rehabilitation issue in the Senate Commerce Committee
on May 1.

Other very significant issues are coming to you for decision
which relate to the railroad problems. For example, the
financial problems of the utilities may require some form

of government refinancing for certain energy-related indus-
tries. You may wish to consider additional rail

,f
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in this context. Also, many in Congress want to attack
our current unemployment problem by creating railroad

jobs with Federal grants. This concept is the genesis

of the $1.2 billion Emergency Rehabilitation proposal.
Finally, the railroads are a critical element in achieving
your energy goals.

See Tab B for a memorandum from Secretary Coleman on the
issues presented.

The following are the specific decisions required at this
time: :

FIRST ISSUE - ICC By-Pass Authority for Railroad Restruc-
turing (and Interest Subsidy). '

There is general agreement within the Execytive Branch

- that the railroads are in serious need of restructuring
which would eliminate excess capacity. One problem is the
cumbersome regulatory procedures administrated by the ICC.
Efforts to restructure through merger or various cooper-
ative agreements in the past have failed, in part, due

to the length of time involved in getting ICC approval.

Your advisers did not include the ICC by-pass provisions

in the regulatory reform provisions of the proposed rail-
road bill because such a proposal may cause more harm than
good. 1In their opinion, if this kind of reform was included
in the regulatory package, Congress would add on labor pro-
tection provisions and other special interest language that
could end up making the existing ICC law even worse.

The proposal being presented here for your decision is that
the necessary restructuring (ICC by-pass) should best be
accomplished by asking Congress for separate authority to
by-pass the ICC and tie it to the loan guarantee program.
That is, the by-pass provisions would only apply to those
railroads requesting loans from DOT, it would not change
the basic ICC statute. The Secretary could impose the
special restructuring requirements as a condition for the
loan. Secretary Coleman feels strongly that for such a
reform to work there will have to be some additional
funds provided, such as interest subsidy which is taken
up following this section.




ALTERNATIVES
1. Should you propose ICC by-pass procedures?

Pro: This represents the least risky approach to
Congress to get authority to by-pass the
cumbersome ICC procedures. It would signif-
icantly strengthen the hand of the Executive
in solving the railroad problem.

Con: It would set a very bad precedent of increasing
the power of the Federal Government over private
business decisions. Third-party (i.e., not
loan applicants) railroad companies, users and
competitors might be adversely affected without
having the opportunity to adequately present
their case and have it adjudicated. Raises
substantial anti-competitive ald anti-trust
problens.

2. If a by-pass provision is desirable, what method
should be proposed?

A. Vest the restructuring authority in the Secretary
of Transporation. As a condition for granting a
loan guarantee (and, perhaps, interest subsidy) the
Secretary could require the applicant railroads to
enter into agreements resulting in merger or other
restructuring. The agreement would not be subject
to ICC approval but the Secretary would be required
to consult with the Attorney General to determine
the anti-competitive impacts of such action. Public
hearings would be required and the Secretary would
have to make formal findings similar to normal
rulemaking.

Pro: Provides the greatest control in the Executive
Branch to make speedy decisions designed to improve
the financial condition of the railroads.

Con: Provides the minimum protection for other inter-
' ested parties. May result in serious anti-compet-
itive and due process problems.
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B. Require concurrent approval between the Secretary
of Transportation and the Attorney General with
the President arbitrating any impasse.

Pro: Avoids some anti-trust and due process
problems.

Con: Does not come to grips with all the third-
party problems and potentially involves the
President in controversial decisions involving
highly complex and specific issues not of
national concern.

C. [Insert Justice Department two-track proposal]

3. Should an interest subsidy be added to the loan guar-
antee program? "

As a method of encouraging railroads to take advantage
of the ICC by-pass provision, Secretary Coleman recom-
mends that an interest subsidy be included. Under this
proposal the Secretary could agree to pay up to half

of the interest costs on the loans. This program would

cost up to $80 million a year or up to $1.6 billion over
20 years.

Pro: This is a small price to pay for a program which,
when tied to the ICC by-pass provision, permits
. the Executive wide latitude in restructuring the
railroads of loan applicants.

Con: This involves a very dangerous precendent because
‘there are other Federal loan guarantee programs
which have proponents arguing for interest subsidy.
It involves a new spending program.

SECOND ISSUE - Additional (not in your FY '76 budget)
: Railroad Aid to Provide Emergency Reha-
bilitation.

Secretary Coleman has recommended a $1.2 billion, 15-month
program to help stabilize the deteriorating rail roadbed,
as well as generate employment in productive tasks. The
proposal involves §$ million for additional loan guaran-
tees and $ million in direct grants. All railroads would
be eligible to participate. The program is in addition to
the $2 billion loan guarantee program described above.
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No one in your Administration questions the need for
additional Federal support for the railroads beyond
the $2 billion loan guarantee, regulatory reform and
efforts to salvage the bankrupt railroads in the
Northeast and Midwest. The issue is whether this
$1.2 billion proposal (the amount really isn't crit-
ical) is the proper response at this time and in this
form. '

We do not have any firm analysis on the extent to which
the railroad problem is impacting our energy objectives.
Therefore, we do not have a firm recommendation at this
time on the extent to which the Federal Government
should assist the railroads primarily for energy reasons.

ALTERNATIVES
. .‘_\
1. Include additional funding (approximately $1.2 billion)
over and above the $2 billion loan guarantee.

Pro: This will help prevent deterioration of the
railroad roadbeds and make your railroad bill
a major new initiative thus establishing your
leadership in this area. Also, this will tend
to preempt other legislation being proposed in
Congress to link the railroad and unemployment
problems by providing emergency grants for
railroad jobs.

Con: We should not send up legislation beyond that
to which we are already committed until we have
a better understanding of the total railroad
problem and how such additional grant and loan
authority relates to other railroad initiatives
such as the preliminary system plan for the
bankrupt railroads in the Northeast and Midwest.
Such a grant program will not really help unem-~

. ployment -- the funds will generally be available

in calender '76 -- and there are difficult issues
involved in giving tax_payers funds to solvent
railroads.

2. If you decide in favor of the new railroad proposal
(for other than energy reasons), should you propose
that your fiscal '76 highway budget be reduced by a
like amount?
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Pro: This solves the $60 million Federal deficit
limit problem and involves an honest reappralsal
of transportation spending prioritites.

Con: This is likely to raise a hornet's nest of
opposition in Congress on the part of the
highway . proponents and may jeopardize your
highway bill.

DECISIONS

FIRST ISSUE - ICC By-Pass and Interest Subsidy.

1) - Propose ICC By-Pass Authority.
Pavor: Coleman
.\.\

Oppose:

Approve » Disapprove

2) If agree, what method?

- Vest in DOT Secretary with Attorney General
consultatlons.

Favor: Coleman

'OEEose:

Approve Disapprove

- Vest in DOT Secretary and Attorney General with
the President arbitrating inpasses.

Favor:

Oppose:

Approve Disapprove

- [Other Option]
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8 .
Propose Interest Subsidy Program
(Note: If you decide against the ICC by-pass,
there is no need to consider the proposed
interest subsidy issue.)
Favor: Coleman
Oppose:

Approve ' Disapprove

SECOND ISSUE - Additional Program ($1.2 billion) for

1)

2)

Railroad Emergency Rehabilitation.

Propose additional funding for emergency railroad
rehabilitation (approximately $1.2 billion).

Favor: Coleman
Oppose:

Approve ' ' Disapprove

If new program, propose that highway funds be reduced
by a like amount. ‘

Favor:

Oppose:

Approve ’ Disapprove
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BACKGROUND

1. Condition of the Railroads and Statement of the
Problem

The American railroads are essential to the nation's
economy and are in danger of collapsing. Most freight is
transported by the railroads (38% of ton-miles transported)
and many basic products and commodities rely nearly
exclusively on the railroads. For example, they transport
70% of the coal produced, utilizing 81% of the nation's
mainline tracks. '

Over one-half of the trackage in the country is unfit
for highspeed operations. For safety reasons, trains are
operating under Federal "slow orders" on nearly 50% of their
tracks and at speed under 10 miles per hour for 20% 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 poor financial condition.
Eight Northeast and Midwest railroads are bankrupt (including
Penn Central), the so-called Granger roads in the Plains
States are in precarious financial condition; average,
industry-wide rates of return are 3% or less; and, they
just had the largest quarterly deficit in rail history.

Among the principal factors that have caused this dismal
‘finantial condition are: :

A) Outdated government regulation,

B) Archaic work rules, .

C) Government subsidies to competing modes
(such as barges and motor carriers).

These difficulties have resulted in the critical
problem of redundant rail facilities and excess competition.
The magnitude of this problem is most clearly demonstrated
by the severe physical deterioration in the rail industry.
Recently, expenditures on track maintenance have fallen
short of the amount needed by $1 billion per year.

This has led to a deferred maintenance problem which
will cost between $5 - 10 billion to remedy. There is
widespread sentiment in the rail industry and Congress
that the Federal government should pay for a major part
of this expense. The deferred maintenance problem is
concentrated mostly in the Northeast and Granger states.
Thus, a sound solution to the Northeast bankruptcy problem
should go a long way toward achieving a nationwide solution.




2. Current Situation

Based on the history of government involvement in
the railroad problem over the last several years, it is
perhaps easiest to view the current situation in four
categories of existing or proposed Federal involvement:

A) Efforts to help the seven bankrupt railroads
in the Northeast and Midwest -- through the
Rail Reorganizational Act of 1973 and the attempts
to create Conrail;

B) Financial assistance for all railroads to buy
rolling stock and to improve the roadbeds and
other capital investments (through direct grants
and loan guarantees);

C) Regulatory reform; and, A

D) Emergency programs of grants and loans for
specific railroads (including those in bankruptcy)
to overcome the current unemployment, energy and
cash flow problems.

These efforts and this memorandum do not consider the
Federal involvement in rail passenger service. Essentially,
AMTRAK and the Federal efforts to upgrade the Northeast
corridor are being dealt with separately.

Briefly, the following is a snapshot of where we are
in each of the above categories.

== Bankrupt Railroads. For the past year, the U. S.-
Railway Association (USRA) has been designing a
new rail system for the Northeast, to be owned and
run by a new private corporation, the Consolidated
Rail Corporation (ConRail). Two months ago, USRA
published its preliminary plan, indicating that

ConRail would require $3 billion in Federal financing

‘and would be federally controlled for at least 10
years. The Administration is aiming to develop a
position on this plan by early May. An interagency
task group has been established by the Economic
Policy Board, under Secretary Coleman's leadership,
to explore various alternatives to USRA's plan.
This should result in an Administration legislative
proposal, including both financing provisions and

technical amendments to the Regional Rail Reorganization

Act. USRA will submit its final plan to Congress
by July 26.

Lo
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-- Capital Assistance. There have been a host of
proposals ranging from Federal purchase of the
railroad rights-of-way to modest loans for the
railroads designed to permit all the railroads
to upgrade their capital plants. The Administra-
tion approach has been to offer $2 billion loan
guarantee program which we attached to our
regulatory reform proposal several years ago.
These loans would be used by any U. S. railroad
wherever located and regardless of their financial
condition.

-- Regulatory Reform. The proposed bill will: permit
increased pricing flexibility; expedite rate-making
procedures; outlaw anti-competitive rate bureau
practices; and improve the procedures for dealing
with interstate rail rates. In addition, the bill
will outlaw discriminatory taxatijon of the rail
industry. :

-— Emergency Programs. Most of the one-shot emergency
railroad programs have been designed to cope with
the unemployment problem. There are a host of
specific proposals before Congress, including a
$700 million railroad employment proposal that
has been agreed to by the senior members of the
Senate Appropriations Committee. Most of these
bills are ad hoc and provide grants and loans to
be used by the railroads as a means of putting

- more track maintenance people to work. They are
not designed to deal comprehensively with the
~overall railroad problem and it is not clear
how they fit into other pieces of.the solution.

3. Congressional Response

As indicated in the foregoing section, Congress is
groping with the overall railroad problem. There is a
strong sense in Congress that something needs to be done
and that there is a great danger that the government will
end up pouring massive Federal funds into the railroads
without satisfactory protection of its investment or ever
conming to grips with the root causes of the railroad problem.
The range of solutions which have been suggested cover the
whole spectrum from nationalization to doing nothing.

For example, Senators Hartke and Weicker have introduced
legislation to nationalize the railroads rights-of-way
and Senator Randolph has submitted a bill to provide

$ billion to upgrade the tracks. ///,?5;\\\
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Senate Appropriations Committee has included $700M
for Railroad Improvement and Employment in the $6B Emergency
Unemployment Supplemental which will be reported out of
committee April 23. The Senate Commerce Committee is
expected to have authorization hearings on the rail im-
provement proposal the week of May 1 and Senate action is
expected by mid May. Similar rapid action by the House is
expected. Senators McClellan, Bayh, Randolph and Hartke
strongly support the $700M proposed ($600M in grants and
$100M in loans). :

It is cﬁgr that Congress has not yet taken a look at
the entire railroad problem comprehensively covering the
near—term employment and cash flow problems along with
the long-term bankruptcy and rights-of-way maintenance
issues. More distressingly, there is a strong likelihood
that Congress will pass ad hoc emergency grant and loan
programs without the necessary regulatory raform.
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INFORMATION

THE WHITE HOUSE

WASHINGTCN

MEMORANDUM FOR THE VICE PREQIDENT

FROM 3 JIM CANNON

SUBJECT : RATLROADN 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 substanfive issues involved,
and 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 cocordination with
Secretary Coleman, takes up three major issues:

1. . Should the Federal Government pay for
payments incurred by railroads becrrowing
the $2 bhillion of anaranteed Toans, which
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 unemplcyment and help the
rail industry, consisting of $3 billion over
two years?

We have already agreed on two elements of railroad
legislation:

a) reform of the economic regulation of
raiilroads, and

b} $2 billion in loan guarantees to revitalize

the capital assets of all the Nation's
railroads.

Attachment
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forward with a program to assure a healthy, progressive
rall system. The Railroad Revitalization Act 1s a critical
part of this program. I have directed the Secretary of
Transportation to lead this effort and to make its achieve-
ment one of his prime concerns.

A major problem faced by the railroad industry 1is out-
dated and excessive Federal regulation. Much regulation,
originally imposed to prevent monopoly abuses and promote
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
propose will improve significantly the regulatory climate
in which all railroads operate. Removal' of unnecessary and
eéxcessive regulatory constraints will enable this low~cost,
energy-efficient form of transportation to op&rate more
effectively, to provide better service, and to more fully
realize its great potential. The increased efficlencies
resulting from these reforms will produce energy savings on
the order of 70,000 barrels of oil per day.

In addition to improving the regulatory environment in
which the Nation's rail system functions, this legislation
will make available to the rail industry financial assistance
which it must have to accomplish necessary modernization of
outdated plant and equipment. This assistance willl be in the
form of $2 billion in long-term loan guarantees so that the
Nation's railroads can repair deteriorating roadways and
obtain badly needed modern equipment and facilities at
reasonable costs. In addition, discriminatory State taxation
of the rail industry will be outlawed.

The legislation will also provide special procedures to
hasten major restructuring of the rail industry by enabling
the Secretary of Transportation, as a condition for granting
financial assistance, to require applicants to undertake
fundamental restructuring actions. These actions will be
governed by expedited merger procedures under which the
Secretary and the ICC can facilitate the deslred restructuring.
I have directed Secretary Coleman to take all sters necessary
to cooperate with the Congress so that this important and vital
legislation can become law in the very near future.

In view of the rail system's role in our Nation's economy,
I urge the Congress to give this measure immediate considera-
tion. The importance of regulatory reform to the efficiency
of our transportation System cannot be over-emphasized. While
speclal interests may resist these necessary changes, I am
confident that the benefits to the American people will be
S50 great and so clear that the Congress will act quickly.

GERALD R. FORD
THE WHITE HOUSE,

May 19, 1975.
EEEEE
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Office of the White House Press Secretary
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THE WHITE HOUSE

FACT SHEET
THE RAILROAD REVITALIZATION ACT

The President 1is transmitting to Congress today the
Railroad Revitalization Act (RRA) which will eliminate
excessive and antiquated regulatory restrictions, increase
competition in the railroad industry, improve customer
Sservices, strengthen the ability of the railrodds to adjust
to changing economic conditions, and provide financial assistance
in the form of 1loan guarantees to help the railroads make needed
improvements in their faclilities.

This 1s the first piece of the President's overall program
to achieve fundamental reform of transportation regulation.
Similar reform measures for truck and airline regulation will
follow shortly. Taken together, these proposals, representing
the most comprehensive approach to reform in the long history
of economic regulation of the transportation industry, will
substantially benefit consumers annually and conserve scarce
energy resources.

BACKGROUND

This legislation builds on the Transportation Improvement
Act (TIA) which was introduced in the 93rd Congress. A
Surface Transportation Act, incorporating many features of the
TIA, was passed by the House, but final action was not taken
by the Senate. This legislation proposes a number of funda-
mental changes designed to significantly reduce government

intervention in the day-to-day business of the railroads and
their customers.

PRINCIPAL OBJECTIVES OF THE LEGISLATION

1. To provide for more efficient, more competitive, and
thus less costly rail transportation. This Bct will
substantially increase reliance on normal competitive
market forces to set shipping rates. It is specifically
designed to cause a reduction in rates which are too high
and are inequitable to shippers and consumers. For the
first time, railroads will be able within reasonable limits
to adjust rates without ICC interference. In addition,
the regulatory decision making process will be simplified,
thereby eliminating the high costs involved in lengthy
litigation.

2. To increase competition between various kinds of trans-
portation and encourage a better utilization of resources
by assuring that goods are transported by the most efficient
means of transportation. The present regulatory process
enables the ICC to hold railroad rates at unreasonably
high levels in order to protect other modes of trans-
portation from the effects of competition. As a result ,
traffic which can most economically be moved by rail is

more
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often diverted by the rate structure to other forms of
transportation. This results in higher shipping costs

and consumer prices. By providing for greater pricing
flexibility, shippers will be able to take greater
advantage of low cost, energy efficient rail transportation.
Substantial fuel savings will also result from these
reforms.

To eliminate certain antitrust immunities which permit
carriers to set and nold rates at unreasonabiy high levels.
At present rate bureaus or carrier association sanctioned
by the ICC are permitted to act collectively to establish
rates and charges for transportation services. Thelr
actions are now immune from Federal antitrust laws to which
nearly every other business in the countny 1s subject.

The proposed legislation seeks to prohibit rate bureaus

from engaging in certain specified rate making activities
which serve to stifle competition and discourage new service
innovation. For example, it will prohibit rate bureaus

from discussing and agreeing on rates involving only one
railroad and it will 1limit the use of general rate lncreases
to increases in labor and fuel costs only. The legislation
will make anticompetitive rate bureau activities subject

fo normal antitrust prosecution, while preserving their
legitimate service functions.

To assure that regulation provides adequate protection
Eg_consumer interests. The Administration does not seek
to eliminate all regulation. For example, the protection
of shippers and carriers from predatory pricing practices
is a proper function of government. This legislation
carefully preserves regulation which acts to serve the
public interest. The user of rail transportation services
is assured an appropriate right of redress for what he
considers to be an unfair or illegal rate and the legiti-
mate interests of competing carriers are protected as well.

To provide needed financial assistance to the rallroad
industry. An efficient, financially sound rail system

- Is a great national asset The legislation would provide

up to $2 billion in Federal loan guarantee authority to
finance improvements in rights of way, terminals, rail
plant facilities, and rolling stock. Naturally, these

loans will be subject to specific conditlons in order to
assure that the capital improvements being financed will
contribute to the overall efficiency of railroad operations.

To encourage speedy and rational restructuring of the
railroads which will improve their economic health. At
present, our raillrocads are in serious need of restructuring.
Basically, the problem is one of excess capacity 1n some
areas, including, for example, excessive duplication of
parallel mainlines, and inadequate capacity in other areas.
This contributes significantly to the uneconomic and
inefficient operation of the railroads. In the past,
efforts to restructure the system through merger or various
cooperative agreements between ralilroads have been thwarted
by cumbersome regulatory procedures.

This legislation establishes a new procedure which will
enable the Secretary of Transportation, as a condition
for granting financial assistance, to require applicants
to undertake fundamental restructuring actions. This
provision will permit the Secretary and the ICC to expedite
many merger proceedings and faclilitate some of the restruc-
turing necessary to preserve a viable private sector rail
industry.

'Y ro,,o
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SECTION-BY--SECTION ANALYSIS

l'

Railroad Ratemaking and Abandonment. This section more
clearly defines the principles of TCC ratemaking powers

in terms of particular actions that may or may not be
taken. For example, the ICC may not find rates too

low if they cover a carrier's costs, the ICC is prohibited
from protecting one carrier against competition from a
carrier of another mode; the ICC is instructed to consider
the effect of rates on transportation efficiency in
exerclsing its decision making authority, etc.

The RRA also establishes new procedures to ensure adequate
prior notice of proposed rail abandonment actions.

Anticompetitive Practices of Rate Bureaus. , This portion of
the bill provides for the removal of antltPust immunities
from certain anticompetitive rate bureau practices. Such
actlon will prohibit collusion on rates for single-line
freight movements; limit participation in rate actions

to those carriers actually involved, and prohibit joint
actions to protest or request suspension of rates.

In addition, the bill requires rate bureaus to maintain
voting records on each of their members which are open
to public inspection, and requires bureaus to act within
120 days on any rule, rate, or charge appearing on its
docket,

Intrastate Railroad Rate Proceedings. The Act gives the
Interstate Commerce Commission authority to determine an
Intrastate rate which is the counterpart of an already
approved interstate rate in the event that the appropriate
State agency has failed to take final action on a rate

change within 120 days from the time it was filed by a
carrier.

Suspension of Railroad Rates. One of the basic purposes

of the RRA is To provide increased pricing flexibility

for the railroads. Section 5 of the Act establishes a
phased approach to providing the necessary flexibility and
specifically limits ICC suspension powers. It permits
railroads to adjust rates up or down without fear of ICC
suspension so long as the change is within certain
percentage limits: 7 percent in the first year: an
additional 12 percent in the second year; and another 15
pPercent in the third year. Such an approach will result B
in the creation of a control-free “zone of reasonableness’
of approximately 40 percent during a three-year phase--in
period. Following the third year, the ICC may not suspend
a rate decrease for being too low, so long as a carrier's
costs are covered. Similarly, rate increases of 15 percent
or less will not be subject to ICC suspension. In cases
where the ICC retains the power to suspend rates, they will
be required to make findings such as a court does when it
issues a temporary restraining order -- that the action
will result in immediate and irreparable damages.

In addition, the bill sets a 7-10 month time period for
completion of hearing procedures in rate cases. In cases
involving large capital expenditures ($1 000,000 or more),
the ICC will be required to act within 180 days after the
flling of the notice of proposed tariff. To encourage
investment and provide a period of stabllity, such rates
may not be suspended or set aside for a period of 5 years.

more
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Railroad Revenue Levels. The Act provides that the ICC
shall prescribe uniform criteria for determining the
financilal condition of a railroad, including such things
as estimating the rate of return on capital and adequacy
of cash flow.

Discriminatory Taxation. Section 7 of the RRA adds a new
provision to the Interstate Commerce Act prohibiting the
levying of discriminatory State or local property taxes
on common carriers, thus eliminating excess taxes on
railroads of approximately $55 million annually.

Uniform Cost and Revenue Accounting. Thils section requires
the ICC and the Department of Transportation to study and
recommend uniform cost accounting and revqgue accounting
methods for rail carriers. Present accounting systems are
outmoded and inadequate to resolve the complex cost
accounting problems of modern transportation firms.

‘Financial Assistance. The Act authorizes the Secretary of

Transportation to iIssue loan guarantees of up to $2 billion
for the purpose of financing improvements in rights of

way, terminals, rolling stock, and other operational
faclilitles. These loan guarantees will be based on (a) the
contribution the proposed improvement will make to the
betterment of our nation's rail system, (b) the ability

of the recipient to repay the loan, and (c¢) the recipient's
ongoing program to upgrade his physical plant. Loans
guaranteed by the Secretary may be financed through the
Federal Financing Bank. As a condition for granting the
assistance, the Secretary may require the applicants

to undertake specific restructuring actions. This section
establishes a new procedure by which the .Secretary, the
Attorney General, and the ICC can expedite approval of
restructuring activities and assure a proper balance
between competitive interests and transportation needs.
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THE WHITE HOUSE

FACT SHEET
THE RAILROAD REVITALIZATION ACT

The President is transmitting to Congress today the
Railroad Revitalization Act (RRA) which will eliminate
excessive and antiquated regulatory restrictions, increase
competition in the railroad industry, imprQve customer
services, strengthen the ability of the rallroads to adjust
to changing economic conditions, and provide financlal assistance
in the form of loan guarantees to help the railroads make needed
improvements in their facilities.

Thls is the first piece of the President's overall program
to achieve fundamental reform of transportation regulation.
Similar reform measures for truck and airline regulation will
follow shortly. Taken together, these proposals, representing
the most comprehensive approach to reform in the long history
of economic regulation of the transportation industry, will

substantially benefit consumers annually and conserve scarce
energy resources.

BACKGROUND

This legislation builds on the Transportation Improvement
Act (TIA) which was introduced in the 93rd Congress. A
Surface Transportation Act, incorporating many features of the
TIA, was passed by the House, but final action was not taken
by the Senate. This legislation proposes a number of funda-
mental changes designed to significantly reduce government

intervention in the day-~to-day business of the rallroads and
thelilr customers.

PRINCIPAL OBJECTIVES OF THE LEGISLATION

1. To provide for more efficient, more competitive, and
thus less costly rail transportation. This act will
substantially increase reliance on normal competitive
market forces to set shippling rates. It is specifically
designed to cause a reduction in rates which are too high
and are inequitable to shippers and consumers. For the
first time, railroads will be able within reasonable limits
to adjust rates without ICC interference. In additilon,
the regulatory decision making process will be simplified,
thereby eliminating the high costs involved in lengthy
litigation.

2. To increase competition between various kinds of trans-
portation and encourage a better utilization of rescurces
by assuring that goods are transported by the most efficient
means of transportation. The present regulatory process
enables the ICC to hold railroad rates at unreasonably
high levels in order to protect other modes of trans-
portation from the effects of competition. As a result,
traffic which can most economically be moved by rall is

more
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often diverted by the rate structure to other forms of
transportation. This results in higher shipping costs

and consumer prices. By providing for greater pricing
flexibility, shippers will be able to take greater
advantage of low cost, energy efficient rail transportation.
Substantial fuel savings will also result from these
reforms.

To eliminate certain antitrust immunities which permit
carriers to set and hold rates at unreasonably high levels.
At present rate bureaus or carrier assocliation sanctioned
by the ICC are permitted to act collectively to establish
rates and charges for transportation services. Their
actions are now immune from Federal antitrust laws to which
nearly every other business in the country is subject.

The proposed leglslation seeks to prohibit rate bureaus

from engaging in certain specified rate making activities
which serve to stifle competition and discourage new service
innovation. For example, it will prohibit rate bureaus

from discussing and agreeing on rates involving only one
railrcad and it will limit the use of general rate increases
to increases in labor and fuel costs only. The legislation
will make anticompetitive rate bureau activities subject

to normal antitrust prosecution, while preserving thelr
legitimate service functions.

To assure that regulation provides adequate protection

to consumer interests. The Administration does not seek
to eliminate all regulation. For example, the protection
of shippers and carriers from predatory pricing practices
is a proper function of government. This legislation
carefully preserves regulation which acts to serve the
public interest. The user of rail transportation services
is assured an appropriate right of redress for what he
considers to be an unfair or illegal rate and the legliti-
mate interests of competing carriers are protected as well.

To provide needed financial assistance to the railroad
}ndustrz An efficient, financially sound rail system

is a great national asset The legislation would provide
up to $2 billion in Federal loan guarantee authority to
finance improvements in rights of way, terminals, rail
plant facilities, and rolling stock. ©Naturally, these

loans will be subject to specific conditions in order to
assure that the capital improvements being financed will
contribute to the overall efficiency of railroad operations.

To encourage sveedy and raftional restructuring of the
railroads which will imgr"Je their zceonomic health. At
present, our railroads are in seriocus aeed of restructuring.
Basically, the problem 1s one of excess capacity in some
areas, including, for example, excessive duplication of
parallel mainlines, and inadequate capaclty in other areas.
This contributes significantly to the uneconomic and
inefficient operation of the railroads. In the past,
efforts to restructure the system through merger or various
cooperative agreements between rallroads have been thwarted
by cumbersome regulatory procedures.

This legislation establishes a new procedure which will
enable the Secretary of Transportation, as a condition

for granting financial assistance, to require applicants

to undertake fundamental restructuring actions. This
provision will permit the Secretary and the ICC to expedite
many merger proceedings and facllitate some of the restruc-
turing necessary to preserve a viable private sector rail
industry.
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SECTION-BY-SECTION ANALYSIS

1.

Railroad Ratemaking and Abandonment. This sectlon more
clearly defines the princlples of I1CC ratemaking powers

in terms of particular actions that may or may not be
taken. For example, the ICC may not find rates too

low 1f they cover a carrier's costs, the ICC is prohibited
from protecting one carrier against competition from a
carrier of another mode; the ICC is instructed to consider
the effect of rates on transportation efficiency in
exercising 1ts decision making authority, etc.

The RRA also establishes new procedures to ensure adequate
prior notice of proposed rail abandonment actions.

Anticompetitive Practices of Rate Bureaus., This portion of
the bill provides for the removal of antitrust immunities
from certain anticompetitive rate bureau practices. Such
action will prohibit collusion on rates for single-line
freight movements; limit participation in rate actlons

to those carriers actually involved, and prohibit joint
actions to protest or request suspension of rates.

In addition, the bill requires rate bureaus to maintain
voting records on each of their members which are open
to public inspection, and requires bureaus to act within
é20kdays on any rule, rate, or charge appearing on its
ocket.

Intrastate Railroad Rate Proceedings. The Act gives the
Interstate Commerce Commission authority to determine an
intrastate rate which is the counterpart of an already
approved interstate rate in the event that the appropriate
State agency has failed to take final action on a rate

change within 120 days from the time it was filed by a
carrier.

Suspension of Railroad Rates. One of the baslc purposes

of the RRA is to provide increased pricing flexibility

for the railroads. Section 5 of the Act establishes a
phased approach to providing the necessary flexibility and
specifically limits ICC suspension powers. It permits
rallroads to adjust rates up or down without fear of ICC
suspension so long as the change is within certain
percentage limits: 7 percent in the first year: an
additional 12 percent in the second year; and another 15
percent in the third year. Such an approach will result
in the creation of a control-free ‘zone of reasonableness"”
of approximately 40 percent during a three-year phase-in
period. Following the third year, the ICC may not suspend
a rate decrease for being too low, so long as a carrier's
costs are covered. Similarly, rate increases of 15 percent
or less will not be subject to ICC suspension. In cases
where the ICC retains the power to suspend rates, they will
be required to make findings such as a court does when 1t
issues a temporary restraining order -- that the action
will result in immedlate and irreparable damages.

In addition, the bill sets a 7-10 month time period for
completion of hearing procedures in rate cases. In cases
involving large capital expenditures ($1,000,000 or more),
the ICC will be required to act within léO days after the
filing of the notice of proposed tariff. To encourage
investment and provlide a period of stabllity, such rates
may not be suspended or set aside for a period of 5 years.
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Railroad Revenue Levels, The Act provides that the ICC
shall prescribe uniform criteria for determining the
financial condition of a railroad, including such things
as estimating the rate of return on capital and adequacy
of cash flow.

Discriminatory Taxation. Section 7 of the RRA adds a new
provision to the Interstate Commerce Act prohibiting the
levying of discriminatory State or local property taxes
on common carriers, thus eliminating excess taxes on
railroads of approximately $55 million annually.

Uniform Cost and Revenue Accounting. This section requires
the ICC and the Department of Transportation to study and
recommend uniform cost accounting and revenue accounting
methods for rail carriers. Present agcounting systems are

outmoded and inadequate to resolve the complex cost
accounting problems of modern transportation firms.

Financial Assistance. The Act authorizes the Secretary of
Transportation to issue loan guarantees of up to $2 billion
for the purpose of financing improvements in rights of

way, terminals, rolling stock, and other operational
facilities. These loan guarantees will be based on (a) the
contribution the proposed improvement will make to the
betterment of our nation's rail system, (b) the ability

of the recipient to repay the loan, and (c) the recipient's
ongoling program to upgrade his physical plant. Loans
guaranteed by the Secretary may be financed through the
Feceral Financing Bank. As a condition for granting the
assistance, the Secretary may require the applicants

to undertake specific restructuring actions. This section
establishes a new procedure by which the Secretary, the
Attorney General, and the ICC can expedite approval of
restructuring activities and assure a proper balance
between competitive interests and transportation needs.







and both the Senate and the House agreed to the conference report. On
December 19 the Congress passed a concurrent resolution that amended
the conference agreement. Under the rules of the Senate and the House an
enrolled bill can be corrected by a concurrent resolution. Furthermore,
2 concurrent resolution amending a bill can also be amended. Thus the
funding control mechanism could be added to the conference agreement by
another concurrent resolution which would require a unanimous consent.



Organization P=tablished

DEPARTMENT CT EOUSING AND'
URBAN DEVELOPMENT

Pederal Bousing Authority

Pederal Insurance Adminis—
tration

Interstate Land Sales
Administrator

DEPARTMENT OF THE INTERIOR

Mining Enforcement and
Safety Administration

Bureau of Land Management

Bureau of Reclamation

Ocean Mining Administration

DEPARTMENT OF JUSTICE
Antitrust Division
Drug Enforcement Adminis-
tration
Impigration and Naturaliza-—
DEPARTMENT OF LABOR
Employment Standards
_ Mdministraticn -
Occupaticnal Safety and
lth Administration

Labor-Management Services
- Administration

DEPARTMENT OF TRANSPORTATION
Coast Guard

Pederal Aviation Adminis-—
tration :

.

Pederal Highway Adminis-
. tration

Year

1934

1968

1968

1973
1946

1902

1875

1903
1973

1891

1933

.1973

1963

1915
1958

1966

. poses of a

Primarv Reculatory Functions

Sats and enforces standards for
Pederally insured residential and
commercial properties.

Sets standards for all insurance
programs related ta natural disastars
and sgimilar cccurrences. :

Requires disclosure and regulation
for intarstate sales of land in
quantities of over 50 lots.

SCts-and-enfo:ces.minc safety standards.

Classifies, \manages use of, and dis-
Y public lands.

Establishes criteria for use,
development, and pricing of rescuvces
ocbtained from reclamation projects.

Scpervises leasing of ocean resources
and regulates ocean mining.

Reviews and prosecutes most proceedings
under antitrust statutes.

Regulates legal trade in narcotics
and dangerous drugs.

Determines eligibility of aliens to

-enter U.S. and cobtain certification

for employment.

Sets and administers standards under
laws relating to minimum wages, over=
time, nondisczimination, etc.

Develops and enforces worker safety
and health regulations.

Determines (with Treasury) eligibility
of exgloyee welfare and pension plans
and sets standards for financial
digclosure.

Sets and enforces safety standards
for merchant vessels and navigable
waterways. )

Certifies airworthiness of aircraft,
licanses pilots and cperates air
traffic control systam.

Determines highway safety standards
and administers Federally funded
highway comstruction prograus.














