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GUARANTEED LOANS FOR RAILROADS

WEDNESDAY, MARCH 1, 1961

HOUSE OF REPRESENTATIVES,
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE,

Washington, D.C.
The committee met, pursuant to notice, at 10: 30 a.m., in room 1334,

New House Office Building, Hon. Oren Harris (chairman) presiding.
The CHAIRMAN. The committee will come to order.
The committee this morning is meeting to conduct hearings on H.R.

1163, a bill which I introduced, to amend section 510 of the Interstate
Commerce Act so as to extend for one year the loan guaranty authority
of the Interstate Commerce Commission.
The present section 510 provides that the authority of the Inter-

state Commerce Commission to guarantee loans to railroads for cer-
tain purposes shall terminate, except as to applications filed with it,
by March 31, 1961.
In view of the fact that this authority expires in the next few weeks,

it was felt advisable to conduct a hearing for the purpose of giving
consideration to the extension of this program.
(The bill, H.R. 1163, is as follows:)

Hon. OREN HARRIS,
Chairman, Committee on Interstate and Foreign Commerce,
House of Representatives, Washington, D.C.
DEAR CHAIRMAN HARRIS: House Resolution 1163, introduced by you, to amend

section 510 of the Interstate Commerce Act so as to extend for 1 year the loan
guaranty authority of the Interstate Commerce Commission, has been con-
sidered by this Commission, and I am authorized to make the following report
and comments in its behalf.

[H.R. 1163, 87th Cong., 1st sess.]

A BILL To amend section 510 of the Interstate Commerce Act so as to extend for one year
the loan guaranty authority of the Interstate Commerce Commission

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That section 510 of the Interstate Com-
merce Act (49 U.S.C. 1240) is amended by striking out "1961" and by inserting
In lieu thereof "1962".

The CHAIRMAN. We are pleased to note the attendance of Members
of the Interstate Commerce Commission. We have a report from the
Commission under date of February 28, 1961, which will be incorpo-
rated into the record at this point, together with reports from the
Bureau of the Budget and the Commerce Department.
(The documents referred to are as follows:)

INTERSTATE COMMERCE COMMISSION,
OFFICE OF THE CHAIRMAN,

Washington, D.C., February 28, 1961.
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2 GUARANTEED LOANS FOR RAILROADS

Part V of the Interstate Commerce Act, of which section 510 is a part, was
enacted August 12, 1958, principally as a recession measure to provide financial

assistance to railroads in the form of guaranty of the financing or refinancing

of additions and betterments or other capital expenditures made after January

1, 1957, or to reimburse a railroad's treasury for such capital expenditures
made from its own funds after that date, and to finance expenditures for main-
tenance of property.
Up to February 24, 1961, a total of 18 applications had been received requesting

loan guaranties of $123,292,460. Amendments filed by certain of the applicants
reduced the total amount requested to $110,267,360. Of the applications so
received and amended, 17 have been processed. The one application pending
as of January 31, 1961, which involves $16 million, was filed on that date.
Of the 17 applications processed, seeking an amended total of $94,267,360, 14
involving $85,817,360, have been approved; 2 seeking a total of $1 million were
denied, as were portions, totaling $7 million, of 2 other applications: and 1
application seeking $450,000 was withdrawn. Thus of the total of $500 million
loan guaranties we were authorized to issue only $85,817,360 or 17.16 percent
of the total has been used to date.
As to the 14 applications approved, the following table shows the number

of applications and the amount for each of the railroads which received loan
guaranties.:

Railroad Number of
applications

Total amount
guaranteed

New York Central 1 $40, 000, 000
New Haven 4 21, 659, 400
Lehigh Valley 2 10, 923,000
Boston & Maine 2 6, 000, 000
Chicago & Eastern Illinois 1 3, 000, 000
Norfolk Southern 1 2, 000, 000
Georgia & Florida 2 1, 934, 960
New York, Susquehanna & Western 1 300,000

Total 14 85,817,360

The New York Central loan was for reimbursement of its treasury for capi-
tal expenditures made from its own funds after January 1, 1957 (hereinafter
called reimbursement), and the loan proceeds are being used, together with
other company funds, to construct certain modern classification yards and
signal facilities. The New Haven loans were for the following purposes:
(a) $8,159,400 for acquisition of 30 new special type diesel-electric locomotives;
(b) $1,500,000 for construction of certain shop facilities; (c) $500,000 for ac-
quisition of maintenance-of-way equipment and machinery; and (d) $11,500,000
for reimbursement, the proceeds being used principally to meet current in-
terest payments on New Haven's mortgage bonds and other pressing current
obligations. Of the Lehigh Valley loans, a total of $1,167,127 was for refinanc-
ing of existing equipment obligations; $913,948 for financing of freight cars
then under construction; $660,661 for planned future capital expenditures;
and $8,181,264 for reimbursement, the proceeds of which were used principally
to pay overdue State taxes. Both of the Boston & Maine loans were for re-
imbursement and the proceeds thereof were used to pay overdue State and
local taxes and other pressing current obligations. The Chicago & Eastern
Illinois loan was for the same purpose and the proceeds were similarly used.
The Norfolk Southern loan was for reimbursement, and the proceeds thereof
were used principally for the rebuilding of its bridge over Albemarle Sound
which was heavily damaged by hurricane Donna. Of the Georgia & Florida
loans $934,960 was for acquisition of 100 new freight cars and $1 million for
rehabilitation of its roadway. The New York, Susquehanna & Western loan
was for reimbursement and the proceeds were used to pay certain current
obligations.

While to date, the volume of applications has not been as large as antici-
pated when the legislation was pending in 1958, our experience to date has
shown that certain hard-pressed railroads have been able to obtain financial
assistance in a manner and under terms and conditions which otherwise would
not ba available without a guaranty under part V. Furthermore, we believe
it is reasonable to conclude from information developed in our investigation
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and study of the applications that one or more railroads might have gone into
receivership or trusteeship under section 77 of the Bankruptcy Act had it not
been for the assistance received. Our experience also has shown that, gener-
ally, the railroads are availing themselves of assistance under part V only if
a dire need exists. Many large railroads, particularly in the eastern district,
are still operating at revenue levels below those realized prior to 1958 and
are suffering continuing deficits of net income. There is also evidence that
maintenance of properties is being deferred to a substantial extent. It appears
that some of such railroads are reluctant to incur the burden of additional
debt for modernization and improvement of facilities and other purposes eligible
under part V except as a last resort.

Section 510 of part V provides that the authority granted in that part shall
terminate March 31, 1961, except with respect to such applications as may then
be pending, with the further proviso that its provisions shall remain in effect
thereafter for the purposes of guaranties made by the Commission. Practically
all of the guaranties made to date have been for the full 15-year term allowed
in part V. Accordingly, even though no new applications are received after
March 31, 1961, the Commission will be required to police and service the
guaranties made for approximately 15 years thereafter. Section 505 contains
provisions for modifications, with the Commission's consent, as to rate of in-
terest, time of payment of interest or principal, security, or other terms and
conditions of guaranties made, or the renewal thereof. Up to February 24,
1961, 26 supplemental orders had been issued disposing of such requests for
modification. It is reasonable to conclude that during the term of each of the
loan guaranties events will require certain modifications thereof, and that the
number of such requests will increase as time goes on due to changing economic
conditions and other reasons.
We believe that while the financial condition and earning position of some

of the Nation's railroads may have improved since the enactment of part V,
the situation of a number of railroads, particularly those in the eastern district,
is every bit as critical as it was in 1958 and many are still suffering deficits
in net income and are in such poor financial condition that an extension of
the provisions of part V is warrented. Furthermore, we believe that for
reasons just mentioned, among others, standby legislation and the required
administrative machinery should be maintained to permit railroads quickly
to avail themselves of assistance such as is provided in part V should another
recession or a catastrophe, such as the hurricanes and floods of 1954, 1955,
and 1959 occur.
The enactment of any similar legislation in the event of recessions or catas-

trophes in the future would require considerable time, as would the establish-
ment of the necessary administrative procedures and the recruitment of per-
sonnel to handle the required staff work. At present the Commission has the
administrative machinery and the personnel to continue the program.

All of the foregoing considered, we are of the opinion that the termination
date in section 510 of part V should be extended. We recommend, however,
that it be extended for a period of 2 years instead of 1 as provided in the bill.

Sincerely,
EVERETT HUTCHINSON, Chairman.

Hon. OREN HARRIS,
Chairman, Interstate and Foreign Commerce Committee,
House of Representatives, Washington, D.C.
MY DEAR MR. CHAIRMAN: This is in reply to your letter of February 9, 1961,

requesting the views of this office with respect to H.R. 1163, a bill to amend
section 510 of the Interstate Commerce Act so as to extend for 1 year the loan
guarantee authority of the Interstate Commerce Commission.
We understand that since the enactment of the Transportation Act of 1958

the Interstate Commerce Commission has guaranteed 14 loans aggregating $85.8
million. While the total amount guaranteed is a rather small proportion of
the $500 million authorized by the 1958 act, the loans have helped to meet
emergency situations for the railroads whose loans have been guaranteed. It

EXECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,

Washington, D.C., February 28, 1961
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would appear desirable, therefore, to extend the loan guarantee authority for
an additional year.

Accordingly, the Bureau of the Budget would have no objection to the enact-
ment of H.R. 1163 from the standpoint of the administration's program.

Sincerely yours,
PHILLIP S. HUGHES,

Assistant Director for Legislative Reference.

Hon. OREN HARRIS,
Chairman, Committee on Interstate and Foreign Commerce,
House of Representatives, Washington, D.C.
DEAR MR. CHAIRMAN: This is in reply to your request of February 9, 1961, for

the views of this Department regarding H.R. 1163, a bill to amend section 510
of the Interstate Commerce Act so as to extend for 1 year the loan guarantee
authority of the Interstate Commerce Commission.
The purpose of the loan guarantee provisions of the 1958 act was to aid

tempararily in the financing of railroads subject to the Interstate Commerce
Act that are unable to obtain needed funds upon reasonable terms through
ordinary commercial channels. This provision was one of several amendments in
the Transportation Act of 1958 applying to railroads which were designed to
improve the critical condition of the railroads at that time.
The authority to discontinue uneconomic operations has permitted a railroad

to discontinue passenger operations that impair its overall financial condition.
The policy on ratemaking was amended to give the railroads more flexibility in
ratemaking in order to place them in a more competitive position with other
carriers. These amendments have had some effect. The revised principles of
rate regulation along with the advent of new methods of utilizing railroad
service such as increase in the number of trailers on flatcars moved and the
use of various types of containers on flatcars have attracted additional tonnage
to the railroads.
While the revision of the ratemaking practices and the authority to discontinue

certain operations or services under the supervision of the Commission have
assisted the railroads a great deal in their effort to improve their overall condi-
tion, these measures have not effected the recovery anticipated.
At present there are proposals for mergers of major railroad lines in three

different areas of the United States which will considerably affect the existing
railroad system. Adequate time should be given to see what the railroad pattern
will be before the loan guaranty provision is allowed to expire.
The justification appears to be as urgent now for the loan guarantee provision

as it was when the legislation was originally enacted.
The Department recommends favorable consideration of H.R. 1163.
The Bureau of the Budget advised there would be no objection to the sub-

mission of this report from the standpoint of the administration's program.
Sincerely yours,

EDWARD GITDEMAN,
Acting Secretary of Commerce.

The CHAIRMAN. We have a number of witnesses and we shall pro-
ceed as expeditiously as we can. I will say to those who are present
that I apologize for not being able to start at the time scheduled, but
we had another bill on which we were conducting hearings.
The first witness will be the Honorable Everett Hutchinson, Chair-

man of the Interstate Commerce Commission.

THE SECRETARY OF COMMERCE,
Washington, D.C., March 8, 1961.
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STATEMENT OF HON. EVERETT HUTCHINSON, CHAIRMAN, INTER-
STATE COMMERCE COMMISSION; ACCOMPANIED BY COMMIS-
SIONERS KENNETH H. TUGGLE, RUPERT L. MURPHY, DONALD P.
McPHERSON, ABE McGREGOR GOFF, CHARLES A. WEBB, CLYDE E.
HERRING, AND JOHN WINCHELL; VERNON V. BAKER, DIRECTOR,
BUREAU OF FINANCE; GEORGE LYNCH AND MEADE FLETCHER,
BUREAU OF FINANCE STAFF

The CHAIRMAN. I think, Mr. Chairman, it would be advisable for
you to identify your associates and any staff members present here,
because we want to have an opportunity to greet the members, in-
cluding the two new members.
Mr. HUTCHINSON. Thank you, Mr. Chairman.
Present with me here this morning in the hearing room are several

of my colleagues on the Commission.
Chairman of the Commission's Finance Division, Commissioner

Tuggle; Chairman of the Commission's Operating Rates Division,
Commissioner Murphy; Commissioner McPherson; Commissioner
Goff; Commissioner Webb; Commissioner Herring; and former
Chairman of the Commission John Winchell from Colorado.
We have also a number of staff members:
Director of the Commission's Bureau of Finance, Director Baker;

Mr. Lynch, of his staff, George Lynch; and Mr. Meade Fletcher, of the
Bureau of Finance staff.
The Commission's General Counsel, Mr. Ginnane, I believe is com-

ing, but he had another conference which may delay him some.
The CHAIRMAN. I also observe that under recent action taken by

the Commission, Mr. Murphy is also here in the status of Vice Chair-
main of the Commission. I believe there have been several changes
made down there recently for the purpose of expediting the work of
the Commission. I would say to my colleagues that I recommend
each of those actions for your attention and information.
We are quite interested in the reorganizational steps that have been

taken within the agencies, and I want to compliment you, Mr. Hutch-
inson, for the efforts that you have made to bring about these im-
provements.
Mr. HUTCHINSON. Thank you, Mr. Chairman.
Mr. Chairman and members of the committee, my name is Everett

Hutchinson. I am the present Chairman of the Interstate Commerce
Commission, and have served in that capacity since January 1 of
this year. I am appearing today on the Commission's behalf to testify
on H.R. 1163, which would extend for 1 year the loan guarantee au-
thority of the Interstate Commerce Commission.
Part V of the Interstate Commerce Act was enacted on August 12,

1958, principally as a recession measure. It was designed to provide
financial assistance to railroads in the form of loan guarantees for
certain specified purposes as provided in section 503. Under the
provisions of section 510 of part V, however, the Commission's au-
thority to guarantee loans will terminate March 31, of this year.
A total of 18 applications had been received at the Commission for

loan guarantees amounting to over $138 million. Amendments filed by
certain of the applicants reduced the total amount requested to
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slightly over $125 million. Seventeen of the 19 applications received
have been processed. One application which is now pending is for
$16 million and was filed on January 31, and the other which was
filed yesterday is for $15 million. Out of 17 applications processed,
seeking an amended total of over $94 million in guarantees, 14 have
been approved; 2 have been denied, as were portions of 2 other applica-
tions; and 1 application was withdrawn. Thus, of the $500 million
total loan guarantees which we were authorized to issue, $85,817,360,
or 17.16 percent, has been used as of this date.
As to the 14 applications approved, there is attached to my state-

ment, Mr. Chairman, marked "Attachment A," a table showing the
names of the railroads, the number of applications for each, and the
total amount of the loans guaranteed for each road.
(The attachment referred to is as follows:)

ATTACHMENT A.—H.R. 1163

Railroad Number of
applications

Total amount
guaranteed

New York Central RR. Co  1 $40,000,000
New Haven 4 21,659,400
Lehigh Valley RR. Co  2 10,923,000
Boston & Maine RR 2 6.000.000
Chicago & Eastern Illinois RR. Co 1 3,000,000
Norfolk Southern Ry. Co 1 2,000,000
Georgia & Florida RR 2 1,934,960
New York, Susquehanna & Western RR. Co  1 300,000

Total 14 85,817,360

Mr. HUTCHINSON. My statement contains a somewhat detailed ex-
planation of these loans and the purposes for which they were used,
and in order to save the committee's time I will pass over that and
ask that it be included in the record.
The CHAIRMAN. Without objection it will be included in the record

at this point.
(The portion of the statement referred to is as follows:)
Referring for the moment to the attachment, the New York Central loan

was for reimbursement of its treasury for capital expenditures made from its
own funds after January 1, 1951. The loan proceeds are being used, together
with other company funds, to construct certain modern classification yard and
signal facilities. The four New Haven loans may be broken down as follows:
(a) $8,159,400 for acquisition of 30 new diesel electric locomotives;
( b ) $1.5 million for construction of certain shop facilities;
(a) $500,000 for acquisition of maintenance-of-way equipment and machin-

ery ; and
(d) $11.5 million for reimbursement (the proceeds being used mostly to meet

current interest payments on mortgage bonds and other pressing current
obligations).
The two Lehigh Valley loans were for refinancing existing equipment obliga-

tions, financing freight cars then under construction, planned future capital
expenditures, and for reimbursement—the proceeds being used principally to
pay overdue State taxes. Both of the Boston & Maine loans were for reimburse-
ment, with the proceeds being used to pay overdue State and local taxes,
along with other pressing current obligations. The Chicago & Eastern Illinois
loan was for the same purpose and the proceeds were similarly used.
The Norfolk Southern loan was for reimbursement, with the proceeds being

used principally to rebuild its bridge over Albemarle Sound which was heavily
damaged by hurricane Donna. The two Georgia and Florida loans were used
for the acquisition of 100 new freight cars and for rehabilitation of roadway.
The New York, Susquehanna & Western loan was for reimbursement and the pro-
ceeds were applied to certain of its current obligations.
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Mr. HurcHiNsoN. As of this date the volume of applications has

not been as large as was anticipated when the legislation was pending

in 1958. Nevertheless, experience has already shown that certain

hard-pressed railroads have, as a result of the enactment of the

guarantee provisions of part V, been able to obtain financial assistance

in a manner and under terms and conditions which would not other-

wise have been available to them. Moreover, the Commission believes

it reasonable to conclude from information developed through in-.

vestigation and study of the applications received that one, and per-

haps more, railroads may very well have gone into receivership or,

trusteeship under the provisions of section 77 of the Bankruptcy Act

had it not been for the very timely assistance afforded them by the
•.. action of the 85th Congress in its enactment of part V of the Inter-

state Commerce Act.
It has also been our experience, generally speaking, that the rail-

roads are availing themselves of assistance under part V only where

a dire need exists. Your attention is invited to the fact that many

large railroads, especially in the eastern part of the country, are still

operating at revenue levels which are below those realized prior to

1958, and that substantial deficits in net income continue to beset

many of these roads. The Commission also believes it important to

mention that there is some evidence that maintenance of properties

is being deferred to a substantial extent. It would, 
therefore, 

seem.

that some of these railroads are reluctant to incur the burden of addi-

tional debt for modernization and improvement of facilities, and for

other purposes which would come within the eligibility provisions

of part V, except as a last resort.
As I previously stated, the present provisions of section 510 termi-

nate the authority granted in part V on March 31, 1961, except as

to applications which may then be pending, and with a proviso that

the provisions of part V shall remain in effect after March 31 for

the purposes of guarantees already made by the Commission.

Practically all of the guarantees have been for the full 15-year term

allowed under the provisions of part V. Accordingly, even if no new

applications are received after the present statutory termination date,

the Commission must police and service those guarantees already

made for approximately 15 years.
As the committee is already aware, section 505 provides for modi-

fications, with the Commission's consent, as to rate of interest, time

of payment of interest or principal, security, or other terms and con-

ditions of guarantees made, or the renewal or extension of such guar-

antees. As of February 24, 1961, 26 supplemental orders had been

issued in connection with requests for modification. It is logical to

assume, therefore, that because of changing economic conditions and

other reasons each of the loan guarantees will require certain

modifications.
The Commission believes that the financial condition of some of the

Nation's railroads may have improved since the enactment of part V.

Nevertheless, the financial condition and earning position of a number

of railroads, especially those in the eastern district, are every bit as

critical now as in 1958. Many are still suffering deficits in net income

and are in such poor financial condition that the Commission believes

an extension of the provisions of part V is fully warranted. The
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Commission also believes that, for the reasons I have mentioned, ap-propriate legislative authority and the necessary administrativemachinery should be maintained so that the railroads may quicklyavail themselves of assistance such as that provided in part V in theevent of another recession, or a catastrophe such as the hurricanes andfloods of 1954, 1955, and 1959.
If part V should be allowed to expire and similar legislation shouldbecome necessary in the event of some future recession or catastrophe,this would take considerable time, as would the establishment of ad-ministrative procedures and the recruitment of personnel to handlethe program. The Commission now has the administrative machineryand the personnel to continue the program.
While the Commission favors the extension of the termination dateof part V, it also recognizes that, although affording relief in somesituations, the loan guarantee provisions do not provide a permanentsolution to the ills of the railroad industry in general. The Congressrecognized this when part V was enacted as a part of the Transporta-tion Act of 1958. In considering the extension of its provisions, there-fore, sight should not be lost of the fact that such extension will notm any manner eliminate the necessity for other relief.I have in mind, for example, a previous recommendation made bythe Commission that the excise tax on passenger travel be repealed.In order to further encourage efforts at the State and local levels to-ward the granting of tax and other relief, and to prevent the dilutionof benefits, it would be well to consider adjustments in the operationof the Federal corporate income tax so that no portion of local publicfunds, either through payments or tax relief, given for support ofneeded railroad service, will be absorbed by Federal income taxation.We also believe, in this connection, that some thought should be givento allowing, for tax purposes, faster depreciation of railroad propertyand equipment or providing for the establishment of construction re-serves or both.
The enactment of measures such as these would enable the railroadsto accelerate programs for modification of, and additions to, theirfacilities, with resulting improvement in their ability to serve thepublic and meet the needs of the national defense.
The Commission is in favor of the enactment of H.R. 1163, but be-lieves that its provisions should be modified so as to extend the loanguarantee authority for 2 years.
No change in the maximum amount authorized appears necessary toan extension of the program for that period of time. The Commission

also believes that consideration should be given to the desirability ofcertain other changes in part V.
It is probable that railroads would be able to obtain better terms

on guaranteed loans, including more favorable rates of interest, if
provision were made for immediate payment by the United States
when payment is required as a consequence of a guarantee made
by the Commission, without awaiting an appropriation of necessary
funds by the Congress. This could be accomplished by modifying
section 506 to include provisions similar to those contained 11146
U.S.C. 1275 in relation to ship mortgage insurance. The Commission
believes that this would substantially widen the market for guaran-
teed obligations.
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Railroads would probably be encouraged to undertake more proj-
ects for needed improvements to their properties if they could finance
them upon reasonable terms over a longer period than can be done
under the existing provisions of part V. Under section 504(a) (3),
no guarantee may be extended if the terms of a loan permit full re-
payment more than 15 years after the date thereof. While a 15-year
period is usual in connection with financing of rolling stock,. such a
period may prove unduly onerous in connection with financing the
construction of other facilities, such as modern classification yards,
which are expected to have a much longer life. It would appear reas-
onable, therefore, and in furtherance of the purposes stated in section
501 of part V, to amend section 504(a) (3) to provide for a maximum
period of 25 years, rather than 15 years.
The Commission would also like to invite the committee's attention

to a recommendation that part V be amended to provide for direct
loans of Federal funds. This recommendation appears on page 582"
of the preliminary draft of report dated January 3, 1961, prepared for
the Senate Committee on Interstate and Foreign Commerce by the
Special Study Group on Transportation Policies. That proposal, how-
ever, pertains only to loans for suburban railroad capital improve-
ments. The Commission is not convinced that it should be so limited,
although legislation of this nature might well provide for more favor-
able terms, including a lower rate of interest, on loans made for im-
provement of commuter operations. Direct loans for other than com-
muter purposes should, however, bear interest approximately equiva-
lent to that prevailing in the market on similar loans available to in-
dustrial concerns of good credit.
Since the termination date provided in section 505 is quite immi-

nent, we recognize that time will probably not permit a detailed re-
vision of part V with a view toward immediate consideration of
amendments such as those I have suggested. It may be, therefore,
that the committee would prefer simply to consider extending the
termination date at this time, and then give attention to these pro-
posals at the earliest possible convenience in the interest of making
part V more flexible and useful in the light of our experience in ad-
ministering its provisions. In that event, the Commission recommends
merely that the termination date be extended at this time for a period
of 2 years instead of 1 year as proposed by H.R. 1163.
Mr. Chairman, in closing I want to say that I have noted an increas-

ing local concern over the railroad situation, the commuter problem
in particular, since enactment by the Congress of part V of the Inter-
state Commerce Act in 1958.
I think this is a good sign and it is, I believe, in the public interest.
I wish to thank the committee for the opportunity to appear and

testify on this measure. The Commission stands ready to assist the
committee in any way that it can, should the committee desire to
consider further the provisions of part V.
And if there are any questions, I shall do my best to answer them,

Mr. Chairman.
The CHAIRMAN. Thank you very much, Mr. Hutchinson.
Mr. Roberts, do you have any questions?
Mr. ROBERTS. I have no questions.
The CHAIRMAN. Mr. Younger?
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Mr. YOUNGER. Yes, Mr. Chairman, I have one question.
Mr. Hutchinson, you make a point about shortening the period for

depreciation.
Mr. HUTCHINSON. Yes, sir.
Mr. YOUNGER. Then you ask that the period of the loan be extended

25 years. That is for equipment.
Now, what is the present rule in regard to depreciation of that

equipment in terms of years?
Mr. HirrcHiNsoN. Well, the Commission's depreciation schedules

are fixed by the Commission, and I do not know what they are, for
tax purposes. But I assume they would vary considerably.
Mr. YOUNGER. Is there anyone on your staff here who can give us

that information, or anyone from the railroad industry?
Mr. LYNCH. The Commission's rate of depreciation is approximate-

ly 15 to 60 years for diesel locomotives, and 28 years on an average
for freight cars. I do not offhand know the rates allowed by Inter-
nal Revenue. I understand they vary from railroad to railroad.
Those are the rates prescribed by the Commission—averages.
Mr. YOUNGER. Mr. Hutchinson, do you believe that loans should.

be made for a longer period than the Government gives for deprecia-
tion for tax purposes?
Mr. HirrcuiNsoN. Well, the loans are made for other than rolling

stock.
Mr. YOUNGER. I mean in the case of rolling stock, where the depre-

ciation is given.
Mr. HITTCFEINSON. Well, I think the present time is adequate for

rolling stock.
Mr. YOUNGER. Well, you do not make that distinction in your paper,

as to loans for rolling stock or for the improvement of roadbeds and
so forth, loans for that purpose.
In other words, what you are telling us is in your opinion the loans

made for rolling stock should not be made for a longer period than
the depreciation years allowed, for tax purposes; is that right?
Mr. HUTCHINSON. Well, I would not see any need for the loan to

be greater in duration than the depreciation schedule covering partic-
ular equipment.
Mr. YOUNGER. Your paper, though, does not show that distinction.
Mr. HurcHiNsoN. But the suggestion is, Mr. Younger, that the

schedules for rolling stock will be accelerated also, and I believe there
are bills before the Congress which have that as a purpose.
Mr. YOUNGER. Well, I agree with you, but you recommend a 25-

year loan, and you do not make any differentiation as between a loan
for rolling stock or for roadbed improvements or other nondeprecia-
tion.
Again I ask you, is it your opinion, or the opinion of the commis-

sion, that loans should be made for a longer period than the Federal
Government grants in connection with depreciation for tax purposes?
Mr. H-crTcHiNsorr. I would not think so, Mr. Younger.
Mr. YOUNGER. That is all.
The CHAIRMAN. Mr. Williams, do you have any questions?
Mr. WILLIAMS. No questions.
The CHAIRMAN. Mr. Bennett?
Mr. BENNurr. No questions.
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The CHAIRMAN. Mr. Moulder?
Mr. MOULDER. I have no questions, Mr. Chairman.
The CHAIRMAN. Mr. Collier.
Mr. COLLIER. One question, Mr. Hutchinson. Let me word it this

way: As I understand it, there is no limitation on the number of
loans that may be secured under the guarantee program. Is that cor-
rect, as to the number of guaranteed loans that may be secured?
Mr. HUTCHINSON. No, sir; the only limitation is the total amount

which was authorized, and that was $500 million for the entire pro-
gram.
Mr. COLLIER. In other words, the limitation is on the collective

amount, but not on the individual amounts that may be secured by
individual railroads. Is that right?
Mr. HUTCHINSON. I do not believe there is any limit.
Mr. COLLIER. Well then, if that is true, it prompts this question: In

suggesting amending section 504 to provide the additional 10-year
period, would it not be possible for any given railroad to secure addi-
tional loans which in substance would carry the repayment over a
greater number of years? In other words, if we had a railroad that
came in, let's say, at given intervals after the first year, it might have
a pending request and 5 years from now it would return for a new
and separate loan. Conceivably then this proposal would put a 25-
year maximum repayment period on each individual loan, but a rail-
road could also be encumbered, or could have—how shall I put it—
beyond the proposed 25-year limitation.
Mr. HUTCHINSON. I believe that is correct. But no individual loan

may be for a longer period than 15 years now.
Mr. COLLIER. Then in the event the extension was not adopted, the

planning of security guaranteed loans could be done in such a way,
actually, by a railroad so as to space them to take care of any immedi-
ate problems of repayment?
Mr. H-crrcHiNsoN. Perhaps that could be worked to some extent.

Our experience is that this would assist the borrowers in obtaining
lenders of certain classes. In other words, there are classes of lenders
who prefer to make a loan for a longer period than 15 years. On the
other hand, the commercial banks ordinarily do not like to go over 15
years as I understand it. But some institutional lenders do prefer the
long-term loan.
And it has been represented to us, I believe, that this provision

would, in some measure, assist the borrower in finding a lender.
Mr. COLLIER. Then you have experience with the present limitation

-being a hardship in some instances in getting financing, is that right?
Mr. HUTCHINSON. I believe that is correct. Now the 25-year period

which we suggest is of course, a limitation. There certainly would
be nothing to prohibit the loan from being less than that period.
Mr. COLLIER. This is all I have, Mr. Chairman.
The CHAIRMAN. Mr. Staggers.
Mr. STAGGERS. Mr. Hutchinson, I read in your statement, and in

listening to your statement to the committee I gather, the crux of your
testimony is that section 505, due to the iminent expiration date of
March 31, that the suggestion is that it should just be extended at the
present time, and that all of these other suggestions .should probably
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be taken up at a later date, and we would have added testimony by
your commission if they are taken up?
Mr. HUTCHINSON. Mr. Staggers, in view of the shortness of time it

would appear to me to be a more realistic approach.
Mr. STAGGERS. I gathered that from your testimony, that insofar as

you are concerned this is the iminent thing, the extension of the
expiration date?
Mr. HUTCHINSON. I think so, yes.
Mr. STAGGERS. And that you throw out these other things for better-

ing the act for later consideration?
Mr. HUTCHINSON. That is correct, sir.
Mr. STAGGERS. That is what I wanted to get clear. Thank you, sir.
The CHAIRMAN. Mr. Glenn.
Mr. GLENN. No questions.
The CHAIRMAN. Mr. Friedel.
Mr. FRIEDEL. Mr. Hutchinson, along the same lines that Mr. Stag-

gers has spoken to you about, I, too, agree that the railroads are in
trouble and need some help, especially the eastern railroads. You
have spoken about the interest rates, and that you would like to lower
the interest rates. I wish you would elaborate on that a little bit.
Mr. HUTCHINSON. The interest rate?
Mr. FRIEDEL. Yes. What are the present interest rates today?
Mr. HUTCHINSON. Well, generally I think it could be said that the

rates on loans which the Commission has guaranteed have been ap-
proximately the equivalent of the prime rate. The range has been
from 5 to 51/2 percent.
I could, Mr. Friedel, if it is desired, supplement the record to that

extent and furnish the rates of interest on all the loans that have
been guaranteed.
Mr. FRIEDEL. I thought the rate was much lower than 5 to 51/2

percent.
Mr. HUTCHINSON. 51/2 is the highest rate and 5 is the lowest.
Mr. FRIEDEL. Well that is something to be considered in the future,

too. And I agree with you that there should be a lower interest rate.
Mr. HUTCHINSON. I have before me the rates of interest on all the

loans that have been made, and I am sure that is correct. The range
is 5 to 51/2 percent. The low is 5 and the high is 51/2.
Mr. FRIEDEL. I would like to bring out one more point that has

nothing to do with this bill in particular, but I think it should be
considered, and that is the mergers of the railroads. I am particu-
larly alarmed about some of the rumors I hear of mergers, where
they might affect the port of Baltimore. Now I know the railroads
are in trouble, but I know that we need the transportation of all rail-
roads for shipping and everything else. So just keep that in mind
about the port of Baltimore, will you, please.
Mr. HUTCHINSON. Thank you, Mr. Friedel.
The CHAIRMAN. Mr. Devine?
Mr. DEVINE. No questions.
The CHAIRMAN. Mr. Flynt.
Mr. FLYNT. Mr. Hutchinson, I notice from the attachment to your

statement that the New York, New Haven & Hartford has been
paying approximately one-fourth of the dollar value of the guaranteed
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loans and more than one-fourth of the number of applications. I
assume those figures are correct, aren't they?
Mr. Hurcuirrsorr. They are correct, yes, sir.
Mr. FLYNT. How does the trackage capitalization of the New Haven

compare with the New York Central, which is the only railroad in the
country which has obtained more than the guaranteed loans under
this act?
Mr. HUTCHINSON. Well, it is about one-fifth the size. The New

Haven is about one-fifth the size of the Central.
Mr. FLYNT. I have no further questions.
The CHAIRMAN. Mr. Nelsen.
Mr. NELSEN. On page 8 it says that modifications with the Com-

mission's consent as to rate of interest, time of payment of interest,
and so forth, is permitted. Now, are these loans the loans made
through private lending agencies? Is that right?
Mr. HTJTCHINSON. That is correct.
Mr. NELSEN. How could modifications be made with the Commis-

sion's consent if it is a loan through a private lending agency? How
could you regulate interest rates by the Commission's authority if it
is a private loan?
Mr. HUTCHINSON. Director Baker I think can give some examples

of what those actions are.
Mr. BAKER. It is true, of course, that the Commission could not

regulate the rate that a private lender would charge. But, of course,
the Commission, under the provisions of the act, must find before it
guarantees a loan that the rate is not unreasonably high. Some of
these suggestions for amendment of the law were designed to create
a wider market for guaranteed obligations, and we feel that by the
creation of such a wider market that that would result pro
the railroad being able to obtain a lower interest rate th
under present conditions.

The 
Mr. NELSEN. I see. Thank you. 

CHAIRMAN. Any further questions? Mr. O'Brieni? 
I R EF Er7 E) v tn.

1 Lii.)Ct!'.::Mr. 0 BRIEN. No questions.
The CHAIRMAN. Mr. Keith?
Mr. KEITH. No questions.
The CHAIRMAN. Mr. Moss?

DEPART:AEU •

TIAN,*
Mr. Moss. I am interested in the same matter touched upon

colleague from California, Mr. Younger, a recommendation con-
tained on page 13, where you state: "It would appear reasonable,
therefore, and in furtherance of the purposes stated in section 501 of
part V, to amend section504 ( a) (3) to provide for a maximum period
of 25 years, rather than 15 years."
And in explaining some of the problems, you point out the fact

that it would not be onerous for rolling stock to be financed under a
15-year period, but you mention the matter of new classification
yards.
In reviewing your statement I note that on a number of loans the

proceeds have been committed to the payment or reimbursement
for taxpayments and items of that kind. Now, is it really your inten-
tion here that where the proceeds have been committed to reim-
bursement for the payment of State and Federal taxes, and certainly
we are not dealing here with a matter which has a depreciation
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schedule. So how would you determine the length of a loan for
that purpose?
Mr. HUTCHINSON. Well, for those purposes a loan could be, under

the law as it now is, for 15 years, and under the suggestion we make
it could be for 25 years.
Mr. Moss. Aren't you dealing with a definable area here, where it

might be desirable to extend the authority of the Commission to
make loans for a 25-year period—fixed capital, and improvements,
such as classification yards for usable life or beyond that 
Mr. HUTCHINSON. Well, it might be sound to restrict it in the

manner you suggest, if I understand your approach.
Mr. Moss. Well, if we restrict it in that manner, wouldn't that re-

striction be consistent with the purposes set forth in section 501?
Mr. HUTCHINSON. I think so.
Mr. Moss. Those are all the questions I have.
The CHAIRMAN. Mr. Thomson?
Mr. THomsoN. I will defer to my colleague from Connecticut.
The CHAIRMAN. Mr. Dingell?
Mr. DINGELL. Thank you, Mr. Chairman.
You mentioned, sir, in your testimony relative to section 510 of

part V of the act that we are discussing today that commuter rail-
roads had come into a very bad pass, and I paraphrase your remarksvery loosely.
Would I be correct in inferring that reasonably related with, and

one of the reasons that commuter service deteriorated is because of
the eliminated State jurisdictions over discontinuance of the service?
Mr. HUTCHINSON. I don't think so, Mr. Dingell.
Mr. DINGELL. I just wanted to be clear on that.
I want to change now and discuss with you this item on page 2 ofyour statement, where you discuss the substantial applications proc-

essed, seeking an amended total of over $94 billion guarantees ofwhich 14 applications were approved, and a total of $85 million guar-anteed or 17.16 percent. My first question is this:
What relationship do these figures bear to the total minimum offinancing done on a long basis by the railroads of this country?
Mr. HUTCHINSON. I do not have a figure on that. Perhaps I couldget it to supplement the record.
Director Baker suggests to me that it would be a relatively smallpercentage. This figure, $85 million, would be a relatively small per-cent of the total capital investment made by the railroads during theeffective period of this.
Mr. DINGELL. By issuing debentures as opposed to equity stocks?Mr. HUTCHINSON. Well, for all purposes, equipment trusts and all.Mr. DINGELL. Now, my next question is this:
Who has paid the cost of servicing this program?
Mr. HUTCHINSON. The borrowers have paid the cost of servicing.
Mr. DINGELL. The borrowers have paid the cost of it?
Mr. HUTCHINSON. Yes. We were authorized to fix administrative

fees. We did that and so far the fees, guarantee fees, collected from
the beginning of our operations under the law, August 15, 1958, to
January 31, 1961, are $308,690.10, and the cost of administration, for
the same period, was $186,440.16.
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Mr. DINGELL. Have there been any defaults or threatened 
defaults

under the program by railroads?
Mr. HUTCHINSON. No, sir.
Mr. DINGELL. Has this possibility of a default been a con

sideration

in your granting, on behalf of the Federal Government,
 a guarantee

of these loans?
Mr. HurcHiNsoN. Well, it is always a consideration. The C

ommis-

sion has done what it could to see to it that the interest o
f the Gov-

ernment was protected but, of course, I understand that ba
nkers have

a saying among themselves, at least, that nobody ever 
loaned very

much money and got it all back.
So this is a factor.
Mr DINGELL. Do you anticipate that your administration c

osts are

sufficient to protect the Government against loss in this pr
ogram due

to default?
Mr. HUTCHINSON. That is not the purpose of the fees, as I

 under-

stand the law, and I do not think the fees would be adequa
te.

The fee is designed merely to cover the administrative cos
ts.

Mr. DINGELL. Does it appear to be desirable that it should
 be done

on a basis that would protect the Government against def
aults as is

done by, let's say, Government agencies which insure mor
tgages or

real property or which insure savings and loan deposits and 
things

of that sort?
Mr. HurcuirrsoN. Well, I would think this is a point that sho

uld

have consideration.
Mr. DINGELL. Would you say that it was worthy of serious 

con-

sideration?
Mr. Hurcuirrsoic. I would.
Mr. DINGELL. And, as a matter of fact, it probably would be d

e-

sirable, would it not?
Mr. HUTCHINSON. Well, may I just say that I believe it is worthy of

serious consideration. I do not know what the factors might be 
that

would develop once you took that sort of approach.
Mr. DINGELL. Thank you very much.
Thank you, Mr. Chairman.
The Chairman. Mr. Sibal.
Mr. Sibal. Commissioner, you suggest various legislative possibili-

ties to be helpful in this railroad problem but, on the other hand, you

very realistically point out that, because of the time problem involved

in H.R. 1163, why, probably this will have to be deferred for other

considerations.
Do you know whether there is legislation pending before this Con-

gress which deals with these other points which you make other than

this bill?
Mr—HurcHiNsoN. Some of them, perhaps, but generally, no.

Mr. SIBAL. I have one other question. When you consider these

applications, is one of your considerations the quality of service per-

formed and the quality of service which might become available in

improved service as a result of the loan?
Mr. HuTciiiNsox. This is not a requirement but it is a matter of

concern to us, naturally, as it is to everyone in considering the loans

and the applications. -
This is something that would be taken into consideration.

(
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Mr. SIBAL. Do you become as familiar as you can with the opera-tion of the railroad—of the applicant railroad?
Mr. HuTeniNsoN. Indeed, we do. We have conducted studies ofthe properties of most of the borrowers.
The Commission has made a serious effort to gain as much knowl-edge as it could concerning the properties and the operations of theapplicants, borrowers, and the other lines too, for that matter.Mr. SIBAL. But I gather 
Mr. HurcHiNsoN. That is part of our storehouse of information ontransportation.
Mr. SIBAL. When you grant these or decline approval, as the casemay be, assuming you grant approval of an application, do I under-stand that this is the decision you make rather than any conditions at-tached thereto?
Mr. BAKER. Well, the conditions that have been attached do notrelate to service. They are related to restrictions on their financialoperations in certain respects.
Mr. SIBAL. Thank you.
Mr. BAKER. Payment of dividends and the like.
Mr. SIBAL. I see.
Thank you, Mr. Chairman.
The CHAIRMAN. Mr. Rogers?
Mr. ROGERS of Florida. '7Yes. Thank you, Mr. Chairman.Mr. Hutchinson, as I understand it, now, you have the authorityto grant loans for 15 years or guarantee loans for 15 years.Page 8 of your testimony implies the way I read it, that you couldalso extend or renew such a guarantee. Is that permitted?In other words, extend or renew it for another 15 years, or another10 years, if you so see fit.
Mr. HUTCHINSON. May I ask Director Baker to come in on that?Mr. ROGERS of Florida. Yes.
Mr. BAKER. As I construe the law, the Commission would be em-powered, say, at the end of the 15 years to consent to an extension ofthe loqn, but the difficulty in that respect, and the reason, I think, forthe Commission's recommendation to extend for 25 years, is that inapproving the original guarantee the Commission must find that theapplicant has reasonable prospects that it will be able to repay theloan in the 15 years.
So if it appeared at that time that it could not make full repay-ment in 15 years the Commission will have to deny the loan.And from the standpoint borrower itself, ordinarily the Commis-sion would require amortization of that loan over the 15-year period.And repayment in 15 installments might appear too burdensome tothe borrower, and it would be unwilling to undertake an improvementthat it otherwise might take.
Mr. ROGERS of Florida. So, apparently, they must make a showingthat they can repay in 15 years on the initial application?Mr. BAKER. That is a requirement of the law.
Mr. ROGERS of Florida. Yes. Although you actually could, thenext year, come in and refinance it or they could come in and refinanceit for a period of an additional 10 years which the Commission couldthen agree to.
Is that correct or technically could that be done

Ammr.
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Mr. BAKER. Well, when they refinance it, the next day, as of that
time, I do not feel the Commission could go beyond 15 years from
that date, sir.
Mr. ROGERS of Florida. Well, this is not true then on a renewal or

extension of such guarantees over and beyond 15 years?
Is that true then?
Mr. BAKER. The problem hasn't arisen but I feel that the law is

broad enough that the Commission could, probably, agree to an exten-
sion beyond that 15 years.
Mr. ROGERS of Florida. I would think so, from reading it, that you

could agree to a period longer than 15 years. I just wanted your
interpretation about that.
Mr. Moss. Will you yield at this point?
Mr. ROGERS of Florida. All right.
Mr. Moss. Now, do I understand that you are proposing here a

hypothetical case where a loan is made this year for 15 years, and an
application is received next year to consider modification of the con-
ditions of the terms of the loan which would permit at that point an
extension beyond 15 years from that date?
Mr. BAKER. I hesitate to be positive about it myself, because we

have not 
Mr. Moss. In looking at section 504 (a) , item 3, it seems to me that

you are limited to a 15-year total period from the date of the last
action of the Commission because it says here "If the terms of such
loan permit full repayment more than 15 years after the date thereof"
that, and it goes on "no guarantee shall be made under section 503."
Mr. ROGERS of Florida. Well, perhaps, you could give us an in-

terpretation of this and just put it in the record. I think it might be
helpful.
Mr. Moss. I think this was discussed at length at the time we passed

the original act and it was my recollection that we intended no
period, whatever the circumstances, beyond 15 years from the last
date of consideration of the request for modi fication, and if there is
any danger of it being open to any other interpretation I think we
should make it abundantly clear that in the report accompanying
the action of the committee, on this instance, that the intent still ties
to a maximum 15 years from the last consideration by the
Commission.
Mr. HUTCHINSON. Well, as Director Baker suggested, the problem

has not arisen with the Commission. The Commission has taken no
position on it or had no occasion to take any position on it in an actual
situation.
But, Mr. Moss, your interpretation of the law is the same as mine,

or mine is the same as yours.
Mr. ROGERS of Florida. May I ask you then, Mr. Chairman: What

about the conditions now of the railroads for which loans have been
guaranteed?
Do you feel these loans have really been helpful? Has it shown

up that it has been a constructive program or not?
Mr. HuircHiNsoN. Yes, Mr. Rogers, I think it has been useful.
Mr. ROGERS of Florida. Are there any cases where the railroads,

where you have granted the loans, are in worse condition now than
they were before they had the loan?
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Mr. HurcHiNsoN. Well, that is difficult to say. General business
conditions are, perhaps, not as good as they were when some of the
earlier loans were made, and I would say that it is quite possible that
the situation of some of the roads is now worse than it was at the
time part V was enacted or at the time some of the guarantees were
issued under it.
Mr. ROGERS of Florida. Have you had more applications from the

railroads for which loans have already been granted?
Have you had any new applications from the same railroads?
Mr. HUTCHINSON. Yes. We have had more than one application

from at least two roads, I think. We have had four from the New
Haven.
Mr. ROGERS of Florida. Yes. I see your figures. I meant other

than these that are indicated. I thought these were loans that have
already been granted.
Mr. HUTCHINSON. They are.
Mr. ROGERS of Florida. Well, I mean any new ones?
Mr. HuTcHiNsoN. We have two applications pending, one by the

Missouri-Kansas-Texas for $16 million and one by the Erie-Lacka-
wanna for $15 million.
Mr. ROGERS of Florida. I see.
Mr. HurcinNsoN. Those are the only two that are now pending.
Mr. ROGERS of Florida. I have one last question:
What additional personnel, if there were any additional person-

nel, were required to be added to administer this program? How
many would you say?
Mr. HUTCHINSON. Do you mean originally back in 1958?
Mr. ROGERS of Florida. Yes when this program first went in.
Mr. HUTCHINSON. For an extension 
Mr. ROGERS of Florida. First, I would like to know how many were

required to be put on. That would be my first question and then,
secondly: Would any additional personnel be required if an exten-
sion is granted?
Mr. HUTCHINSON. No additional personnel would be required if

the provision is extended.
The Commission had 15 positions allocated for this work but, I am

told by Director Baker, that the highest number that we had employed
actually in this work was 12.
Mr. ROGERS of Florida. And the 12 will be sufficient to carry on any

extension of this sort?
Mr. BAKER. Well, at the present time, actually we only have one

man who devotes his entire time to it, and two other men who devote
a part of their time to it.
Mr. ROGERS of Florida. Then you anticipate that the three would

be sufficient to carry on this program if an extension is granted or
what?
Mr. BAKER. If the applications continue to be filed as they have

been in the past, they have been spaced pretty well, that if we had
a number of applications come in at one time,to process them prompt-
ly we would probably have to detail men from other parts of the
Bureau to help.
Mr. ROGERS of Florida. Yes, but no significant change?
Mr. BAKER. We do not anticipate it.
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Mr. ROGERS of Florida. Thank you.
Thank you, Mr. Chairman.
Mr. HEMPHILL. As I understand the law, Mr. Chairman the pur-

pose of these loan guarantees is to guarantee those loans made for im-
provements. Really, they are supposed to be loans for capital im-
provements, are they not?

Isn't that the real purpose of this?
Mr. HUTCHINSON. Well, that is one of the main purposes, yes.
Mr. HEMPHILL. Well, in the law, did you get the authority or did

the Commission get the authority to make loans to the New Haven for
$111/2 million to refinance payments they couldn't make and, I believe
the other one, was the Boston & Maine for $6 million to pay taxes
they couldn't pay?
Where is the authority under the law?
Mr. HUTCHINSON. The loans were made, Mr. Hemphill, to reim-

burse the carrier's treasury for disbursements already made for capi-
tal improvements since the critical date in the act.
Mr. HEMPHILL. Yes, but taxes are not capital improvements. If

they are, that is news to me.
Are State and local taxes capital improvements?
Mr. HurcniNsoN. No, they are not capital improvements.
Mr. HEMPHILL. Well now, what about refinancing the New Haven?

Didn't the Commission at first refuse that application at one time?
Mr. HUTCHINSON. I do not think so.
Mr. HEMPHILL. Well, isn't it a bad loan?
Mr. HUTCHINSON. The Commission deferred action on, perhaps, one

application.
Mr. HEMPHILL. Was that the $111/2 million?
Mr. HUTCHINSON. No. As I recall, that one was in the total amount

of $41/2 million.
Mr. HEMPHILL. Well, haven't the facts since proved that the New

Haven loan was a bad loan?
Mr. HUTCHINSON. Well, I do not think so, Mr. Hemphill.
Mr. HEMPHILL. You said they had been back again, didn't you?
Mr. HUTCHINSON. We have had, I think, four applications from

them approved.
Mr. HEMPHILL. Well, the question occurs to me: If you make the

loan, as you have done, for State and local taxes and if you make the
loan, as you have done, for the New Haven for paying interest and
current obligations which they have not been able to meet, where is the
revenue coming from?
What improvements are to be put in to bring the revenue? What

improvements and service or what improvements in hardware or
equipment?
What else is going to bring in the revenue?
Now that is the thing that bothers me, unless you raise the rates or

make some other provision or require some other provision. If they
can't make it before you make the loan how are they going to make it
afterwards to pay back the loan to you?
Mr. HurcinNsoN. Well, I think we are all hopeful that there will

be some improvement in general business conditions, and this factor
alone could very well relieve the tension on most everybody, includ-
ing the situation of some of the eastern district railroad carriers.
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Mr. HEMPHILL. Well, the United States is the only banker that I
know of that accepts hope as collateral.
Now, what occurs to me here is that we are trying to bale out the

railroads, apparently. I think it is a good thing but what are they
doing now to bale themselves out, and what are you people doing to
make sure of it, if they take this money, because the bank does not
have any risk in the thing. It is just sitting out there as a lending in-
stitution and it is a windfall for the banks, I know that.
What is being done now to make sure these loans are being paid

back? The taxpayer of the United States is not being stuck with the
bill, is he?
Mr. HUTCHINSON. Well, the Congress, in adopting this legislation,

authorized the Commission to give assistance to some of these car-
riers who needed it for a period of approximately 2 years that its to
say, March 31,1961. This has been done.
The earnings of the carriers are down but, as I indicated earlier, a

sharp upturn in general business conditions could very well solve
the problems that a lot of people have or a lot of businesses have.
Mr. HEMPHILL. Would it be your considered opinion if the rail-

roads would start thinking in terms of giving service that it might im-
prove the situation, too?
Mr. HUTCHINSON. Well, there is no doubt that service could and

should be improved.
Mr. HEMPHILL. All right. I know in the 5 years I have been here

I have had universal complaints about the service and not only the
passenger service, which has deteriorated to a point where it is no
longer a public service in some parts of the country—it is just some-
thing the railroads give because you people make them—but also the
transportation service which requires meeting competition.
It greatly concerns me because I think the railroad is a great insti-

tution, but if you are going to take the taxpayers' money and guaran-
tee the obligation of the railroads, I think—if it is not written into
the law it is certainly written into your duties indirectly—that some-
thing should be done to show that they pay it back and that the Amer-
ican public is the beneficiary.
Mr. HUTCHINSON. Well, this is a matter of serious concern to the

Commission, Mr. Hemphill, and we certainly have it in mind at all
times on the matter of service.
The Commission, of course, has no authority to run the carriers,

but this is a matter of concern, to us and we have taken every oc-
casion, I think, that we could, to remind the carriers that the public
interest requires constant upbuilding in the caliber of the service they
render.
And I think the carriers, by and large, are aware of this. I think

they are concerned about it, too. Nevertheless, there certainly is room
for improvement and we would hope that there will be improve-
ment 
Mr. HEMPHILL. Thank you, sir.
Mr. HurcniNsoN (continuing). On a continuing basis.
Mr. BAKER. May I clarify the legal point you raised as to the au-

thority of the Commission to make loans for payment of taxes, for
example?
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It is true, the Commission does not have authority to make loans
specifically for that purpose, but the law does state that the Com-
mission may make loans to reimburse the treasury of the carrier for
expenditures it has made since January 1, 1957, for capital purposes.
In the case of the New Haven Railroad, it showed that it had spent

since January 1, 1957, amounts for capital improvements in excess
of the amount of the loans guaranteed by the Commission.
Now, in a situation like that the Commission does also ask them

what they are going to do with the money.
Mr. HEMPHILL. You said the Commission does ask them'?
Mr. BAKER. Yes.
Mr. HEMPHILL. It should ask them.
Mr. BAKER. We are interested, naturally, in knowing what they are

going to do with the money but so far as meeting the requirements of
the law, it is for reimbursement of their treasury for capital expen-
ditures.
Mr. HEMPHILL. But you will never convince me that when you all

authorize the payment of State and local taxes, you are within the law.
You are without the law and you may say you can do indirectly what
the law says you can't do directly, and that is what you are doing.
You are saying you are paying them back for improvements when
taxes are not improvements.
You say "We are paying you back for money being used for cur-

rent interest payments" when interest payments, under no definition
that lever heard of, can be capital improvements.
Mr. MACDONALD. Will the gentleman yield?
Mr. HEMPHILL. Yes.
Mr. MACDONALD. Do you think, Mr. Hemphill, that it would be

in the public interest if railroads went out of business on the eastern
seaboard or if the New Haven and the Boston & Maine were unable
to function at all?
Do you think the public interest would be protected that way?
Mr. HEMPHILL. Oh, I think the question answers itself. Of course

not, but I think you and I have a duty right here, Mr. Macdonald, a
duty right here to make sure that when the law is administered it is
administered in such a way that the best interests of the people of
the United States are served, including the taxpayers as well as the
industries, and that is my purpose.
The CHAIRMAN. Well, we will go off the record for a moment.
(Discussion off the record.)
Mr. HirrcimrsoN. May I say one thing in response to Mr.

Hemphill?
The Commission has guaranteed no loans for the payment of State

or local taxes. The loans have been guaranteed to reimburse the car-
rier's treasury for expenditures made.
Mr. Moss. Mr. Chairman, on that point, and it is the Chair's de-

sire to terminate questions now-
The CHAIRMAN. I am going to be compelled to.
Mr. Moss (continuing) . I would be desirous of having the gentle-

man return because the statement just made is at complete odds with
the statement submitted to the committee or I have certainly mis-
construed his words in the statement submitted to the committee.
I think we should explore it further.

(
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The CHAIRMAN. Mr. Hutchinson, will it be convenient for you to
return at 10 o'clock in the morning ?
Mr. HUTCHINSON. Yes, indeed.
The CHAIRMAN. Very well. If you will do that, the committee will

adjourn until 10 o'clock tomorrow morning.
I would like to ask our guests who are here today to give us the

room as speedily as possible and we will appreciate it..
(Whereupon, at 12 p.m., the hearing was recessed, to reconvene at

10 a.m., Thursday, March 2, 1961.)
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THURSDAY, MARCH 2, 1961

HOUSE OF REPRESENTATIVES,
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE,

Washington, D .0 .

The committee met, pursuant to recess, at 10 a.m., in room 1334,

New House Office Building, Hon. Oren Harris (chairman of the full

committee) presiding.
The CHAIRMAN. Mr. Hutchinson, will you resume the witness stand?

Mr. HUTCHINSON. Thank you, Mr. Chairman.
The CHAIRMAN. Mr. Moss, you were questioning the witness when

we concluded yesterday, and you are recognized.
Mr. Moss. Mr. Chairman, at the time we were ready to recess on

yesterday, I believe Mr. Hemphill had just gotten a reply. Did you

want to continue that questioning?
Mr. HEMPHILL. I would like to ask some more questions after Mr.

Moss is finished.
The CHAIRMAN. I beg pardon?
Mr. HEMPHILL. He thought I had the floor, but I would like to

ask some more questions after he is through.
The CHAIRMAN. Very well.

STATEMENT OF HON. EVERETT HUTCHINSON, CHAIRMAN, INTER-

STATE COMMERCE COMMISSION; ACCOMPANIED BY VERNON V.

BAKER, DIRECTOR, BUREAU OF FINANCE—Resumed

Mr. Moss. I want to get to the statement of Mr. Hutchinson. On

page 4, Mr. Hutchinson, of your statement filed with the committee

yesterday, the first full paragraph on that page:

The two Lehigh Valley loans were for refinancing existing equipment ob
liga-

tions, financing freight cars then under construction, planned future 
capital ex-

penditures, and for reimbursement, the proceeds being used principally 
to pay

overdue State taxes.

MT. HUTCHINSON. That is correct, sir.
Mr. Moss. That is correct.
Now, in response, I believe, to the question of Mr. ljemphill, you

indicated that the proceeds of loans were being used for the purposes

set forth in section 501:

It is the purpose of this part to provide for assistance to common carriers by
railroad subject to this act, to aid them in acquiring, constructing, or

 maintain-

ing facilities and equipment for such purposes and in such manner as to en-

courage the employment of labor and to foster the preservation and development

of a national transportation system adequate to meet the needs of the comme
rce

of the United States, of the postal service, and of the national defense.

23
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The question at that time, the question I have now, is where in thestatement of purposes in section 501 is there authority to make a loanfor the purpose or where the proceeds are committed for the paymentof overdue State taxes?
Mr. HUTCHINSON. Mr. Moss, in my statement yesterday I said thatthe Commission had guaranteed no loans to railroads for the purposeof paying State and local taxes; and what I had in mind was the pro-vision of the statute, section 503, rather than 501 to which you nowrefer, which provides that guarantees may be made, and I quote now—

in the financing or refinancing (1) of additions and betterments or other capitalexpenditures made after January 1, 1957, or to reimburse the carrier for expendi-tures made from its own funds for such additions and betterments or othercapital expenditures or (2) of expenditures for the maintenance of property,.
and so forth.
Mr. Moss. Well, let us take that--
Mr. HurcrriNsoN. Now, that is the statute, and the loans we weretalking about yesterday were those that had been made for reimburse-ment for capital expenditures.
Mr. Moss. My question then becomes the same as Mr. Hemphill's atthe windup yesterday. When did the payment of taxes become an ex-penditure for capital betterments or capital improvements?
Mr. HUTCHINSON. Well, may I answer your question in this way,Mr. Moss: As I indicated in my statement to which you refer, theproceeds of loans in some instances were used in part to pay overduetaxes. I am referring particularly to the loans you just referred to,and they are the Lehigh Valley and the Boston & Maine loans.The purpose of these loans, as the statute provides, was to reim-burse the carrier's treasury in each instance for capital expenditures,made after the critical date specified in the act, January 1, 1957.In each case the record shows that such expenditures actually hadbeen made in an amount equal to or in excess of the amount of the loan,and the Commission so found in its report, as it is required to do.Mr. Moss. It is your contention that the funds, that the loans werenot made, then, for the purposes of having the proceeds used for thepayment of taxes.
Mr. HUTCHINSON. That is correct, Mr. Moss.
Mr. Moss. They were not made for that purpose?
Mr. HUTCHINSON. No, sir. They were made to reimburse the car-rier's treasury for capital expenditures—for capital funds already ex-pended for capital improvements, as section 503 provides.
Mr. Moss. Under that theory, then, there is no limit or no restric-tion upon the Commission in making loans, because you could go backand reimburse for existing capital improvements 
Mr. HUTCHINSON. Yes, sir.
Mr. Moss (continuing). Without limit; is that correct?Mr. HurremicsoN. Yes, sir; as the Congress provided.
The Congress made that particular phase retroactive—this act be-came effective in August of 1958, as I recall it. This part of theTransportation Act of 1958, and that particular provision is retroac-tive in a sense in that it allows the carriers
Mr. Moss. The reimbursement is retroactive?
Mr. HUTCHINSON. Yes, sir; it allows the carriers to go back to Jan-uary 1, 1957, to be 
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Mr. Moss. Reimbursed for capital improvements?
Mr. HurcHirrsox. For capital improvements; yes, sir.
Mr. Moss. Then you have in the application clearly delineated capi-

tal improvements for which you were reimbursing; is that correct?
Mr. HurcHusrsoN. That is correct; if I understand your question

correctly, yes, that is right.
Mr. Moss. In each of these instances where funds were used for

purposes other than those set forth in section 501, it was a reimburse-
ment in the opinion of the Commission for improvements clearly de-
lineated which were made after January of 1957?
Mr. HiTrcniNsoN. Yes, sir; that is correct. We were talking about

reimbursement for expenditures, that is, funds that had alreadw been
expended by the carrier for the purpose set forth in the statute, to wit,
additions or betterments or other capital improvements.
Mr. WILLIAMS. Mr. Hutchinson, would you mind speaking a little

louder, please?
Mr. HUTCHINSON. Yes, sir; I will endeavor to do that.
Mr. AVERY. Mr. Chairman, will the gentleman from California

yield for a comment?
Mr. Moss. Yes.
Mr. AVERY. He employs this word "reimbursement" and it leaves

the wrong connotation; it is rather a replacement of funds. But it
is not a reimbursement in the sense that there is no obligation to
repay.
Mr. Moss. I would not assume that a reimbursement relieved a

borrower of an obligation to repay.
Mr. AVERY. Well, I did not assume the gentleman would, but it

might leave the wrong inference in the record.
Mr. Moss. For the gentleman's information, the term "reimburse"

is the language employed in section 503, and the reimbursement is
also the term used by Mr. Hutchinson on page 4 in the two cases we
are discussing. It is for that reason that I have employed the term
"reimbursement."
Mr. AVERY. I would say that the gentleman from California had

precedent for the employment of the term, but I still do not feel, not-
withstanding the fact that it appears in the chairman's statement,
that it is quite appropriate to describe a situation that we are com-
menting about.
Mr. HEMPHILL. If the gentleman will yield to me, if you want to

play on semantics, let us just use the word "subsidy" and get down
to the truth of it.
Mr. AVERY. I would not want my comments included in that. I

just assumed this was going to be repaid with interest, and I do not
interpret that to be a subsidy.
I yield the floor.
Mr. Moss. Well, the gentleman is very kind to yield back to the

gentleman who has the floor.
Mr. AVERY. Quite right. [Laughter.]
Mr. Moss. I think we went to the question also yesterday in Mr.

Hemphill's discussion of whether or not there had been a rejection of
an application from a carrier presently having a loan.
Mr. HUTCHINSON. I recall some question on that, yes.. .
Mr. Moss. Has there been a rejection of an application from a

carrier presently having a loan?
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Mr. HurcHiNsoN. With respect to one of the loans the Commis-
sion deferred action on the application or refused at the time to pass
upon it until additional showings were made. But I would not say
that it was rejected. Action was deferred.
(Mr. Williams is now presiding.)
Mr. Moss. Mr. Hemphill, I will yield to you. I think you want to

-pursue this.
Mr. HEMPHILL. If the gentleman will yield to me, now, as late as

January 24, 1961, sir, didn't you write a letter to four Governors of
and also the mayor of New York, I believe, and some county com-
missioner of Westchester County, N.Y., in which you discussed at
some ,length the New York, New Haven & Hartford situation?
Mr. HUTCHINSON. Yes, sir; and made copies of the letter available

for distribution to members of this committee and the Senate
committee.
Mr. WILLIAMS. Let me ask you if you will speak a little louder

because some of the members of the committee cannot hear you.
• Mr. HUTCHINSON. Thank you, Mr. Chairman; I will.
Mr. HEMPHILL. At that time I believe that you told these various

officials that the Commission could not find that the earning power
of the applicant furnished reasonable assurance of its ability to re-
pay the loans in the time fixed; that is correct, is it not -? The
.application was turned down at that time because of that?

Mr. HUTCHINSON. Well, at the time the letter to which you refer
was written I do not recall that any application was pending.
Now, the Congress, you will recall, referred to this provision of

the Transportation Act of 1958 in the legislative history as a pallia-
tive, I think was the word that was used, and indicated that these
matters were primarily the responsibility of local interests—matters
of local concern.
Mr. HEMPHILL. Of course, that is 
Mr. HUTCHINSON. Local officials were and are becoming increasing-

ly concerned with respect to the situation that we are dealing with
here.
Mr. HEMPHILL. Did you make a finding after that, that the New

York, New Haven & Hartford could repay that loan?
Mr. HUTCHINSON. The Commission did approve a loan guaranty

application subsequent to the letter to which you referred, Mr.
Hemphill.
Mr. HEMPHILL. What changes had taken place in the financial

structure or in the collateral that would cause you to change that
finding?
Mr. HUTCHINSON. Well, the finding was not changed, Mr. Hemp-

hill. The Commission did, as I say, guarantee a loan.
Mr. HEMPHILL. Well, the Commission made—
Mr. HUTCHINSON. After the letter was written, but the language in

the letter is not a finding on any particular application that was pend-
ing before us, because I am quite certain that there was no applica-
tion pending at that time.

S
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Mr. HEMPHILL. Well you made this statement in the letter:

We believe we should advise each of you that this time—

that is, January 24, 1961—
that unless such financial assistance is actually afforded New Haven promptly it

is difficult to see how we can make the required statutory finding for the guaran-

tee of any further loan to New Haven.

Now, you say a loan has been made since that time?
Mr. HUTCHINSON. That is correct, sir.
Mr. HEMPHILL. What did you base your findings on that the situa-

tion had changed?
Mr. HurrcHmiSoN. Well, the principal change was in the extremely

adverse weather conditions that prevailed in the seaboard area, New
York-New England area, even down as far as Washington, and a
strike of certain railroad marine workers in New York, the duration
of which I am not certain, but I believe it was about 2 weeks-13 or
14 days.
Mr. HEMPHILL. Yes. But you are not basing your findings on

what you said the findings should be based on, the ability to repay.
If you had adverse weather conditions, and if you had the adverse
labor conditions, wherein does that increase the ability to repay the
loan?
Mr. HUTCHINSON. Well, Mr. Hemphill, I mentioned earlier there

was and is increasing local concern in this situation and the New
England Governors, including the Governors to whom—well, the
Governors of New York, Connecticut, Rhode Island, and Massachu-
setts and the mayor of the city of New York, and the county executive
of -Westchester County, had come forward with a plan for assistance
in this area which proposed relief to the carrier, this particular car-
rier, in the sum of $13.7 million per year, as I recall the figure. If
that is not the figure it is not off over a point or two. So this condi-
tion was before the Commission at the time the loan to which you refer
was before us.
Mr. HEMPHILL. Well now, at the time you made the loan, which

was subsequent to this letter, in which you advised you could not make
the loan because they could not pay, did the Commission make a find-
incr that the New York, New Haven & Hartford could repay?
Mr. HUTCHINSON. Yes. We made the finding that the statute re-

quires, and, as I say, we had the benefit of the action that the Gov-
ernors had taken, and they have, as I understand it, plans pending
now before the legislatures of the four States to implement the plan,
and I understand action is expected by March 21.
Mr. HEMPHILL. Well, even before the plan had been implemented,

the Government goes out on a limb through the Interstate Commerce
Commission and guarantees a loan which, until the plans were imple-
mented, is not sound.
Mr. HUTCHINSON. Well, we had strong assurances from people like

the former Governor of Connecticut, Mr. Ribicoff, and from the
Governor of New York, Mr. Rockefeller, and the officials from the
other States, that is Rhode Island and Massachusetts.
Mr. HEMPHILL. Now let me get to some basic questions.
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I think, in fairness to the witness, we had better put in the record
at this point his letter of January 24, 1961, so that the context—if
no one objects, I would like to insert this letter of January 24, 1961,
so that the record will reflect what we are talking about here. You
would not object to that?
Mr. HUTCHINSON. No, not at all.
Mr. WILLIAMS. Without objection, so ordered.
(The document referred to follows.)

INTERSTATE COMMERCE COMMISSION,
OFFICE OF THE CHAIRMAN,

Washington, D.C., January 24, 1961.
Hon. JOHN N. DEMPSEY,
Governor of Connecticut.
Hon. JOHN E. VOLPE,
Governor of the Commonwealth of Massachusetts.
Hon. NELSON A. ROCKEFELLER,
Governor of New York.
Hon. JOHN A. Norrz, Sr.,
Governor of Rhode Island and Providence Plantations.
Hon. ROBERT F. WAGNER, Jr.,
Mayor of New York City.
Hon. EDWIN G. MICHAELIAN,
County Executive of Westchester County, N.Y.
GENTLEMEN: This communication is addressed to each of you by direction of

the entire Interstate Commerce Commission.
As you know, the ability of the New York, New Haven & Hartford Railroad

Co. to continue to serve the New England and Metropolitan New York areas
has been in question in recent years. We at the Interstate Commerce Com-
mission are acutely aware of two historic facts: (1) that the New Haven
emerged from a prolonged railroad bankruptcy reorganization only in 1947,
and even then with such undetermined matters as the related status of the
Boston & Providence Railroad Co.; and (2) that the New Haven transportation
service is an important element of the economy of the States which it serves.
The Transportation Act of 1958 added to the Interstate Commerce Act a new

title V which authorized the Commission to guarantee loans to railroads in an
aggregate principal amount not to exceed $500 million. Title V authorizes such
loan guarantees for the purpose of aiding railroads "in the financing or re-
financing (1) of additions and betterments or other capital expenditures, made
after January 1, 1957, or to reimburse the carrier for expenditures, made from
its own funds for such additions and betterments or other capital expenditures,
and (2) of expenditures for the maintenance of property." Section 504 provides
that no guarantee shall be made "unless the Commission finds that the prospec-
tive earning power of the applicant carrier, together with the character and
value of the security pledged, if any, furnish reasonable assurance of the appli-
cant's ability to repay the loan within the time fixed therefor and reasonable
protection to the United States."
Since part V of the act became effective, the Interstate Commerce Commission

as of January 3, 1961, had guaranteed loans to railroads in the aggregate amount
of $79.3 million: of this aggregate amount $18.159,400, or approximately 23
percent, were made for the benefit of the New York, New Haven & Hartford
Railroad Co.
I am directed by the Commission to call to your attention the circumstances

surrounding its last two guarantees of loans to the New Haven. First. on
October 31. 1960, the Commission, in finance docket No. 21299, New York, New
Haven & Hartford Railroad Co. loan guarantee, authorized the guarantee of
a loan to New Haven in the principal amount of not to exceed $4,500,000, plus
Interest. This was an unsecured loan. The Commission, in its interim report of
October 24, 1960, initially denied New Haven's application on the ground it
could not "find, as required by paragraph (4) of section 504(a), that the pro-
spective earning power of the applicant furnishes reasonable assurance of its
ability to repay the loan within the time fixed therefor (1 year) and reasonable
protection to the United States." However, the Commission further stated
that "in view of the situation here disclosed which, among other things, clearly
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requires .affirmative action on local levels if earnings are to be improved, we
Will withhold entry of an order for the submission by applicant and interested
State and local governmental .agencies of such facts as they deem relevant in
support of the application, including evidence of action on the local level hold-
ing promise of prompt and substantial relief."
On October 31, 1960, following a meeting with representatives of the States

of Connecticut, Massachusetts, New York, and Rhode Island and the city of
New York and Westchester County, the Commission issued an order authorizing
the guarantee of a loan to New Haven in the principal amount of not to exceed
$4,500,000. On December 2, the Commission issued a report to accompanying
and explain its order of October 31. Briefly, the report states that the finding
made in the order of October 31 that there was reasonable assurance of New
Haven's 'ability to repay the loan and reasonable protection to the United States
was based upon assurances or predictions that New Haven would receive massive
aid at the State and local levels early in 1961.
On December 29, 1960, the Commission issued its further order in finance

docket No. 21299 authorizing the guarantee of an additional unsecured loan
of $3,500,000 to New Haven. As the basis for the required statutory finding,
this order referred to "certain representations and statements by representa-
tives of certain States and municipalities in respect of proposed actions by the
respective State and municipal bodies which would improve applicant's future
earning position and its ability to repay the proposed loan within the time fixed
therefor."
Both of the above-guaranteed unsecured loans totaling $8 million are due on

November 3, 1961.
It is clear from New Haven's financial reports on file with this Commission

and with your respective State commissions that New Haven will need addi-
tional financial assistance in the near future—probably not later than April 1.
As noted above, the Commission's actions in authorizing the loan guarantees
of October 31 and December 29, 1960, were based in considerable part upon
the expectation that New Haven would receive substantial financial aid at the
State and local levels early in 1961. In the absence of such expectation, theCommission would have been unable to make the required statutory finding of
"reasonable assurance of the applicant's ability to repay the loan within thetime fixed therefor and reasonable protection to the United States." We believethat we should advise each of you at this time that unless such financial assist-ance is actually afforded New Haven promptly, it is difficult to see how wecan make the required statutory finding for the guarantee of any further loanto the New Haven.
We are sure that you will appreciate the Congress has not empowered us intitle V of the Interstate Commerce Act to provide a recurrent subsidy to anyrailroad. This is clear from the report of the Senate Committee on Interstateand Foreign Commerce on the 1958 legislation (S. Rept. 1647, 85th Cong., 2d sess.,p. 16) to the effect that the committee "does not believe that this temporaryfinancial assistance to the railroads in the form of guaranteed loans is an answerto the long-range railroad problems. * * * This guaranteed loan program isonly offered as a palliative to meet the short-range emergent fiscal needs of somefew of the major railroads and to give them time in which to start feeling thebeneficial effects which will result from the adoption to the other legislativeproposals and recommendations herein contained." The fact that the loanguarantee provisions of title V will expire on March 31, 1961, is further evidence

That Congress did not intend by this ilegislation to empower as to subsidizecontinuously any railroad.
Although the New Haven's future is not the exclusive responsibility of the

State and local governments involved, we must again emphasize the necessity
for prompt State and local assistance in an adequate amount and point out that
we cannot recommend or approve any further assumption of Federal respon-
sibility without prompt and positive assurances that State and local com-
munities are ready and willing to assume a substantial part of the burden.
The issue is whether New Haven is td survive.

Sincerely,
EVERETT HUTCHINSON, Chairman,.

Mr. HUTCHINSON. I would like to say though that the letter does not
say, as I recall it—of course, it sneaks for itself—that the Commis-
sion
.

 could not or would not consider any further loans. I believe the
68488— 61-- 3
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language was that it would be difficult, indeed, unless this aid is forth-
coming. It has not actually come yet, but the assurances are stronger
and stronger as time goes by.
Mr. HEMPHILL. Well, to me what the letter says is that "your loan is

not sound now," and then you make a finding that the loan is sound
later on.
It is your interpretation that the purpose of part 5, which was

passed, I believe, August 12, 1958, was that not right
Mr. HurcniNsoN. That is approximately the date, yes.
Mr. HEMPHILL. Part 5 of the Interstate Commerce Act was passed

to bail out those portions of the industry which were on the brink of
financial disaster.
Mr. HUTCHINSON. Well, I think the legislative history is quite clear

on that point, Mr. Hemphill. I cannot quote it actually. But, as I
say, the Congress did indicate by the legislative history of the act that
the Commission was to assist carriers who could not be financed ade-
quately through normal private sources, on a temporary basis to
March 31, 1961, as a palliative, as the Congress said.
Mr. HEMPHILL. All right.
Were you ever authorized 
Mr. HurcinNsoN. In order to Ow local interests an opportunity

to show an interest and bring that interest to focus on the problem.
Mr. HEMPHILL. Were you authorized to make loans which were

not—guarantee loans which you did not expect to be repaid?
Mr. HUTCHINSON. I do not think so.
Mr. HEMPHILL. All right, sir.
Now, I suppose part 5 of the act, which was passed in 1958, has to

be read in context and in conjunction with other parts of the act,
does it not ?
Mr. HUTCHINSON. Well, you have to do that in just about every

statute that is on the books. However, this part 5 is unique in its field.
Mr. HEMPHILL. I have in mind section 20a which provides that

anytime that you approve the issuance of securities you should find
that it is necessary and appropriate in order to serve the public;
isn't that correct?
Mr. HUTCHINSON. That is correct; yes, sir.
Mr. HEMPHILL. In the face of that, I assume when you made the

loans to the New York, New Haven & Hartford for the $11.5 million
to meet the mortgage bonds and other pressing obligations, you must
have made a finding that that would improve the service, didyou ?
Mr. HurcHixsoN. Well, it improved it in that it maintained the

service. It kept the service that was then in operation, in operation.
I would not say that it improved, although I hoped that it might have.
Mr. HEMPHILL. When you made the loan to the Lehigh Valley 
Mr. HvircHusrsoN. Lehigh Valley.
Mr. HEMPHILL (continuing) . Which was another tax loan, as well

as the Boston & Maine, I believe we talked about yesterday, did you
not circumvent the law to stretch it out to cover a situation in which
you said it was for capital outlays for the purpose of making a find-
ing, but then you come here today and say in your statement that it
was for tax purposes?
Mr. HurcHnsisoN. Not at all, Mr. Hemphill.
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The Commission does require a showing as to how the proceeds of
a loan for which there is an application for a guarantee will be used,
and the carriers have shown this.
Mr. HEMPHILL. In other words, you capitalized tax payments, have

you not?
Mr. HUTCHINSON. No.
Mr. HEMPHILL. Well, you said here the payments here were for tax

payments, and then you turn around and say, no, they were for capital
outlays. Why didn't you put in your statement that they were for
such and such capital outlays "which we are reimbursing" or subsidiz-
ing or whatever my friend up here wants to use, whatever word he
wanted? Why didn't you list that instead of saying they were for
taxes, if they were for taxes?
Mr. HUTCHINSON. The loans were to reimburse the carriers' treasury

for moneys already expended for capital betterments.
Mr. HEMPHILL. Then the words "the proceeds being used princi-

pally to pay overdue State taxes," have no place in your statement.
Mr. HUTCHINSON. No, I would not say that. That is a correct

statement. Part 5, Mr. Hemphill, does not require the Commission
to restrict the use of the proceeds of loans where the loan is to reim-
burse for expenditures already made.
Mr. HEMPHILL. All right, sir.
I want to ask you if you would supply us for the record with a list

of the securities that you have approved under section 20a between
August of 1958 and January 13, 1961. I will give you this.
Mr. HUTCHINSON. I will be glad to do it.
(The information requested follows:)
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•

e

Mr. HEMPHILL. Would you indicate for which of these issues ap-
plications for guarantees were made, and for which issues the guar-
antee was approved; and I would also think it would be appropriate
that you 
Mr. HUTCHINSON. I do not know that I understand what is wanted

here, Mr. 'Hemphill. You mentioned 20a. We can furnish those.
We can furnish those and will do so gladly. What I do not quite
get is your connection between 20a and the loan guarantees.
Mr. HEmpiniAL. Well, if you would 
Mr. HurcinNsoN. Under part 5.
'Mr. HEMPHILL. As I understand it, under part 5 if you issue the
money to reimburse some securities you would have to approve those
securities to some extent, would you not?
Mr. Hurclurrsoisr. May I ask Director Baker to comment on that?
Mr. HEmpumr.. Certainly.

• Mr. BAKER: If incident to a guarantee a security, as defined in sec-
tion 20a is issued, the Commission requires that an application also
be filed under section 20a, and in connection with the guarantee, of
course, it would authorize the issuance of the security under section
20a. But all of the guarantees have not involved securities; some
have.
• Mr. HEMPHILL. Yes, sir;. and I have in mind the fact that in the
New Haven they have involved securities and I wonder if you made
a finding that your paying off of the interest or paying off of the
coupons or whatever you paid in connection with the bonded indebt-
edness, if you're financing that, you found that the bonds were good
and valid and the collateral was sufficient, and there was a better
than even chance of repayment?
Mr. BARER. On the last New Haven loans to which you refer, they

were not subject to section 20a because they came within the exemp-
tion of paragraph 9 which provides that carriers may issue notes
maturing 2 years or less without any authorization from the Commis-
sion, provided those short-term notes do not exceed 5 percent of a
carrier's capitalization; so they did come within that exemption.
Mr. HEMPHILL. So that what you were really refunding was a

short-term debentures or notes or bonds?
Mr. BAKER. No. There was no refunding involved.
Mr. HEMPHILL. Well, you paid the interest and, I suppose, you

paid any current payments which were due; is that true?
Mr. BAKER. The proceeds 
Mr. HEMPHILL. The proceeds were used for that.
Mr. BAKER. The proceeds were used in part to pay interest on some

mortgage bonds, and to pay other current obligations.
But the railroad did make a showing that subsequent to January

1, 1957, it had used money in its treasury for capital expenditures, and
they were capitalizing those expenditures.
There is no restriction in the act, as the Commissioner stated, on

the use that a carrier makes of money that has been paid into its
treasury in reimbursement. But the Commmission, nevertheless, does
require a showing by the carrier as to what it proposes to do with the
money, and it would not make a guarantee unless the carrier showed a
legitimate need even though it might show sufficient capital expendi-
tures.
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Mr. Moss. Would you yield at that point?
Mr. HEMPHILL. Certainly.
Mr. Moss. I wonder if it would be possible in connection with the,

loans to carriers we have just been discussing for the Commission to
provide us, because I believe you are required to guarantee a specific
loan or a specific financing, is that correct?
Mr. HUTCHINSON. Specific loan; yes, that is right.
Mr. Moss. Whatever the form of the financing might have taken,

you guarantee part or all of a specific loan.
Mr. HurcHiNsoN. Well, it is covered by a guarantee agreement.
Mr. Moss. By a guarantee agreement.
The purposes for which the loan was originally made are very

clearly a part of it or of the financing agreement, and I would like to
know what, for instance 
Mr. HurcHiNsoN. The purposes are those as stated in the statute

to which I have referred.
Mr. Moss. Well, I would assume that the purposes in the loan itself

would be more specific than the purposes set forth in the statute.
Mr. HUTCHINSON. Well, the application, and the record, yes, the

record would show it.
Mr. Moss. Because you could make a guarantee to one line under

one of the provisions set forth in the statute you could make it to
another under an entirely different one.
Mr. HUTCHINSON. The showing is in fairly good detail.
Mr. Moss. Yes.
I would like to have the information on the loans themselves the-

loans which had been guaranteed by the Commission for the 
themselves,

Haven, showing exactly what the original proceeds of the loan were
used for, because you have indicated that this was in the nature of—
or, we will say, the Lehigh Valley, because that is where you made a
specific reference to reimbursement.
Mr. Hurcn-iNsoN. All right.
Mr. Moss. That is all.
(The information requested follows:)
The guaranteed loans to the New Haven Railroad fall into two distinct

categories.
In the first category are the loans guaranteed in finance docket Nos. 20372,

20397, and 20398, each of which involved the financing of certain planned future
capital expenditures. Pursuant to the actions of the Commission in those pro-
ceedings, the New Haven obtained guarantees of its obligations (a) in the
amount of $8,159,400 for the financing of its acquisition of 30 new diesel-electric
locomotives, ( b) in the amount of $500,000 for the financing of its acquisition
of certain specified items of maintenance-of-way equipment and machinery, and
(c) in the amount of $1,500,000 for financing the construction of certain railroad
shop facilities.
In the second category are the loans in finance docket No. 21299 guaranteed

pursuant to the Commission's orders dated October 31, 1960, December 29, 1960,
and February 14, 1961, respectively, each of which was for the purpose of reim-
bursing the New Haven for expenditures made from its own funds for additions
and betterments and other capital expenditures made after January 1, 1957.
Pursuant to those orders, the New Haven obtained (a) a guaranteed loan in
the amount of $4,500,000 disbursed on November 3, 1960, (b) a guaranteed
loan in the amount of $3,500,000 disbursed on January 3, 1961, and (c) a guar-
anteed loan in the amount of $3,500,000 disbursed on February 17, 1961.
The proceeds of the loans in the aggregate total amount of $11,500,000 guaran-

teed by the Commission in finance docket No. 21299 were applied by the New
Haven to or toward the payment of certain pressing current obligations, such
as (a) State and local taxes falling due, (b) maturing installments of principal
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and interest on equipment obligations, (c) interest on its mortgag
e bonds fall-

ing due, and (d) payroll and other items falling due.

During the period January 1, 1957, to December 31, 1960, the 
New Haven had

made capital expenditures from its own funds of approxima
tely $25 million

for equipment alone. Certain of these expenditures were used as a basis for

the aforementioned loan guarantees approved in financ
e docket No. 21299.

The Commission has guaranteed two loans to the Lehigh
 Valley. Guarantee

of the first loan in the amount of $5.923,000 was approved b
y the Commission

on November 27, 1959, and the $5,923,000 loan was disbu
rsed to the Lehigh

Valley on November 30, 1959.
This loan of $5,923,000 was made in the following respec

tive amounts for the

following respective purposes:

Financing acquisition of certain freight cars 
$913,948.00

Financing certain other planned capital expenditures 
660,661.23

Refinancing certain outstanding equipment obligations 
created

after Jan. 1, 1957 
1,167,127.15

Reimbursement for expenditures made from own funds
 for addi-

tions and betterments and other capital expend
itures made

after Jan. 1, 1957 
3,181,263.62

Total loan 
5,923,000.00

By its order dated December 7, 1960, the Commiss
ion approved the guarantee

of an additional loan in the amount of $5 mill
ion to the Lehigh Valley. This

loan was for the purpose of reimbursing the L
ehigh for expenditures from its

own funds made after January 1, 1957, for certain
 additions and betterments

or other capital expenditures. This loan was disbur
sed to Lehigh on December

15, 1960. The proceeds of this loan, as well as 
the proceeds of that portion

of the above-mentioned $5,923,000 loan which was
 made for the purpose of

reimbursement, were used to or toward additions 
and betterments both to road

and to equipment, payment of maturing equipment 
obligations, payment of State

taxes, and repayment of bank loans.

Mr. HEMPHILL. I might get back to this New Have
n.

At the time you made the last loan in the face of 
your letter of

January 24, 1961, did you make a finding at that t
ime that the New

Haven could repay the loan you were guaranteeing?

Mr. HUTCHINSON. Yes. As I have indicated, Mr. 
Hemphill, the

Commission made the finding the statute requires, r
easonable prospect

for repayment; that is generally the requirement of the
 statute.

Mr. HEMPHILL. Reasonable prospect of repayment?

Mr. HUTCHINSON. That is right.
Mr. HEMPHILL. You expect it to be repaid?
Mr. H17TCHINSON. Yes, sir.
Mr. HEMPHILL. Do you have a current application under part V,

under section 20a of the issuance of notes, have you had that si
tua-

tion, guarantee?
Mr. HUTCHINSON. I am sorry, I do not understand your question.

I think the answer is, no.
Mr. HEMPHILL. Have you had a situation where part V and sec-

tion 20a, both, would apply?
Mr. HUTCHINSON. Yes, we have; yes, we have.
Mr. HEMPHILL. And have you made the finding then that if you

guaranteed the loan, that it would assure the appropriate service

under section 20a?
Mr. BAKER. That is not a requirement under section 20a. It is that

the loan is necessary or consistent with the proper performance of

the carrier's obligation to serve the public. I am not quoting literally,

but there is no requirement in section 20a that there be a finding that

service be improved.
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Mr. HEMPHILL. What concerns me, sir, is the fact that in your let-
ter of January 24, 1961, you point out what I think should be the
policy:
It is further evidenced that the Congress did not intend by this legislation to

empower us to subsidize continuously any railroad.

That is the finding you make here, and yet we find, either for politi-
cal expediency or for something else, that the subsidization continues,
and I see nothing that is in the record except a promise, which I do
not doubt, but good banking and good business would direct us to
see to it that the measures have been taken to assure the repayment
before the Government steps in and guarantees a loan.
It just seems to me, and it is greatly a matter of concern to me, to

see what I find in this record here it seems to me that the Commis-
sion has taken the law and interpreted it any way it wanted to, and
that the legislative intent of Congress has been aborted because we
are paying taxes for people and calling it capital outlay. You are
subsidizing by capitalization of interest, and I do not know of any
,capitalization of interest except sometimes when you capitalize inter-
est for the purpose of getting something off the ground, like a natural
.gas authority or something like that.
Now I do not—
Mr.
Now, 

Mr. Hemphill, there is nothing that I find in the
statute which requires adherence to strict banking standards in meet-
ing these problems that the Commission was called on to deal with
under part V of the act. The Commission has granted no subsidies.
Mr. HEMPHILL. I am delighted to hear you say that. Perhaps

your interpretation and mine are different, and I respect yours, and
I hope you respect mine.
Mr. HUTCHINSON. I respect yours, sir.
Mr. HEMPHILL. I want to ask you this: Again about this New

Haven, are we to understand that under all the existing conditions
the Commission found the railroad had reasonable assurance of
ability to pay within 15 years or less?
Mr. HUTCHINSON. The Commission made that finding, Mr. Hemp-

hill.
Mr. HEMPHILL. Under all the then existing conditions?
Mr. HUTCHINSON. Yes, based on the entire record and conditions

as we found them.
Mr. HEMPHILL. Did some bank handle this particular loan that

you—some particular bank?
Mr. HUTCHINSON. A group of banks handled it.
Mr. HEMPHILL. A group of banks handled the loan in which they

were allowed to charge an interest rate of how much?
Mr. HurcHiNsoN. Fiver percent, as I recall.
Mr. HEMPHILL. Five percent. But, of course, the banks could not

lose because the Government had guaranteed every nickel of it.
Mr. HurcHiNsoN. It was a guarantee, yes, sir.
Mr. MACDONALD. Would the gentleman yield?
Mr. HEMPHILL. Yes.
Mr. MACDONALD. Sir, could you answer this question: Was the

Commission impressed with the oratory here when this bill was
passed that there was a need to help eastern seaboard railroads, par-
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ticularly, or those who were in financial difficulty, who could not
go to a bank to get loans? Was not the oratory that flowed out of
this committee and out of the Hill geared around the fact that this
was in the general public interest for the riding public, for the
people who were being serviced by the railroads, that the ICC should
go into this business on that basis, as being an emergency loan to
railroads that really needed it, and certainly you were not thinking
Of going into the banking business?
Mr. HUTCHINSON. Certainly the Commission gave very close at-

tention to the debates and to the legislative history and the language
of the-aetitSelf.
May I just say this: The New Haven is a vital rail artery that con-

nects New England, the whole of New England, with New York and
the balance of the country. It provides something over 12,000 jobs
a year, with a payroll roughly of $79 milion.
I do not think there is any doubt as to its role, the vital role it plays

in the strength and security of our country.
Mr. MACDONALD. But more specifically, sir, would there be any

need for the railroad to come to you if they could go to a bank and
0-eta loan?
Mr, HUTCHINSON. I cannot see any.
Mr. MACDONALD. Therefore, isn't that your entire position in look-

ing at these loans, that you have a reasonable expectation of getting
the money back, that you use a little different standard from the stand-
ard used by the banks?
Mr. HUTCIIINSON. There was a showing in every case that they were

unable to receive, through private channels or from private sources,
the financing that they needed.
Mr. MACDONALD. Is that the understanding of the ICC that that

was the intent of Congress in passing this bill?
Mr. HUTCHINSON. I thfilk it is. It is a little stronger than an un-

derstanding. I think it is specifically provided for and prescribed.
Mr. MACDONALD. Therefore would not your answers to the gentle-

man from South Carolina point up the fact that this is a proper func-
tion of the ICC, to keep the railroad system of the United States in
operation?
Mr. HUTCHINSON. Well, the act provides for it.
Mr. MACDONALD. Thank you.
Mr. HEMPHILL. I appreciate the gentleman from Massachusetts try-

ing to answer my• questions, but I want to get back.
Mr. SIBAL. Would the gentleman yield?
Mr. HEMPHILL. Certainly.
Mr. SIBAL. Would you say that if normal banking standards were

applied and railroads qualified under those standards, that there
would be no need for this legislation whatsoever?
Mr. HUTCHINSON. I would say so yes, sir.
Mr. SIBAL. So the whole purpose of this legislation is—as the ques-

tions from the gentleman from Massachusetts indicated—to meet a
national, need where the banks themselves, under their practices, quite-
proper practices,,cannot meet the need.
Mr. HUTCHINSON. That is right. Section 504(a) (1)—excuse

504(a) provides that no guarantee shall be made under section 503(1)
unless the Commission finds that without such guarantee the carrier
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would be unable to obtain the necessary funds on reasonable terms for
the purposes for which the load is sought.
Mr. FRIEDEL. Will the gentleman yield?
Mr. HEMPHILL. I still have the floor, and I am going to keep it, but

I will yield to the gentleman to ask a question.
Mr. FRIEDEL. Do you feel if the ICC had not guaranteed the loans

that some of the railroads might have gone bankrupt?
Mr. HUTCHINSON. Yes, I believe I indicated that as a possibility in

my statement yesterday, Mr. Friedel.
Mr. FRIEDEL. So by guaranteeing the loans, you kept the railroads

going and the employees working and the service almost up to par
because of the loan?
Mr. HUTCHINSON. Yes.
Mr. FRIEDEL. That is all.
Mr. HEMPHILL. To get back to my line of questioning, which has

not been diverted by the various gentlemen who have asked some
questions, as I understand it, the mechanics of this thing would be
that the banks which now make the loan, because the Government
guarantees a hundred percent, would not make the loan, of course,
unless the Government would guarantee it.
Mr. HUTCHINSON. Well, I believe that is correct. But I do not

speak for the banks, of course.
Mr. HEMPHILL. The Government does guarantee 100 percent, does

it not?
Mr. HUTCHINSON. That is correct.
Mr. HEMPHILL. That is the ICC authority contained in part 5?
Mr. HUTCHINSON. Clearly, yes.
Mr. HEMPHILL. So that the group of banks are making 5 percent off

this railroad which is in such fiscal trouble
' 

that the banks would not
make the loan unless they were guaranteed a hundred percent?
Mr. HUTCHINSON. I assume that is correct, yes. But, as I say, I do

not speak for the banks.
Mr. HEMPHILL. Now, then, of course, the banks cannot lose. They

have got the Government behind them.
Mr. HurciriNsoN. I believe that is correct.
Mr. HEMPHILL. The banks cannot lose.
Now, then, what examination does the ICC make to determine

whether or not either there is a necessity in changing a managerial
policy, the necessity for the improvement in service, which is a thing
we are all interested in, or a necessity for other changes in order to
put this railroad on a paying basis, because if it was not on a paying
basis at the time you made the loan, something has to change to put
it on a paying basis.
Mr. HUTCHINSON. Well, the one thing we hope would change, of

course, Mr. Hemphill, is general business conditions.
But, to answer your question more specifically, I would say that the

Commission made a most exhaustive study of the situation of the New
Haven Railroad both from an accounting and an engineering stand-
point.
Mr. HEMPHILL. As a result of that study, did you determine that

the service would be improved enough to attract the customers to
make a profit to pay the loan?



GUARANTEED LOANS FOR RAILROADS 43

Mr. HUTCHINSON. Well, I do not know that we did, but we deter-
mined that the service should be improved.
Mr. HEMPHILL. You determined that the service should be im-

proved?
Mr. HUTCHINSON. Yes, sir.
Mr. HEMPHILL. What authority would you have to insist as a part

of your guaranty that the service would be improved?
Mr. HUTCHINSON. No direct authority, Mr. Hemphill. We do not

run the carriers as you know.
Mr. Moss. Would the gentleman yield?
Mr. HEMPHILL. Yes, sir.
Mr. Moss. If you' are up here to decide whether or not you were

going to determine financing to guarantee it, that at that point in-
herent in the right of the Commission to determine whether or not
they will issue a guaranty of the financing, they have a great deal of
authority to determine whether or not, as a condition of the financing,
they will require an improvement of service, and I do not think they
have to find any statutory power to rest on in claiming that right.
Whenever you are loaning money you have almost complete discretion
as to whether you are going to require someone to improve his business
as a condition to making the loan. If he does not want to agree with it
you do not make the loan. The same would apply to any practices
of management. These items are all brought into focus at that point.
Mr. HUTCHINSON. As I said, we had gone into the situation of the

New Haven in a separate proceeding.
Mr. Moss. The question of Mr. Hemphill went to the question of

requiring as a condition precedent to the loan, that you demand
certain improvements of service or that you insist upon correction of
certain management practices.
Mr. HUTCHINSON. Yes, Mr. Moss.
Mr. Moss. And whether or not you were in a position to make

such demands-
Mr. HUTCHINSON. Mr. Moss, the objective was to keep the service

in operation.
Mr. Moss. At an inadequate level or at an adequate level?
Mr. H-urTcHiNsoN. At an adequate level.
Mr. Moss. Because you are required to make that finding under

20(a), are you not?
I notice the gentleman with you said you were not. But, as I

read it, the Commission shall make such order only if it finds that
such issue or assumption is for some local objection within its corpo-
rate purposes and compatible with the public interest which is neces-
sary or appropriate for or consistent with the proper performance
by the carrier of service to the public.
That would imply to me that there was need to find that the service

was proper, at least.
Mr. HUTCHINSON. A finding of consistency 
Mr. Moss. Andinadequate service would not be proper

' 
would it?

Mr. HUTCHINSON. No, inadequate service would not be desirable
that is true.
Mr. Moss. We are talking about the matter of propriety.
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Mr. HUTCHINSON. But the language of the statute, as you have just
read, relates to consistency with the rendition of adequate service.
That is the language of the act.
Mr. Moss. That is right.
Mr. HUTCHINSON. It is a matter of consistency with it.
Mr. Moss. Consistent with the proper performance by the carrier

of service to the public. You have to read it all to get it.
Mr. HUTCHINSON. That is right.
Mr. Moss. It would not be consistent with it if it were not adequate

service and proper service.
Mr. HUTCHINSON. Well, of course, adequate service is always the

• goal, and even perfect service is the goal, but that is something to
strive for, and I think we have to recognize that it is seldom, if ever,
achieved. But there is certainly always room for improvement, and
the Commission has been very concerned in this area.
Mr. Moss. Well, did the Commission make a judgment as to whether

or not the applicant carriers would be in a better position to pay their
loan if they improved to any degree whatsoever service?
Mr. HurcHiNsoN. I do not recall that we made any such finding in

connection with the loan applications that we have been talking about
here this morning, Mr. Moss.
Mr. Moss. You made no judgment about that?
Mr. HUTCHINSON. The object, as I say again, was primarily to

preserve the service that existed. Of course, it is necessary to preserve
before you can improve. We are hopeful of improving the service.
Mr. Moss. But you do have the authority, as the guarantor of the

loan, to require, whether or not it is spelled out in the statute, that
deficiencies in service which are deemed to be important, or defects in
management, be corrected as a condition precedent to granting the
guarantee of the loan, have you not?
Mr. HUTCHINSON. Well, Mr. Moss, perhaps the authority is there,

but 
Mr. Moss. It is inherent, is it not?
Mr. HUTCHINSON. Sir?
Mr. Moss. It is inherent.
Mr. HurcmiNsoN. You have to employ reason along with the au-

thority that is there ; and, as I say, you have to preserve the service
before you can require or do anything about improving the service.
Mr. Moss. Well, you are going to make a loan, and you are conscious

of some bad practices in management or in some deficiency in manage-
ment which in your judgment, should be corrected in order to enhance
the probability of repayment, and you certainly are under a direct
obligation to require that a condition before granting the guarantee on
the loan, are you not?
Mr. HUTCHINSON. If there were something specific that could be

pointed to.
Mr. Moss. Well, I stated it in terms of a specific to get agreement at

that point. Then any deficiencies in management of which the Com-
mission might take cognizance could be—there could be a require-
ment for the correction thereofbefore the guarantee was issued?
Mr. HurcmicsoN. Well, there could be the requirement, Mr. Moss.
Mr. Moss. There could be the insistent requirement.
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MI'. HUTCHINSON. But befOre the requirement could be put into
effect the service could be gone. I mean you have to preserve the
service before you can require improvement.
Mr. Moss. You mean that these cannot be concurrent steps? I

would wager that a great many loans-
Mr. HUTCHINSON. It seems to me the service has to be there first.
Mr. Moss. That a good many officers of the banks and other lend-

ing institutions have carefully studied applications for loans, and
substantial ones, and agreed upon underwriting only if certain condi-
tions in management or in service were corrected.
Mr. Hurciingsaiv. I am n sure that is true, Mr. Moss;
Mr. Moss. Making of it a better loan in their judgment.
Mr. HUTCHINSON. Well, as I indicated earlier

' 
the Commission

under the terms of the statute, is not adhering to strict banking
standards.
Mr. Moss. Well, I think that the exercise of prudence is still a

responsibility of the Commission. While you are not held to the
same requirements that, would guide a banking official, nonetheless
you are held to a requirement to find that there is reasonable assurance
of repayment.
Mr. HuTcuiNsoN. Well, Mr. Moss, as I said, the loans that we

have been talking about here have been to preserve the service.
Now, the type of improvement that you have reference to would

require many millions more in additional loans or financing from
some source for improvement of the plant.
Mr. Moss. If you are preserving a service which has produced the

result of a decline in revenue, a rather shaky outlook, to the point
where the normal lending institutiOns have been reluctant to come
forward to underwrite any further financing, if you are only pre-
serving that which has not been able to support the railroad and
permit it to meet its obligations, how can you solve its problems or
assure a continuation of service if you merely pump in a few
emergency dollars?
Mr. HUTCHINSON. Mr. Moss, I will say that I am not certain as to

who can solve the problems, but the Commission has followed the
mandate that the Congress gave it, and has preserved the service
that is to say, the service is still there and, as I have said, we are
hopeful that the service will improve.
Mr. Moss. I was not. one of those whose oratory would have mis-

lead you in connection with the original passage of this act because
I had serious reservations, one, on giving authority to the ICC to
approve this type of guarantee of loans.
I thought there might be other agencies in Government more

familiar with this sort of activity than the ICC.
Mr. HurremNsorT. Well, I will agree
Mr.. Moss. I have reservations over the issuance of 100-percent

guarantees, feeling that a little bit of participation on the part of
some lending institutions in the risk itself might lead to a more care-
ful examination of practices which may have been responsible, in
part, .for bringing the railroad to a, point where they needed this
type of finance.
(Mr. Flynt is now presiding.)
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Mr. HUTCHINSON. Well, the Congress could have taken some other
approach, I am sure.
Mr . Moss. So I just wanted to say that I do not think the mandate

is as clearly spelled out as your remarks indicate, and with all due
respect to my very distinguished colleague from Massachusetts, as his
remarks would indicate----
Mr. HUTCHINSON. I respect your views.
Mr. Moss (continuing) . I think there was a clear intent that you

not just preserve the status quo which, in a number of these instances,
was one of gradual decline, because the inevitability there is one of
ultimate failure, and if that •is the picture facing you when you
examine the application, then I defy anyone to show me reasonable
assurance,. because that must be a finding made on the basis of the
then existng conditions, that there was, in fact, reasonable assurance
of ability to repay within the limits of the time placed upon the
guarantee.
Mr. Hemphill, I yield back.
Mr. HEMPHILL. I want to yield to the gentleman from Massa-

chusetts.
Mr. MACDONALD. Thank you, Mr. Hemphill.
Actually my sympathies in the ICC procedure toward the loan,

I think, have become fairly obvious.
But there is one thing I really do not understand, and I agree in

some respects with the gentleman from California about the cutting
off of service.
But I really do not understand, with the power that you have in

making these loans, your testimony on page 6 of yesterday where
you pointed out:
The Commission also believes it important to mention that there is someevidence that maintenance of properties is being deferred to substantial extent.
Now, as I recall, a year ago I introduced a bill to make it mandatory

that the properties be maintained at a certain level and the ICC at
that time opposed such a bill.
Now, I cannot conceive of how you can come before this commit-

tee in defense of your position and admit or rather proclaim that
there is evidence that the maintenance of properties on these rail-
roads is deteriorating to a marked degree because, as you know, that
goes to the very basis of safety on a railroad, and it also goes to the
basis of a number of jobs of longtime employees of the railroad.
I wonder if you could clear up, if you can clear up, the discrepancies

in your attitude a year ago and your attitude as put forth in your
statement here on page 6 of yesterday's testimony.
Mr. HurcHiNsoN. Well, there is evidence of deferred maintenance

on many of the roads.
Mr. MACDONALD. Isn't this a terribly dangerous thing?
Mr. HuircHiNsoN. The Commission is concerned about this. But

whenever there is an indication that deferred maintenance involves
the safety of operation then the Commission does step in and requires
that corrective action betaken.
Mr. MACDONALD. Aren't you in a very strong position with regard

to the railroads to whom you have made loans to see that this condi-
tion does not exist?
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Mr. HUTCHINSON. Well, not necessarily, Mr. Macdonald. As I

indicated earlier, you have to preserve the service first or else you do

do not have anything left.
(The chairman is now presiding.)
Mr. MACDONALD. I do not think anyone could quarrel with that

statement. But I do not quite see its pertinence. If you have an un-

safe roadbed you do not have anything much left either.

Mr. HuTcHirrsoN. Well, as I say, we make every effort that we are

.capable of making to insure that the maintenance level does not dro
p

below safety levels.
Mr. MACDONALD. Don't you think that that is one of the grave prob-

lems of the railroads?
Mr. HUTCHINSON. I think that it is a very serious problem.

Mr. MACDONALD. And that the traveling public is in jeopardy
?

Mr. HurcuiNsoN. The traveling public and the people who opera
te

the trains are protected.
Mr. MACDONALD. What steps, if any, have you taken to shore

 up this

side of the so-called hard-hit railroads?
Mr. HUTCHINSON. Well, apart from the loan guaranty pro

gram,

Mr. Macdonald, as I indicated earlier, the Commission is con
stantly

active in this area to insure that maintenance does not
 deteriorate

below reasonable safety standards.
Mr. MACDONALD. In your very words you say that maintenan

ce of

property is being deferred to a substantial extent, and I agre
e those

are esoteric words. But "substantial extent" to me, as a
 layman, in-

dicates a dangerous situation.
Mr. H-criviiimoN. Well, it is not just a matter of safety, Mr. Ma

c-

donald. You have other things, such as an upturn in the
 bad order

-cars, and paint and preservative for structures—that s
ort of mainte-

nance which would not relate directly to safety.

As I say, the Commission has a continuing program
 to see to it

that maintenance does take place and is not deferred to s
uch an extent

that safety is impaired.
Mr. MACDONALD. Well, just to put my own mind at 

rest, because

I am in favor of the attitude you have taken toward r
oads that need

your help for it is not just the railroads who are here c
oncerned, it is

the public, it is the people who use it for freight, it is 
the passengers,

and it is everybody concerned with the economic pos
ture of a whole

• area, but I would like to ask you this question: When 
a railroad comes

in to ask for a loan do you make and have you mad
e it a point to see

to what extent the maintenance of properties is defec
tive?

Mr. HurcHirrsorr. Well, as I have indicated, we 
made accounting

and engineering studies or examinations of most of t
he roads that have

had applications before us; but, quite apart from 
that, in connection

with any applications under part V, the Commis
sion does have the

program of seeing to it that maintenance does no
t drop below safety

levels.
Mr. MACDONALD. Thank you.
Mr. COLLIER. Will the gentleman yield?

Mr. HEMPHILL. Mr. Chairman, I had the flo
or but I have been

_ yielding back and forth. I do not want you to th
ink that I have been

doing all the talking.
Mr. Flynt, when he was occupying the Chai

r, suggested that we

recess, if it would be convenient with the chai
rman, to put on some
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other witnesses, in ease we want to pursue it, because he has been
on the stand for sometime, and other witnesses are from out of town.
The CHAIRMAN. Gentlemen, I would like to conclude with this wit-

ness on this subject, if we can. If the gentleman from South Carolina
will proceed without interruption, I would appreciate it.
Mr. HEMPHILL. Let me ask you three questions:
Since you have the right under part V to make the loan guarantees

upon terms and conditions as set forth in section 503, prescribed by
the Commission, and since in section 501 the language of the statute
says that one of the purposes is to provide assistance for maintaining
facilities, can you not insist under-your- authority as a part of the
agreements on the loan that the facilities are maintained?
Mr. HUTCHINSON. Well, Mr. Hemphill, the Commission does this,

as I have indicated, in response to other questions, quite apart from
any applications under part V. Since we do it anyway, I do not
see, if I understand your question correctly, any need to attach it as
a condition to the approval of a loan guarantee application. We have
the authority to see that this is done, and we do it.
Mr. HEMPHILL. Well, now, as part of your authority, since you have

that authority, do you have the authority to insist until the fiscal
structure is improved that dividends, are not paid out of this capital
outlay, that excessive salaries are not paid, and that other things
like that are not paid out of the capital which the U.S. Government
is guaranteeing, and which is not supposed to be used, as I understand
it, for the payment of dividends and excessive salaries and the like?
Mr. HurcHiNsoN. We have so restricted them with respect to the

payment of dividends, yes.
Mr. HEMPHILL. I want to thank you for the patience you have

shown me. I am sorry I had to question you so much, but I am very
much interested, and I am new on the committee, and my ignorance
prompted probably more questions than I would have asked.
Mr. HUTCHINSON. I hope I have been helpful.
Mr. HEMPHILL. You certainly have. I am finished. I yield to

Mr. Collier.
The CHAIRMAN. Has the gentleman concluded?
Mr. HEMPHILL. Yes.
The CHAIRMAN. The Chair feels that he has to call on Mr. Bennett,

unless Mr. Bennett wants to yield to someone else.
Mr. BENNETT. Mr. Chairman, I have only one or two questions.
I wonder why it is that only the seven or eight railroads out of

all the country's railroads have availed themselves of the provisions
of this act? Can you enlighten us on that, if you can?
Mr. HUTCHINSON. I am sorry, Mr. Bennett, I do not believe I heard

your question.
Mr. BENNETT. A lot of railroads operate in the country.
Mr. H17TCHINSON. Yes, sir.
Mr. BENNETT. But only the seven that are named here in this listapplied for help under this law. Are these the only railroads in thecountry that need financial aid? Why is it there have been so few

applications under the law? ,
Mr. HUTCHINSON. Perhaps- these are not the only roads, Mr. Ben-nett, that need financial aid, But I think our experience indicates

11
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that the carriers, for reasons which are not entirely clear to me, have
sought assistance under this program more or less as a last resort.
Mr. BENNETT. You mean they could not get it any place else?
Mr. HUTCHINSON. That is about it; yes, sir.
Mr. BENNETT. Well, there are three that, it looks to me as though

the law so far has operated just for the benefit of about three rail-
roads, New York Central, New Haven, and Lehigh Valley. They
have got about $71 million out of $85 million that have been loaned.
Mr. HUTCHINSON. I believe those are the figures; yes, sir.
Mr. BENNETT. Are those roads in bankruptcy?
Mr. HUTCHINSON. Are they?
Mr. BENNETT. The New York Central, is it bankrupt?
Mr. HUTCHINSON. No, sir.
Mr. BENNErr. Can they get their money someplace else besides the

Government?
Mr. HUTCHINSON. They made a showing that they could not do

so advantageously on reasonable terms. They made a showing that
brought them within the provisions of the part V.
Mr. BENNETT. Is the New Haven Railroad bankrupt?
Mr. HUTCHINSON. No, sir.
Mr. BENNETT. Could they get their money someplace else?
Mr. HUTCHINSON. Well, they have made a showing that they could

not.
Mr. BENNETT. What do you mean when you say they could not get

it as advantageously somewhere else as they could under this law?
Mr. HUTCHINSON. Well, upon reasonable terms, as the statute

prescribes.
Mr. BENNETT. Can you be more specific?
Mr. HUTCHINSON. Well, by reasonable terms, I would say this goes

to the rate of interest, for instance.
Take the case of the Central. Perhaps they could have obtained

the funds from other sources at a point or two higher interest rates
or something of that kind. But they made a showing 
Mr. BENNEm Are these the only applications that are on file now

before the Commission, the seven or eight railroads?
Mr. HUTCHINSON. These are applications, Mr. Bennett, that have

been acted upon.
Mr. BENNETT. Have you got any further pending applications from

these three roads that got about 80 percent of the money, the first three,
the New York Central, the New Haven and the Lehigh Valley?
Mr. HurcHiNsoN. I do not think so, Mr. Bennett.
Mr. BENNETT. They are not asking for any more money now?
Mr. HUTCHINSON. We do have some applications pending, as I indi-

cated yesterday.
Mr. BENNETT. From whom?
Mr. HUTCHINSON. Totaling about $30 million.
One from the Missouri, Kansas, Texas, and the other from the Erie-

Lackawanna.
Mr. BENNETT. They have not gotten any money yet?
Mr. HUTCHINSON. No, they have not.
Mr. BENNETT. Are there any other applications besides those two

pending?
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Mr. HUTCHINSON. The last application of the New Haven was for
$5 million. The Commission passed on only $3.5 million of the amount
of the application, and to that extent, perhaps you could say that that
is pending. If so, that would be in addition to those that I mentioned
yesterday.
Mr. BENNETT. It looks to me like the law is for the benefit of a

couple of these eastern railroads; that the bulk of the railroads in the
country can get their money through private sources without having
the Government come in here and make these loans.
Mr. HUTCHINSON. Well, it is a fact that they have not come to us,

with the exception of the Katy. It is not an eastern road, of course.
Mr. BENNETT. If it was not from this law, they 'would be getting

their money from private sources.
Mr. HUTCHINSON. The 'Chicago & Eastern Illinois—now these are

smaller roads, but the Chicago & Eastern Illinois, of course, is not an
eastern road, nor is the Norfolk Southern nor the Georgia & Florida.
Mr. BENNETT. That is all.
The CHAIRMAN. Mr. Flynt.
Mr. HUTCHINSON. There is language in the report on the bill in

1958 pointing up the situation facing the eastern roads. This would
be in line with your question, Mr. Bennett.
Mr. BENNETT. You have got the eastern roads pretty well taken

care of, so that solves it. If what you say is true, they have not
applied for any new money, and they have gotten 80 percent of what
has been loaned so far; apparently their problem has been taken care
of.
Mr. HUTCHINSON. We have no applications from them other than

as I have indicated.
The CHAIRMAN. Mr. Flynt.
Mr. FLYNT. Thank you, Mr. Chairman.
Mr. Hutchinson, some questions have been directed to you which

indicated that these loans are Government loans. Isn't it true that
these loans have been made by a private banking institution?
Mr. HUTCHINSON. That is correct.
Mr. FLYNT. And guaranteed by the Government?
Mr. HurcHiNsoN. That is correct, Mr. Flynt.
Mr. FLYNT. Has the Government been called on to make any of

these good yet?
Mr. HUTCHINSON. Not yet, Mr. Flynt.
Mr. FLYNT. Is there any likelihood within the foreseeable future,

within calendar year 1961, that any demand would be made upon the
Government?
Mr. HUTCHINSON. Well, I would hope not.
Mr. FLYNT. Is there any likelihood?
Mr. HUTCHINSON. I know of none now.
Mr. FLYNT. All right, sir.
During June of 1960, did the Interstate Commerce Commission in

docket No. 33332 cause an investigation to be made into the mana-
gerial policies or the efficiency of the New York, New Haven & Hart-
ford Railroad?
Mr. HUTCHINSON. We did; yes.
Mr. FLYNT. Do you have a copy of that?
Mr. HUTCHINSON. I do not have it before me.
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Mr. FLYNT. Could you supply it for the committee files?
Mr. HUTCHINSON. I would be glad to.
Mr. FLYNT. During a part of that, did Mr. M. Paoli, Bureau of

Accounts of the Interstate Commerce Commission, submit a verified
statement?
Mr. HUTCHINSON. Well, Mr. Flynt, I cannot answer your question.

May I ask though, whether the document that you have just asked
for was the report of the Commission that was issued as a result 
Mr. FLYNT. I do.
Mr. HurcHiNsoN (continuing). Of that investigation?
Mr. FLYNT. Yes, sir.
Mr. HUTCHINSON. That was a report by Commissioner Webb and

Examiner Ries, I believe. Is that the one you refer to?
Mr. FLYNT. That is correct.
Mr. HUTCHINSON. I will be glad to furnish that.
Mr. FLYNT. I would also like to request that, at the same time, you

furnish a copy of the verified statement of Mr. M. Paoli, Bureau of
Accounts, Interstate Commerce Commission, along with the report by
Commissioner Webb.
Mr. HUTCHINSON. If we have it, and I am sure we do, we will fur-

nish it.
(The information requested was placed in the committee files.)
The CHAIRMAN. Mr. Younger.
Mr. YOUNGER. I would like to make one statement for the record.

I do not want to enter into a debate with my good colleagues, which
is to the effect that I do not concede that the Government, through
any of its agencies, the ICC or the Maritime Commission or the FHA
in guaranteeing loans, has any inherent right to assume management.
I just want that of record, so far as I am concerned, that is the

situation, and if we are going to guarantee loans and at the same time
have in mind that we are going to follow the loan with management
on the part of the Government or on the part of the agencies, I should
vote against the continuance of this bill.
That is all, Mr. Chairman.
The CHAIRMAN. Mr. Dingell.
Mr. DINGELL. Mr. Chairman, I should like to ask one question.
Do you clear on these loan guarantees with other Government

agencies which have had experience in this field and which have
knowledge dealing with the financial world, like the SEC, the Depart-
ment of Commerce, and Maritime Commission?
Mr. HUTCHINSON. Have we cleared?
Mr. DINGELL. Yes.
Mr. HUTCHINSON. We have not cleared with them, but we have had

consultations with the Treasury and the Justice Department, for in-
stance, in working out the loan guarantee agreement under part V.
Mr. DINGELL. You have cleared on this in general terms or in spec-

ific cases.
Mr. HUTCHINSON. Well, in the manner that I—that is one situation

that I think of where we did collaborate, so to speak, or confer with
two of the departments, Treasury and 
Mr. DINGELL. On the formulation 
Mr. HUTCHINSON (continuing) . Justice —
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Mr. DINGELL (continuing). On the formulation of a standard agree-
ment form.
Mr. HUTCHINSON. Yes.
Mr. DINGELL. Now, with regard to specific guarantees, have you

checked with, for example, SEC?
Mr. HurcHiNsoN. I do not know that we have, Mr. Dingell.
I would answer that question in the negative.
Mr. DINGELL. Does it not appear to be good administration to check

,with other Government agencies on these things to achieve the advan-
-tage of the expertise that they might have on any specific case?
Mr. HUTCHINSON. Well, as a general proposition, I would agree

with you, that coordination and check, as you say, is good. But we
feel that we have the primary expertise in matters of this kind.
Mr. DINGELL. On transportation. How about 
Mr. HUTCHINSON. We have, and would if we saw a need for it,

seek consultation with other agencies where we thought it might be
useful.
Mr. DINGELL. The question I am getting around to is, have you or

can you tell this committee whether you have, checked, for example,
with SEC on any single one of these applications that you have re-
ceived for guarantee?
Mr. HurcimisoN. No, Mr. Dingell, we have not checked with SEC;

and I offhand think of no reason why we might have. I just do not
know how SEC could have been useful in any of the situations up
to now.
Mr. DINGELL. You think this would be worthy of exploration by

your agency?
Mr. HUTCHINSON. Well, perhaps we would if we saw some pos-

sibility of such a check being useful to us, I would.
Mr. Moss. Will you yield?
Mr. DINGELL. I would be happy to.
Mr. Moss. On the loans made so far by the Commission, or the

guarantees issued so far by the Commission, have any of them been
for less than 100 percent?
Mr. HUTCHINSON. No, they have not, Mr. Moss.
Mr. Moss. They are all 100-percent guarantees?
Mr. KurcHiNsorr. They are.
Mr. Moss. Has the Commission in its negotiations conducted in

connection with the financing tried to work out arrangements where
the guarantee would be for an amount less than 100 percent?
Mr. HUTCHINSON. Without having gone into it too much, we have

had indications, Mr. Moss, from the lenders or prospective lenders,
that they would not be interested in the loan unless they got 100-
percent guarantee.
Mr. Moss. You have had indications; how were these indications

obtained?
Mr. HurrcirmsoN. Well, largely through field checks or field in-

vestigations that our loan examiners have made of the :prospective
borrower and their operations and their situation as it existed.
As a part of that check, they have made contacts on the prospective

lenders, and lenders generally, whether classified as prospects or not,
just as a matter of bringing knowledge to bear on the subject.
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Mr. Moss. Who are the field examiners in the ICC ?
Mr. HUTCHINSON. It is not a field examiner, Mr. Moss. I mean,

we do not have any examiner stationed in the field.
Mr. Moss. Loan examiner.
Mr. HurcuiNsoN. The loan examiners or analysts are here in

Washington, and they have made whatever trips were necessary to
the field.
Mr. Moss. What is their general classification?
Mr. HUTCHINSON. YOU,Meall title or their 
Mr. Moss. Title, classification, and how many and who are they?
Mr. 1-turcHiNsoN. Well, Mr. Lynch is at the present time in charge

of the section.
Mr. Moss. In other words, to tighten this up, because I do not want

to take the committee's time, I would ask that he supply for the record
the information as to the number

' 
the grades, and a brief summary

of background experience of the loan examiners, the gentlemen who
have gone out and dealt with the lending institutions making the loans.
The CHAIRMAN. In connection with these applications?
Mr. Moss. Yes; because these are all guaranteed at 100 percent, and

I think it would be very helpful.
The CHAIRMAN. Can you supply that information?
Mr. HUTCHINSON. We can supply it, Mr. Chairman.
The CHAIRMAN. YOU may supply it for the record.
(The information referred to follows:)
(Attached hereto is a brief summary of the background experience of the

principal employees engaged in work in connection with the loan guarantee
program under part V:)

GEORGE F. LYNCH, CHIEF, SECTION OF LOANS AND FINANCIAL ANALYSIS (GS-15)

Mr. Lynch is 55 years of age, was graduated from the Wharton Evening School
of the University of Pennsylvania; received a bachelor of commercial science
degree from Benjamin Franklin University, Washington, D.C. ; and attended
George Washington University for 3 years. He was employed for 5 years in the
accounting department of the Pennsylvania Power & Light Co., in Wilkes-Barre,
Pa. Since 1928, except for periods with other Government agencies as indicated
below, he has been employed by the Interstate Commerce Commission in various
accounting and financial capacities in its Bureau of Transport Economics and
Statistics, Bureau of Motor Carriers, Bureau of Accounts, and Bureau of Fi-
nance. For approximately 1 year (1933-34) he was detailed to the Office of the
Federal Coordinator of Transportation, during which time he participated in
various corporate financial studies. In 1950 he was transferred to the Defense
Transport Administration to assist in organizing the tax amortization and de-
fense loan division of that administration and later became Chief of its Section
of Defense Loans, which section processed loan applications from railroads,
motor carriers, and public storage concerns under section 302 of the Defense
Production Act of 1950.
Upon enactment of the Transportation Act of 1958, Mr. Lynch was transferred

to the Bureau of Finance and designated Chief, the Section of Loans, a new
section created to process loan-guarantee applications under the new statute. On
January 1, 1960, his duties were enlarged as a result of the creation of the new
Section of Loans and Financial Analysis which embraces the work of the old
Section of Loans and certain other financial analysis work formerly performed
In the Bureau of Accounts and other sections of the Bureau of Finance in con-
nection with applications by railroads and motor carriers for authority to issue
securities and applications by such carriers for authority to merge, consolidate,

lease, or purchase properties of another carrier or carriers.
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W. MEADS FLETCHER, ASSISTANT CHIEF, SECTION OF LOANS AND FINANCIAL ANAL-
YSIS (GS-15)

Mr. Fletcher is 63 years of age. He received his Litt. B. degree from Princeton
University and his LL.B. degree from the University of Pennsylvania Law
School. From 1922 to 1926 he was in the legal department of the Pennsylvania
Railroad, engaged principally on freight-rate cases before the Commission, and
later became assistant solicitor, and assistant general solicitor of that railroad.
From 1926 to 1934 he was in private practice in Philadelphia. From 1935 to
1954 he was with the RFC as counsel, then chief railroad counsel, and then
special railroad counsel, during which time he was engaged principally in the
legal phases of loans and guarantees of loans to railroads and in railroad reor-
ganization proceedings. From 1956 to 1958 he was Assistant Chief Counsel,
Office of Defense Lending, Treasury Department, engaged in work of the same
nature as with RFC. Since 1958 Mr. Fletcher has been Assistant Chief, Section
of Loans and Financial Analysis of the Bureau of Finance, and has the primary
responsibility for the preparation and review of legal documents covering loan-
guarantee transactions and the closing of such transactions.

HUBERT B. STEELE, LOAN EXAMINER (GS-13)

Mr. Steele is 60 years of age. He graduated from Emerson Institute, Wash-
ington, D.C., and attended Trinity College and Benjamin Franklin University.
From 1923 to 1937 he was in the Accounting Division of the Public Utilities
Commission of the District of Columbia and became Assistant Chief Accountant
of that Commission. From 1937 to 1949 he was with the Reconstruction Finance
Corporation and during that time served as public utility loan examiner, indus-
trial loan examiner, Chief Supervisor of Defense Homes Corporation, and
Assistant Chief Examiner, Defense Plant Corporation. From 1950 to 1958 he
was engaged in private practice as financial consultant. Since 1958 Mr. Steele
has been a loan examiner in the Commission's Bureau of Finance and has been
engaged almost entirely on loan guaranty work.

CHARLES H. HELSPER, ATTORNEY ADVISER (GS-13)

Mr. Helsper is 52 years of age. He received his LL.B. degree from Washburn
University, Topeka, Kan.;  and has taken graduate work at George Washington
University Law School. He is a member of the District of Columbia bar and
has been admitted to practice before the Kansas Supreme Court and the U.S.
Supreme Court. He was employed by the Santa Fe Railroad in Topeka, Kans.,
for approximately 6 years. For approximately 6 years he was with the Recon-
struction Finance Corporation as an examiner in its Railroad Division. For 3
years he was with the War Production Board, Division Requirements Commit-
tee. He served in the Navy for 4 years attaining the rank of lieutenant com-
mander. From 1947 to 1949 he served in the Department of Commerce; and for
approximately 10 years thereafter was with the Central Intelligence Agency
engaged in studies of foreign corporations. Mr. Helsper was an attorney adviser
in the Section of Loans of the Commission's Bureau of Finance from March 18,
1959, until April 3, 1960, at which time he was transferred to the Section of
Securities and Reorganizations of that Bureau.

JOSEPH A. WOOLMAN, ATTORNEY-ADVISER

Mr. Woolman is 47 years of age. He received his A.B. and LL.B. degrees
from Union University, Albany, N.Y. He is a member of the New York and
District of Columbia bars, and has been admitted to practice before the Supreme
Court. From 1938 to 1941 he was engaged in private practice in Albany, N.Y.
From 1941 until 1955 he was with the Reconstruction Finance Corporation or
its subsidiaries in various legal capacities including Assistant General Counsel,
War Damage Corporation; and Assistant General Counsel, Federal Facilities
Corporation. From 1955 to 1957 he was Assistant Chief Counsel, Office of
Defense Lending, Treasury Department; and from 1958 to 1959 he was Chief of

•
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the Opinions and Legal Services Division, U.S. Bureau of Public Roads. From

September 14, 1959, until April 3, 1960, Mr. Woolman was an attorney adviser

in the Section of Loans of the Commission's Bureau of Finance in GS-14. On

the latter date he was appointed hearing examiner (GS-15) in the Section of

Hearings of that Bureau.

The CHAIRMAN. The Chair is going to have to really insist that the
members now utilize their time and not yield it, because if it is yielded
all around, other members who are entitled to their time will be
waiting.
I think we will move along in better procedure.
Mr. DINGELL. I have just one last question.
The CHAIRMAN. We have a lot of witnesses, and I remind the

members of that.
Mr. DINGELL. You said that you had cleared in a general way the

general agreement which you would make with the railroads and with
the loaning bodies. Have you had any specific conversations with any
Government agencies other than Justice and the other agency you
mentioned, on this subject, either with regard to general—
Mr. HuTcHiNsoN. I do not recall any, Mr. Dingell. We called on

Treasury and Justice for assistance in the preparation of this agree-
ment back in 1958, as I have indicated.
Other than that I know of no clearances such as you have indicated.
Mr. DINGELL. Thank you, Mr. Chairman.
The CHAIRMAN. Mr. Collier.
Mr. COLLIER. Mr. Chairman, I will try to confine my remarks here

to about 3 minutes.
Mr. Hutchinson, repeatedly you have made the statement in the

course of testifying here that the return to financial stability or the
financial rehabilitation of some of these railroads which have secured.
the loans is dependent upon improvements in general business con-

ditions.
Is it not a fact that there are other far more substantial factors in-

volved than general business conditions, inasmuch as some of these
railroads were in sad financial operating condition even when eco-

nomic conditions were considered good?
Mr. HurcHiNsoN. Well, that situation existed to some extent with

respect to the commuter roads, of which the New Haven is one—also

the Long Island and the Central.
Mr. COLLIER. There are such matters as cost factors, equipment

depreciation, taxes, new trends in competition and so forth.
Mr. HUTCHINSON. Yes. In this general commuter service I think

the costs of rendering the service have run ahead of productivity, so

to speak.
Mr. COLLIER. Is it not also true that the comparatively short time

that this program has been in effect is, in fact, too short at this point

to provide sufficient experience, or to determine whether or not this

is an unsound financing program and secondly whether or not there

will be other railroads in need of getting guaranteed loans at some

time in the future?
Mr. HUTCHINSON. Well, I do believe that the Commission and the

Congress could make a better evaluation of the law and its operation

after more experience with it.
Mr. COLLIER. IS it not also true that Congress itself is in a position

very frequently to countermand by legislation any effort that the Com-
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mission might require to control these factors that you are being askedto control through the Commission itself?
Mr. HurcHINsoN. Well, I understand that Congress is in charge;yes, sir.
Mr. COLLIER. In other words, there are avenues open to the Con-gress itself 
Mr. HUTCHINSON. I believe that is right, sir.Mr. COLLIER (continuing). Through the medium of legislation toeither cope-with some of these problems to provide relief or, in fact, torescind through legislation any control or qualifications that the Com-mission might put on the program of the guarantee of these loans.Mr. HUTCHINSON. As I indicated earlier, I think, perhaps, the Con-gress could have taken some other approach to the problem that it wasdealing with when it adopted part V, and surely the Congress is freeto do that at any time.
Mr. COLLIER. Thank you. I just thought this might assist in get-ing this broad picture back into proper perspective.The CHAIRMAN. Any further questions?
Mr. CURTIN. Mr. Chairman?
The CHAIRMAN. Mr. Curtin.
Mr. CURTIN. Mr. Hutchinson I would like to ask one question. Inotice this money has been available sinee 1958 and there have been 19'applications made for loans under it, is that correct?Mr. HUTCHINSON. That is correct.
Mr. CURTIN. As I understand, a lot of the railroads in this countryhave been in difficulty. Do you know why there have been so few ap-plications for this money?
Mr. HUTCHINSON. Only to the extent that I have indicated pre-viously, and that is our experience seems to indicate that they come inonly as a last resort. Then there also is this, that they are unwillingto incur the additional indebtedness. There are indications that thisis a factor also.
Mr. CURTIN. Most of the railroads then are able to get their moneyfrom private sources, is that correct?
Mr. HUTCHINSON. Well, most of them yes sir.
Mr. CURTIN. That is all, Mr. Chairman.
The CHAIRMAN. Is it not a fact, Mr. Hutchinson, that the existenceof this law has made it a whole lot easier for the others to go to regularmoney markets to obtain money that they need?
Mr. HmrcinNsoN. I think it is a fact; Mr. Chairman.
The CHAIRMAN. Well, that is the real purpose of it right now, andthe way it has affected this entire situation, is it not?
Mr. HurcHiNsoN. Yes sir.
The CHAIRMAN. Any further questions?
Mr. SIBAL. Mr. Chairman, I would like to ask just one question, ifI may.
The CHAIRMAN. Yes, sir.
Mr. SIBAL. Mr. Chairman, would you say it is a true statement,

that a primary reason for the financial plight of some of the rail-
roads is because the Federal and State Governments have forbadethem to abandon certain services which are unprofitable, such as com-
muter services?
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Mr. HUTCHINSON. Well, I am sure that is a factor or. certainly was

a factor prior to the adoption by the Congress of the 1958 act, the
Transportation Act of 1958.
Mr. SIBAL. And would you care to offer an opinion as to whether

or not the New Haven Railroad would be operating today if these
loans had not been made available to them over the past few years?
Mr. HUTCHINSON. Well, there are indications that it might not.
Mr. SIBAL. Thank you.
The CHAIRMAN. Any further questions?
Mr. AVERY. Mr. Chairman, could I make a request? I will not put

this in the form of a question.
Mr. Hutchinson, when we passed this bill in 1958 there was a con-siderable amount of evidence to the committee that one need for thisbill was the undue tax responsibility of some carriers in the easternmetropolitan areas. I think the committee made it abundantly clearat that time we expected these areas to assume some of this respon-sibility through tax adjustment with the railroads, as it was presentedin a persuasive manner to the committee that the tax load was out ofproportion and unfair to the carriers.
Could you prepare for the record to have inserted at this pointsome evidence of increasing recognition on the part of these metro-politan areas that they' do have' some responsibility and are not tryingto unload their tax burden on the taxpayers of the country throughthis loan program, if such information is available?
Mr. HUTCHINSON. Yes, I think we can do that.
Mr. AVERY. Thank you.
The information referred to follows:)

As to the recognition on the part of metropolitan areas generally concern-ing their responsibility in the commuter problem, brief mention is made herein-after of certain efforts of some of ,the States and large cities in this regard.The city of Philadelphia since 1956 has conducted certain experiments, withfunds appropriated by its city council, generally to preserve and maintainexisting rail commuter service, then to add additional trains, and then to con-solidate such rail service with local bus and streetcar service. Such experi-ments have cost that city approximately $500,000 annually, and by 1960 itappeared that the experimental phases had been concluded. A nonprofit cor-poration, the Philadelphia Passenger Service Improvement Corp. has been formedand arrangements have been made with. the Pennsylvania Railroad and theReading Co., to expand certain commuter operations. That expansion willbe financed by issuance of self-supporting bonds. Present plans call for theexpenditure of almost $9 million for new cars, electrification of certain lines,and perimeter parking facilities. Plans and studies are now under way forfurther expansion of existing rail commuter service beyond the city limits ofPhiladelphia.
The Metropolitan Transit Authority of Boston in 1958-59 appropriated ap-proximately $900,000 for operations of the Old Colony Line of the New HavenRailroad. That experiment was discontinued principally for financial reasons.The State of New Jersey is currently expending approximately $6 millionannually under a plan whereby certain rail commuter trains, considered bystate officials to be essential, operate under a contract between the State and,certain railroads which operate commuter service between northern New Jerseyand New York City.
The Port of New York Authority currently has the authority and the funds(approximately $25 million) to provide new commuter cars for railroads op-er,tinn• into New York City. Negotiations are being conducted with the NewYork Central, the Long Island and the New Haven Railroads with the view ofsupplying such ears to the railroads under long-term lease arrangements.The Governors of New York, Connecticut, Massachusetts, and Rhode Islandthrowrb the medium of a joint staff committee, have made a study of the needs
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of the needs of the New Haven Railroad and as a result of such study the
Governors have just recently made legislative proposals to the respective State
legislatures for State and local tax and other relief for the New Haven which
will aggregate approximately $8.4 million annually.
The State of New York in 1959 enacted legislation which affords certain

property tax relief for all railroads operating in that State by a graduated
reduction in the assessed values of railroad properties. For example, as to the
New Haven Railroad, as a result of this legislation, its New York State taxes
were reduced by $465,000 in 1960 and it is estimated such taxes for that railroad
will be reduced by $943,500 for 1961, $1,422,500 for 1962, and $1,662,000 for
1963 and thereafter. Reductions of such taxes for all railroads operating in
New York will reach an estimated maximum of $15 million per annum by 1963.
The CHAIRMAN. Thank you very much, Mr. Hutchinson. We ap-

preciate your attendance here and your testimony in this matter.
You may be excused.
Mr. HUTCHINSON. Thank you, Mr. Chairman.
(The following letters were later received from Mr. Hutchinson:)

INTERSTATE COMMERCE COMMISSION,
OFFICE OF THE CHAIRMAN,

Washington, D.C., March 14, 1961.
Hon. OREN HARRIS,
Chairman, Committee on Interstate and Foreign Commerce,
House Office Building, Washington, D.C.
DEAR CONGRESSMAN HARRIS: I have your letter of March 9, 1961, with ref-

erence to H.R. 1163.
There are now pending before the Commission two applications for guarantees

under part V of the act, one by Missouri-Kansas-Texas Railroad, Finance
Docket No. 21454, filed January 31, 1961, which seeks the guarantee of a $16
million loan for the purpose of reimbursing its treasury for certain of the capital
expenditures made from its own funds for equipment acquisitions after Janu-
ary 1, 1957; and another by the Erie-Lackawanna Railroad, Finance Docket
No. 21494, filed February 28, 1961, seeking a $15 million loan guarantee, also
for such reimbursement. No loan-guarantee applications of the Lehigh Valley
Railroad are pending. The most recent application of that railroad, Finance
Docket No. 21300, involving a guarantee of $5 million, was approved Decem-
ber 7, 1960.
In its application, the Missouri-Kansas-Texas Railroad states that while the

purpose of the proposed loan is as aforesaid, it proposes to use the proceeds-
of the loan, together with other company funds, toward the refinancing of cer-
tain of its mortgage bonds maturing on January 1, 1962.
The Erie-Lackawanna states in its application that while the purpose of the

proposed loan is to reimburse its treasury, it proposes to use the loan proceeds,
together with other company funds, for the construction of certain roadway
projects necessitated by the recent merger.

Sincerely,
EVERETT HUTCHINSON, Chairman.

INTERSTATE COMMERCE COMMISSION,
OFFICE OF THE CHAIRMAN,

Washington, D.C., March 17, 1961.
Hon. OREN HARRIS,
Chairman, Committee on Interstate and Foreign Commerce,
House Office Building, Washington, D.C.
DEAR CHAIRMAN HARRIS: This will acknowledge receipt of your letter of

March 13, 1961, regarding the financing of the acquisition by The New York,
New Haven & Hartford Railroad Co. of 30 diesel-electric locomotives involved
in Finance Docket Nos. 20372 and 21010.

Since the history of this transaction is quite complicated, I believe a brief
factual recitation will be helpful.
The report of the Commission dated March 25, 1959, in Finance Docket No.

20372 discussed, and made certain findings with respect to, the proposed financ-
ing of the acquisition under a conditional sale agreement of 30 diesel-electric

•

a
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locomotives which at that time were being used by the New Haven under a
temporary lease from General Motors Corp.
In July 1959 we were advised that General Motors would finance the New

Haven's acquisition of these 30 locomotives under a conditional sale contract
and the New Haven amended its application in Finance Docket No. 20372 so
as to request a guarantee of the financing of its acquisition under a condi-
tional sale agreement of 30 new diesel-electric locomotives of the same type as the
first mentioned 30 locomotives.
The Commissign's supplemental report dated September 14, 1959, in Finance

Docket No. 20372 modified the findings in paragraph 1 of its said report dated
March 25, 1959, "so as to embrace the financing of 30 new diesel-electric loco-
motives (in lieu of the theretofore delivered 30 diesel-electric locomotives therein
referred to) and to change 18,389,530,' where said amount appears in said para-
graph 1 to '$8,159,400'" and otherwise affirmed said findings.
On February 11, 1960, the New Haven filed an amended application in

Finance Docket No. 20372 requesting a guarantee in connection with the acquisi-
tion of said 30 new locomotives under a proposed equipment trust providing for
the issuance of $8,159,400 principal amount of equipment trust certificates and
represented that the "change from a conditional sale form of financing to one
by equipment trust is required by one of the large investors." On February 11,
1960, the New Haven also filed its application in Finance Docket No. 21010 re-
questing authority under section 20a of the act with respect to $8,159,400 prin-
cipal amount of proposed equipment trust certificates bearing dividends at the
rate of 51/2 percent per annum.
On June 9, 1960, the Commission issued its eighth supplemental order in

Finance Docket No. 20372 which approved a guarantee of said $8,159,400 prin-
cipal amount of proposed equipment trust certificates upon the condition, among
others, that such equipment trust certificates should bear dividends at a rate
of not to exceed 5 percent per annum. In its said eighth supplemental order the
Commission deferred action on the 20a application in Finance Docket No. 21010
pending its amendment so that it would be in accordance with the conditions re-
ferred to in the next preceding sentence of this letter.
By petition filed July 18, 1960, the New Haven requested that the Commission

modify said eighth supplemental order so as to find that in the circumstances
a dividend rate of 51/2 percent per annum on the proposed trust certificates was
not unreasonably high and to eliminate the condition that such certificates
should bear interest at a rate not in excess of 5 percent per annum.
The Commission by its 10th supplemental order dated August 5, 1960, in

Finance Docket No. 20372, found that "under the circumstances existing in this
case, the proposed dividend rate of 51/, percent per annum is not unreasonably
high" and approved, subject to certain prescribed conditions, the guarantee under
part V of the act of $8,159,400 principal amount of proposed equipment trust
certificates "under an equipment trust providing for the acquisition of said 30
new locomotives." This same order also authorized the New Haven under
section 20a to assume obligation and liability in respect of not exceeding $8,-
159,400 principal amount of such equipment trust certificates, as requested by
the New Haven's application in Finance Docket No. 21010.

Subsequently the New Haven submitted a form of equipment trust and a form
of guarantee agreement which were accepted as satisfactory by this Com-
mission (as evidenced by a certificate dated September 1, 1960, by Commissioner
Tuggle, the Commissioner through whom the Commission's Bureau of Finance
reports) and also complied with the other conditions prescribed in said 10th
supplemental order dated August 5, 1960.
The guarantee agreement was delivered on September 29, 1960, at which

time there were purchased by the investors $2,719,800 principal amount of the
New Haven's equipment trust certificates of the proposed issue of $8,159,400
principal amount thereof referred to in said 10th supplemental order and in
said guarantee agreement.
On October 28, 1960, an additional $2,719,800 principal amount of such equip-

ment trust certificates were purchased by the investors and on November 29,
1960, the remaining $2,719,800 principal amount of these equipment trust certifi-
cates were purchased by the investors.
Thus the $8,159,400 principal amount of the equipment trust certificates

guaranteed by the Commission in Finance Docket No. 20372 have all been issued
and are presently outstanding.
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, These equipment tryst certificates mature iii 15 equal annual installmentspayable/ on the first day of Jiyie in each Year beginning June 1, 1961,'and-endingJune 1, 1975.
Sincerely,

Hon. OREN HARRIS,
Chairman, Committee on IntrrState-aird Foreign Commerce,HOuse Office Building, Washington, D.C.
DEAR CHAIRMAN HARRIS: I have your letter of March 17, 1961, in which yourefer to the note appended to the Commission's second supplemental order ofDecember 29, 1960, in finance docket No. 21299, New York, New Haven & Hart-ford Railroad Co. loan guarantee, and inquire whether the supplemental reportreferred to therein has been issued.
To date no such supplemental report has been issued. The CommissionIntends to issue in the near future a supplemental report covering its actionstaken in the mentioned second supplemental order and in its third supplementalorder of February 14, 1961, in finance docket No. 21299, and I shall supply youwith a copy of the supplemental report when it is issued.

Sincerely,

EVERETT HUTCHINSON, Chairman.

INTERSTATE COMMERCE COMMISSION,
OFFICE OF THE CHAIRMAN,

Washington, D.C., March 21, 1961.

EVERETT HUTCHINSON, Chairman.
The CHAIRMAN. Mr. George Alpert, chairman of the board of direc-tors of the New Haven Railroad.
Mr. Alpert, you may proceed.

STATEMENT OF GEORGE ALPERT, PRESIDENT, NEW YORK, NEW
HAVEN & HARTFORD RAILROAD

Mr. ALPERT. Thank you, Mr. Chairman.
My name is George Alpert. I am president of the New York, New

Haven & Hartford Railroad, and I appear here in favor of H.R.
1163 that provides for an extension, as you know, of the loan provisions
of the Transportation Act of 1958.

Since I am a relative newcomer to the railroad business, I haveonly been in it for 5 years, and it seems at times like 50, but it is only5, I shall not presume to talk for the railroad industry.
I speak only for the New Haven Railroad, and there has been so

much said about the New Haven Railroad, thus far, in this hearing
that I think, perhaps, I ought to tell this committee why the railroad
is in its condition and what the effect of the Transportation Act of
1958 has been on the transportation system in New England.
In the first place, I think in order that we may consider this in the

proper frame of reference, I ought to refer to one statement in the
legislative history of this act in the house report, this committee's
report, on the bill which finally wound up as the Transportation Act
of 1958.
You said this:
Some railroads, particularly in the East, are in grave economic difficulties,

and the committee had testimony to the effect that it is doubtful whether some
of them will be able to avoid going into receivership during theyear.
Were some of the major railroads to go into receivership, the resulting im-

pact would be serious not only to the industry but to the country as a whole.
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The Senate, the subcommittee of the Senate, on the companion bill,which was in conference with your bill, and which ended up as theTransportation Act of 1958, along the same lines said this:
The position of some of the railroads, primarily located in the East, is anextremely serious one. Some of those in the most precarious position are ourlargest railroads in point of employees, wages, purchases, and track-miles.Some of them have millions of dollars of deferred maintenance, millions ofdollars owed in unpaid loans and State taxes, and a few of them have so littleoperating capital remaining that there is considerable likelihood of their beingunable to meet their payrolls in the ensuing months.
Heretofore these railroads have been strong economic factors in the areasin which they operate. But today their economic condition is such that they nolonger have sufficient credit standing to borrow money through the ordinarycommercial channels. Bankruptcy is a likely prospect for several of them ifpresent conditions remain unchanged.
In your subcommittee's opinion, such a failure on the part of any one or moreof them would not only result in the hardship of loss of jobs, service and pay-rolls to those persons directly involved, but any such failure would adverselyaffect our entire economy.

This, I believe, if not the dominant purpose of the statute was cer-
tainly a very important consideration, to avoid bankruptcy and the
resultant effect on the economy of the Nation.
Why the New Haven is not mentioned by name in this legislative

history, nothing could ever have been written which so fit the situation
of the New Haven than in the passages which I have just read.
The plight of the New Haven Railroad or the railroads of the

country, first, has been the subject of numerous studies and reports,
the various congressional committee reports, the Interstate Commerce
Commission reports, and Department of Commerce reports; it was a
situation which existed in 1958, you will remember, just eptiomize all
these reports, which motivated Senator Smathers of the Senate com-
mittee to say that a mighty industry has come upon sick and pre-
carious times.
It was Secretary Mueller of the Department of Commerce who re-

ferred to the railroad business as the unsubsidized sick man of Ameri-
can industry.
Now, all of these reports point out one thing: That there have been

great changes in the railroad business in the last quarter of a century.
Much of our freight business has gone to the highway, much of our
passenger business has gone to the highway and to the airlines.
These are the problems which confront all of the railroads of

America, and has been resulting in the small net return that you have
heard so much about.
But in addition to these problems, the New Haven suffers from

certain inherent disadvantages from which it has always suffered, and
I just want to refer to them briefly.
In the first place, we are a short-haul railroad. We do not have the

very profitable long-haul freight that you have on the Western and
Southern railroads. Our longest run on the New Haven is only 220
miles, I believe, or 218 miles, from Boston to New York.
Being located right on the eastern seaboard, we are vulneraille to

water competition, and much of the coal which we used to receive on
the rails now comes on barges to Bridgeport and New Haven and
Boston, and that business is gone.
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We have an unbalanced traffic pattern because the economy of New
England is such that raw materials come in in large quantities, but the
finished products, electronic gadgets, and things of that sort, go out on
trucks, and so a great deal more freight comes in, and that requires us
to reship empty cars, on which we pay heavy per diem bills. Our per
diem charges are tremendous on the New Haven Railroad. This is a
great disadvantage.
Mr. AVERY. Could I interrupt there? Did you say a heavy per

diem charge?
Mr. ALPERT. Heavy per diem charge. I do not mean the amount

of the charge; I mean the total that we pay for per diem.
Mr. AVERY. I want to get that point cleared up, because there is a

little difference in opinion on per diem rates.
• Mr. ALPERT. Yes.

Furthermore, we are a terminal railroad. Seventy-five percent or
thereabouts of all the traffic on the New Haven terminates on our
line and, as everyone knows, terminal charges are the most expensive
part of a railroad's operation.
To make things a little worse, we receive an interchange freight

from the Pennsylvania and a few other railroads on the New Jersey
shore, and this requires a floating operation. That was brought to
public attention recently in the so-called tug strike, where six of our
employees tied up a whole system for a couple of weeks and cost the
railroad a fortune. We have this floating operation.
Now when freight was abundant, when we had plenty of freight,

these disadvantages that I have just referred to that we have always
suffered from could be overcome.
But as traffic declined, as a result of the great highway program

and some other considerations, these inherent disadvantages became
•more serious; and then when the New York Thruway and the Massa-
chusetts Thruway and the $460 million Connecticut Turnpike opened,
it cut deeply into our revenues.
The Interstate Commerce Commission in its investigation referred

to the Connecticut Thruway as a Chinese wall, because along a great
length of our road in Connecticut, it is built so close to our tracks, in
some places as close as 20 yards, that we haven't even room in these
areas for industrial development for side tracks, for prospective
manufacturers.
The best evidence of what has happened is in the figures. In 1950

the freight on the New Haven Railroad was $90 million.
By 1957, the second year that I was in the presidency, it was $94

million. But in 1958, the Connecticut Thruway opened, and our
freight that year fell to $81 million, a difference of $13 million, and
most of that $13 million is carries right down the net, because it
does not involve a tremendous amount more expenses.
As a result, the net profit from freight which the New Haven had

enjoyed from 1950 to 1957, running between $15 and $20 million a
year, fell in 1958 to $7 million, and in 1959 to $3.5 million, and in
1960, below zero. • • •
Now, this declining freight is not indigenous to the New Haven

Railroad. It is a situation in the East.
Yesterday morning's New York Times, in giving the January fig-

ures for some of the eastern railroads, referred to them—this is old
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hat—referred to them as the chronically ailing eastern railroads.
That is a pretty accurate description because our freight is declining.
Take a look at the figures on any of these roads, any of them, with-

out naming any specific one.
Now, in addition to this the New Haven operating losses, the oper-

ating losses on the New Haven over the last few years have depleted
our working capital. We have no reserves. We have no cash, and
we have no borrowing capacity, and there is a good reason for this.
In 1950, an act of God visited Connecticut in the form of a flood,

and it tore up the tracks and destroyed the stations, and it cost the
New Haven $25 million, none of it insured because you could not get
insurance to cover that.
The report of the Interstate Commerce Commission said, in refer-

ring to this flood, this nearly sealed the doom of the New Haven Rail-
road, and I think it did.

• I think it is a case where the referee counted us out but we did not
hear the referee.
• That was the time that the railroad should have folded. It was a
horrible sight, as we traveled through Connecticut and saw these
tracks bent like hairpins all over the system and we had to borrow
on Government-guaranteed loans under the Defense Production Act,
$16 million on a 90-percent guarantee.
There has been some reference to the fact of why is this a 100-per-

cent guarantee? Because our experience there showed it was difficult,
awfully difficult., to get a guarantee which was only 90-percent
guarantee.
Mr. Moss. Just a moment, Mr. Chairman. In view of the fact that

I made the reference, my concern goes to whether or not, not only
in the case of the New Haven, but in each of the listed roads2 the
Interstate Commerce Commission is undertaking the responsibility I
feel the Congress gave them, not to go out and just willy-nilly guaran-
tee them all 100 percent, but to exercise every effort to get participa-
tion by the lending institutions in the risk of the loan itself, and I
think it is a proper interest, a proper concern of this committee and
of the Congress.
Mr. ALPERT. Mr. Chairman, I have no doubt of that, and I want to

assure Mr. Moss that this statement that I just made as to the reason
why 100-percent provision was necessary in this act was certainly not
intended as any reflection on any question that anyone asked, cer-
tainly not his question.
I was simply explaining that I believe that the reason for the 100-

percent guarantee inserted in the Transportation Act of 1958 was due
to the fact that there has been so much difficulty, and we had had
experience with that 90-percent loan on the flood loans.
We got loans of $16 million against the losses of $25 million, and

we rebuilt the line.
But in order to get this money, the cupboard was left bare of col-

lateral. They took every bit of collateral we had. You could not
blame them. This is banking. They took all the bonds, all the securi-
ties, everything, and we had nothing, so we have no borrowing
capacity.
Now, • all these things are -iTety Serious. This is a serious situation.

But the most serious situation that we have is the passenger deficit.
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In your report of 2, 3 years ago, in connection with this bill, you
said.
A major cause of the worsening of the railroad situation is the unsatisfactory

passenger situation. Not only is the passenger rendering business not making
money, it is losing a substantial portion of that produced by freight operations.

That is nothing new.
The railroads last year in this country lost $530 million-odd, I

believe the figure is; it might have been 1959, but I am sure it was not
much less than 1960, $530 million-odd in the passenger business, and
those losses absorbed or consumed 45 percent of all the freight.
Now, the effect of these passenger losses on any individual railroad

depends upon the percentage of passenger service which that railroad
has to its gross revenue. If the percentage is small as it is in the
ease of some of the southern and western railroads, 12 percent, 15
percent, then it can easily be absorbed.
While they lose money on it, they do not complain about it; it is

part of the railroad business.
If you get up to 20 percent, in the case of the New York Central

or the Pennsylvania, two of our largest railroads, then it becomes
more serious.
In the case of the New Haven Railroad, because we operate through

an area of concentrated population, we have passenger service revenue
of 47 percent of our entire gross revenue. That is the highest passen-
ger ratio in the United States, except for the Long Island.
Now, up to 1947, even with this huge passenger business, we were

able to absorb our losses from freight because, as I have explained
to you, up to the opening of the thruway our freight was at a $15 or
$20 million level, even though we earned $10 million plus in freight
every year since 1950.
In 1958 it fell off and, therefore, we were not able since 1958 to

absorb our passenger losses, which ran way above our freight revenue.
In 1959 the passenger loss on the New Haven Railroad was 350 per-

cent, $12.5 million—was 350 percent of our entire net freight income
on the railroad; and, in the words of the boys on Madison Avenue,
this is the only railroad in America that can make that claim.
[Laughter.]
In 1960 our loss was $14.5 million from all service.
Now, what is the answer to it? Is it abandonment? I do not

think so. I have contended from the day I became president that the
worst thing that could happen to New England was to have railroad
service abandoned, whether you call it commuter service or long-haul
service or whether it is freight service; because we operate, as I have
told you, in an area of dense population.
In 1 percent of the land area of the United States, in our territory,

live 10 percent of the population of America. There is not a more
dense area, from a population standpoint, in the United States.
If the 30,000 passengers that we carry every day in the week from

Connecticut and Westchester County into New York City were thrown
onto the highways, you would have chaos. You would not be able
to get them into the city you would have to build tremendous high-
ways and parking facilities. It would disrupt the economy of that
entire area.
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If the main line from New York to Boston were to go out of exist-
ence, there would be tremendous public inconvenience, and when the
planes are down and the highways are frozen, you would be back to
the horse and buggy age of the beginning of the 19th century, with-
out a railroad line.
The American Municipal Association made a study of this situa-

tion, particularly with regard to suburban service, the commuter
service, into large cities, and they picked five cities to show you the
importance of this subject, even for the Federal Government; and the
five cities were Boston, New York, Philadelphia, Chicago, and
Cleveland.
They came up with the conclusion that if rail service to those five

cities transporting commuters should go out of existence, it would be
necessary to supply substitute facilities in the way of highways and
parking facilities which would cost $31 billion, and that is an amount
which is even a big amount for the Federal Government.

Certainly it compares pretty ludicrously with the $500 million to
save the railroads that we are talking about in this act. That makes
that $500 million pale into insignificance when you realize the im-
portance of continuing rail service.
Now, if abandonment is not the answer, why not charge compen-

satory fares? Why should not the traveler on the railroad pay the
full cost of the service? Well, the quick answer is he won't. He
would go to the highway rather than pay the full cost.
But I want to ask you the question, why should he? Why should

the traveler on the railroad pay the full cost when the traveler on
the airline, the traveler on the highway, the traveler on the transit,
system, the traveler on the helicopter does not pay the full cost, be-
cause that service is subsidized to the queen's taste by the Federal
Government and by the State governments.
A special message was given by the President of the United States

to the Senate just 2 days ago. What was the reason for it? That
the trucks are not paying the full cost of the highway program.
The investigation made 2 years ago by the Interstate Commerce

Commission showed that $140 billion have been poured into the high-
ways, national, State, and local level, and I am quoting these figures
from the ICC report, and the total amount recovered in user charges
was $63 billion; and the balance of $77 billion is a subsidy for the
users of the highways.
The trucks do not have maintenance-of-way costs, as the railroads

do, because those are paid by the Government, and are not adequately
repaid through user charges.
The airlines, air traffic control, the signaling system of the airlines,

as worthy as it is, who pays for it? The Federal Government, to
the tune of $1.5 billion in the last 10 years, 50 percent, according to
President Eisenhower's budget message, for the benefit of the com-
mercial airlines. They do not pay a penny of it. That is a subsidy.
Equipment development, that expense, all these jets developed by

Federal funds, that is a subsidy for the commercial airlines.
The building of airports and strips, landing strips, w

funds, that is a subsidy.

T
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When the helicopter company operating in our area carries 80,000
people, according to its 1959 report, and gets revenue of $840,000 for
carrying those 80,000 people, and then the Federal Government, un-
der the law, gives them a cash subsidy, nothing indirect, not for car-
rying mail, but cash right over the table, of $2.2 million, $3 for every
$1 the passenger pays, that is a subsidy. The railroad gets nothing in
the way of subsidies.
Now, in addition to the subsidies, and I have only mentioned a few

of them, I have not mentioned the feeder airlines and the water sub-
sidies and the variety of subsidies all over the country—there was a
special study made of it, a report just came out, of the billions, hun-
dreds of billions, I think Senator Frank Lausche filed a bill last year
to determine how much we are paying for subsidies, and I have not
even mentioned farm subsidies; I am mentioning transportation sub-
sidies, and in addition to these subsidies, the facilities of these other
forms of transportation are tax exempt.
The highways are not taxed the airports are not taxed.
In Boston we have South Station. Our terminal in Boston is

assessed for $12.2 million and on a tax base of $100 for every $1,000,
we pay a tax of $1,230,000 on that station.
Logan International Airport, which I can see from my office in

Boston, across the harbor, cost $100 million of public funds, and it does
not pay a penny in taxes to the city of Boston. They are tax exempt.
The same is true in New York and the same is true all over the

country.
If these other forms of transportation have to pay taxes, municipal

taxes, I am talking about now, not income taxes, municipal taxes on.
their real estate to the same extent as we have to pay them on the rail-
roads, and had to pay the cost of operating, including air traffic con-
trol and all the cost of the highways, that would have to be reflected
in their fares, and the fares would be prohibitive.
The CHAIRMAN. Pardon me for interrupting, but the time is past 12

and the House is in session, and there are some members who have
engagements they have to meet, and I see your testimony is going to
require a little time.
Mr. ALPERT. I can finish in about 10 minutes.
The CHAIRMAN. But there will be a good many questions, I have

some feeling.
Could you come back at 2 p.m. ?
(Discussion off the record.)
The CHAIRMAN. Very well.
The committee will adjourn until 2.
(Whereupon, at 12:05 p.m., the committee recessed, to reconvene at

2 p.m., the same day.)
AFTERNOON SESSION

The CHAIRMAN. The committee will come to order.
I should like the record to show that when I adjourned the com-

mittee at noon, it was adjourned to meet at 2 o'clock. I hope this
will be considered an admonition from here on out, that we will not
have to sit here for 30 minutes.
Mr. Alpert, you may continue.
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Mr. ALPERT. Thank you, Mr. Chairman.
At the recess, I had been discussing compensatory fares and the

matter of subsidies and taxation, relief from taxation to other forms
of transportation, and had stated that if the other forms of trans-
portation had to pay the full cost of the service and taxes, these mat-
ters would have to be reflected in the fares and the fares undoubtedly
would be prohibitive.
It is this inequality which I believe is the source of the problem on

the passenger railroads, certainly on the New. Haven Railroad.
We feel it very much on the New Haven, because we pay $8.5 mil-

lion a year in municipal taxes, or the equivalent thereof, in addition
to the $5 million for unemployment and retirement taxes. For 5
years now, or probably 4 years, I have been arguing in every forum
available for equality for the railroads.
I want to make it plain, I ask for no gift, for no giveaway, for no

favor, and for no special privilege. All we ask, all we need, is equal-
ity with other forms of transportation. We are entitled to no more,
and we expect no less. That is, to me, the touchstone of the free enter-
prise system.
I am told everywhere I go that the railroads are the bedrock of

our transportation system, that they still are even in these days, that
they are vital to our economy, that they are necessary for industrial
developments that they are certainly essential in time of war. Yet,
we are allowing our railroads to wither by neglect, particularly those
roads in the east that have this passenger problem.
In foreign nations—in Russia, in Argentina, in Japan, in many of

them—the railroads are being upgraded, more emphasis is being
placed upon them as an important form of transportation. Their
freight loadings are rising. Often this is being done with American
dollars, through the counterpart funds. Millions of dollars have been
given to other countries, to France to Italy, to Spain, to Yugoslavia,
to Ceylon, in the last 10 years. Here, the railroads are allowed to
die.
If we have come to the point where the railroads are to be relegated

to the Smithsonian Institution, where they go the way of the covered
wagon, let's call it a day and get rid of these railroads that cannot
operate under this system.
If, on the other hand, they are essential, and I think they are, cer-

tainly in my neck of the woods, I think they ought to be given equal
treatment. This last 5 years, during which I have been president of
the railroad, it has not been an easy task. We have been working
against a deadline from day to day, against the day we would run
out of cash, and that deadline was reached recently. It came as the
result of a series of unfortunate events, first the Pennsylvania Rail-
road strike, which shut off our freight for a while • then Hurricane
Donna; then the tug strike in New York Harbor, which required an
embargo of all freight and the cessation of passenger business; then
the devastating, unprecedented storms of December 12, January 9,
and February 3 up in the Northeast, and the very cold weather.
These put a strain on our meager cash resources. So we had no al-
ternative but to apply to the Interstate Commerce Commission under
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the Transportation Act of 1958 for a guaranty loan. We received aloan of $11.5 million in three stages, as you have heard.We have spent on capital improvements since January 1, 1957, $28million on the New Haven Railroad. Under the act, there was juris-diction in the Interstate Commerce Commission to loan us an amountup to the amount which we had spent in these capital improvementssince that date if we needed it to preserve the railroad. That is thetheory on which I believe the $11.5 million was loaned to us.I want to make it very clear that if it had not been for these loans,the New Haven Railroad would have been in bankruptcy months ago.I think, as I pointed out before, that it was the prevention of bank-ruptcy which was the dominant purpose that this act was intended toprevent.
Now, in the case of the New Haven Railroad, I think it can be fairlysaid that the Transportation Act of 1958 accomplished its purpose.I think great credit is due to the Interstate Commerce Commissionfor its statesmanship in applying the act broadly with a deep regardfor the public welfare. I think that is the basis on which these loansmust have been made.
All the studies have indicated that the New Haven Railroad is avital artery in the New England economy and must be preserved.As a matter of fact, it is the only railroad in southern New England,except for the Central Vermont, which is the small freight line run-ning down from the Canadian border to New London, Conn. Aside

from that, there is no other freight service in southern New England.
It is obvious how important this is to southern New England, even at
the low levels of 1960.
We carried, in 1960, 630,000 carloads of freight. That means 1,700

carloads of freight every day of the 365 days in the year 1960, and
that is a lot of freight. And we carried 31 million passengers, and
we employed 12,000 people, at a payroll of $79 million. We have
stockholders in number of 7,342, whose money is invested in this en-
terprise. The demise of the New Haven Railroad would be, in my
opinion a catastrophe to New England and to the Nation.
It is because of these circumstances and these conditions that all the

studies that have been made, the lengthy study by the Interstate Com-
merce Commission, the study by the Public -Utilities Commission of
Connecticut, in whose jurisdiction we operate

' 
or to whose jurisdiction

we are subject, and the other investigations that have been made by
various people have recommended relief for the New Haven Railroad.
What form is this relief to take? Everybody agrees that the first
step, the important step, the relief which will start us back on the road
to economic health, is relief from taxes; the unconscionable and the
burdensome taxes which are imposed on the railroads and are relieved,
are taken away in the case of other forms of transportation. This is
what I have been urging for 4 or 5 years.
I find that the mills of the gods grind slowly, particularly where

you ask a municipality or a State to give up taxes it is now collecting.
But there are straws in the wind. In New Jersey, the legislature

provided $6 million for the railroads. I believe it was a subsidy. In
Philadelphia, the city has provided money for the Pennsylvania and
the Reading on a subsidy basis. In New York, the legislature, at the
request of Governor Rockefeller in 1958, passed a law which tied the
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railroad taxes to net income rather than assessment. That was a very
excellent move, and I think eventually, would give us some relief.
But unfortunately, it is to apply on a graduated scale, so that the real
relief we get does not come until 1963, and it is going to be difficult to
live until 1963.
When the situation became very critical a few months ago, as I said,

we applied for this ICC guaranteed loan. Then the four States in
which we operate—Massachusetts, Rhode Island, Connecticut, and
New York—met and they appointed, the Governors appointed an in-
terstate committee, and a report of that committee was recently filed;
I think about the middle of January. They recommend, this inter-
state committee recommends that a program which calls for $13 mil-
lion or $13,700,000 a year for the New Haven Railroad, and of this
$13,700,000, $6,200,000, is primarily from the elimination of local and
State taxes. This is the first indication of substantial relief in the
campaign for equality, and it is a very important step.
Next Tuesday, special messages are to be delivered by the four

Governors to their respective legislatures, urging the adoption of this
program. Tonight, I am meeting with the Governor of Massachu-
setts ; Saturday with the Governor of Rhode Island. Finally, we
have come to the point of possible long-range help; I shall say prob-
able long-range help, and I almost feel it is certain long-range help in
this tax area. It is certainly on the way. And I believe the framers
of the Transportation Act of 1958 envisaged such relief.
After all, the loan program that we have been talking about was

never intended as an answer to our long-range problems. As the Sen-
ate pointed out, the subcommittee of the Senate pointed out on page
10 of its report, this guaranteed loan program is only offered as a pal-
liative to meet the short-range emergent fiscal problems of some few
of the major railroads, and to give them time in which to start feeling
the beneficial effects that will result from the adoption of other legis-
lative proposals.
With the critical situation that we have faced and do now face due

to the current state of the economy in large measure, because carload-
ings are way off this year, with the likelihood of substantial relief on
the State level and on the local level which will take off the burden
of these taxes, I think it would be very unfortunate if that palliative
which was granted by the Congress in 1958 were now to be withdrawn.
We are too close to the goal. We are too close to the goal to take any
chances now.
I have already said that the purpose of this act, in great measure,

was to prevent bankruptcy. Yet some people have suggested that
bankruptcy is the only solution; reorganization; reorganize the rail-
roads. That is the magic thing to do.
I want to call your attention to the fact that the Interstate Commerce

Commission, in their exhaustive report, the Public Utilities Commis-
sion in their exhaustive report, the Governor's committee, the Cham-
ber of Commerce of Boston that has made a study of this, have all
pointed out that bankruptcy is not the solution; reorganization is not
the solution. Because reorganization or bankruptcy will .result in
either liquidation of the road, which will be disastrous, or it will re-
sult, as it has before, in drastic curtailment of passenger service, or
abandonment of certain lines. Either of these things would be a major
blow to the economy of New England.
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Those who argue wistfully for reorganization and think of the re-organization that the New Haven went through in 1935-47 do not seemto realize that the circumstances are different today. In 1935, whenthe New Haven went into reorganization, it had fixed charges of $17,-600,000. This was an accumulation of things that had happened, Ibelieve from the klays of Mellon back in 1906 or 1907 or 1908. It hadreal estate taxes of $4,400,000. It had a payroll of $33 million. Now,the purpose of the reorganization, as it always is, was to scale down thefixed charges, and what was accomplished in a 12-year reorganization?The company was taken out of reorganization in 1947. That $17,-600,00 had been reduced to $6 million in fixed charges. That elimina-tion of $11 million of expenses was deemed sufficient to enable the rail-road to continue on its way.
Now, what is the situation in 1961? Our fixed charges today are

only $6,700,000. Our taxes, on the other hand, have increased over
100 percent to $8.5 million, and our payroll has increased well over
100 percent to $79 million.
If the court, in reorganization, should try to eliminate the fixed

charges, all they could eliminate is about $4 million or $3.5 million,
because the rest of them are fixed charges on equipment trust certifi-
cates, and those nothing can be done about, because the holders have
a right to the security, and so there will not be any elimination of
those. So for $3.5 million—we might get rid of $3.5 million. But
we lost, last year, $14.5 million. What is going to be done about the
balance?
There is only one of three possible conclusions: Either the railroad

is going to be liquidated; No. 2, the railroad will be nationalized, if
that is what you want, with the experience in Britian and other places
where they have been nationalized, a pretty expensive way to do it;
or No. 3, get rid of the local taxes; put us on a basis of equality and
parity with other forms of transportation and give us the same help.
I do not care whether it is done by direct subsidy or whether it is
done, as the President has suggested, and President Eisenhower before
him has suggested, by the imposition of user charges to those people
in other forms of transportation. That is for the Government to
decide. But put us on a basis of equality, and that has to happen
whether you are in or out of bankruptcy. I think it can happen
much better if you are out of bankruptcy.
I think it might be interesting for the committee to know that

the proposed legislation in Connecticut and the proposed legislation
in Rhode Island and, I believe, also in Massachusetts, have a provi-
sion that if a company goes into bankruptcy, there will be no tax
relief, because then their taxes will not be paid, but there will be a
priority. So they are not going to fool around with it at all. The
only chance we have of getting tax relief is to stay out of bankruptcy,
and that is what I am struggling for.
These loans of $11.5 million were for 1 year. We could not ask

for a longer loan, because under our charter, a loan for longer would
require the stockholders' approval, and there was not time to get that. 

iWe put it on the agenda for the annual meeting, to be held n April,
and if that meeting votes in favor of it, and I think it will, then
these loans will have to be refinanced through the Interstate Com-
merce Commission on a 15-year basis, and that is what we hope will
happen.
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Furthermore, there is a question of new equipment under the ar-
rangement made in the New York Legislature, and that will require
some intervening by the Interstate Commerce Commission.
I regard this act not as a subsidy, not as a banking proposition

I regard this act as a safety valve against bankruptcy. Like most
safety valves, perhaps it may never be used again by us if we get
tax relief, but it will be there if the emergency arises. Therefore, I
submit to this committee that you report favorably on this bill.
I would just like to take another 3 or 4 minutes, because if this

bill is going to be extended, I want to suggest a few amendments.
In the first place, section 504 provides that no guaranty shall be

made unless certain findings are made by the Interstate Commerce
Commission, and one of those findings is that the prospective earning ,
power of the applicant furnishes reasonable assurance of applicant's
ability to repay the loan.
This limitation was not in the original House bill. According to -

your report, it was taken from the Senate bill in the conference.
Now, the purposes of the act, and I think they were referred to

sometime during this hearing, are set forth in section 510, to main-
tain facilities and equipment, to encourage employment, and so forth,
to develop a national transportation and postal service, in the aid of
national defense.
When you read section 4 that I have just referred to, making it nec-

essary that a finding be made that prospective earning power furnishes
reasonable assurance of the applicant's ability to repay, the effect of
the act, as set forth in its purposes, is very much impaired. The
Senate committee, in its report, referred to the feeder airline Guaran-
teed Loan Act, which was adopted almost at the same time—I think
a year before this, 1957—as an appropriate precedent. In the case
of the feeder airlines, there is one act which provides for a direct
cash subsidy, but I am not talking about that o'ne. There is another
act which provides for guaranteed loans to the feeder airlines. That
is 49 United States Code Annotated, section 1324. Under that act
there is no provision that there be any assurance of repayment by
the applicant. There it is provided that the loan be in the national
interest and needed to improve the service and the efficiency of the
operation.
I think a comparable provision should be inserted in this act, in

place of this subsection 4 in section 504. I suggest, therefore, a pro-
vision requiring a finding by the Interstate Commerce Commission,
instead of reasonable assurance of ability, the requirement that the
Commission find that the guarantee is in furtherance of the purposes
declared in section 501. Such a condition, I believe, will more reflect
the purposes intended by the act.
Another amendment which I suggest, one of the purposes was to

assist the railroad in acquiring equipment. Now, leasing of equip-
ment, as distinguished from purchasing on trust certificates, is be-
coming a common practice in the railroad industry. While section
503 provides for guarantees by trustees—that is, under equipment
trusts—it does not say anything about lessors. I think that this omis-
sion can be remedied by the insertion of the word "lessors" so that
if a more advantageous arrangement can be made in the opinion of
the Interstate Commerce Commission, a lease could be guaranteed
just as an acquisition by trust certificate could be guaranteed.
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The third suggestion I wish to make is in the definition of additions
-and betterments. In section 503, it is there provided—in section 502.
Section 503 provides that loans may be made for additions and better-
ments or to reimburse the carrier for expenditures made for capital
improvements or • that was back in 1957.

Section 502 defines the term "additions and betterments." That
definition is expenditures for the acquisition or construction of prop-
erty used in transportation service chargeable to the road property,
or equipment investment account in the uniform system of accounts
prescribed by the Interstate Commerce Commission.
While our accountants are of the opinio4 that acquisition and con-

struction, as used in this phrase, includes rebuilt equipment, there
seems to be a question in certain quarters, or a question has been
raised, at least, whether an expenditure for this purpose—that is, to
rebuild equipment, which is just as serviceable as new equipment and
much less expensive, would fall within the definition of acquisition
and construction.
The Interstate Commerce Commission has ruled, I am informed,

that the cost of rebuilt equipment is properly chargeable to the equip-
ment investment account. Therefore, they would see no reason why
the word "reconstruction" should not be inserted in this definition
before the word "construction" so as to cover the acquisition of rebuilt
property. I think the task should not be whether the property is
new or whether it is old, but whether it is expended for capital im-
provements under the uniform system of accounts.
In conclusion, I simply want to say that the act as drawn is to

provide for an extension of 1 year. I agree entirely with the state-
ment of the Interstate Commerce Commission Chairman that, with
the long-range relief which we hope to get, and to avoid the necessity
of any further loans, things move rather slowly, and I think it would
be much more realistic to have the act extended for a 2-year period.
Just one further thing. I referred to the report of the interstate

committee in the four States, which have a great deal of what I
believe is valuable information as to what the States intend to do.
I think the letter, a copy of the letter from the Interstate Commerce
Commission to the Governors, dated sometime in January, was ad-
mitted as an exhibit, and I merely suggest for the committee to decide
whether a copy of the interstate committee report representing the
Governors would not be a pretty good idea to have in the record, to
show you the facts about which I have been talking. So I offer that
as an exhibit for your consideration.
The CHAIRMAN. That will be received.
(The report referred to follows:)
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To: The Governors of the States of New York, Connecticut, Massachusetts, and
Rhode Island; the mayor of the city of New York; the county executive of
the county of Westchester.

From: Interstate staff committee on the New Haven Railroad.

In accordance with your instructions we respectfully submit this report on
measures which may be taken by the States of New York, Connecticut, Mas-
sachusetts, and Rhode Island, the city of New York, Westchester County, and
other interested parties to maintain and improve the essential services of the
New York, New Haven & Hartford Railroad Co.

THE NEW HAVEN RAILROAD CRISIS

On October 1, 1960, the financial crisis of the New Haven Railroad had reached

a point where bankruptcy and possible curtailment of service appeared imminent.

Its available cash had declined to such an extent that it could barely meet its
weekly payroll. The railroad's net operating revenues had fallen at an accel-

erated rate notwithstanding recent increases in both freight rates and passenger

fares.
INTERSTATE ACTION

In view of the crisis facing the New Haven Railroad, Governor Rockefeller of

New York, Governor Ribicoff of Connecticut, Mayor Wagner of New York City,

and County Executive Michaelian of Westchester County, met on October 25,

1960, and determined upon joint action. This was the beginning of the multi-

lateral effort by the States and the communities concerned, together with the

Federal Government and the railroad, to surmount the immediate crisis and

develop plans to enable the carrier to continue adequate service, both freight

and passenger, between New York and southern New England in the years

ahead.
A cooperative program was announced as follows:
"1. We will recommend to our respective legislative bodies and vigorously

support a cooperative remedial tax relief program.
"2. We have directed our staff representatives to develop a formula detailing

equitable relative responsibilities for the States and the communities served by

the railroad.
"3. Any such relief will be contingent upon the provision by the railroad of

improved commuter service.
"4. We utge prompt, favorable action by the Interstate Commerce Commission

on the New Haven Railroad's application for a $6 million federally guaranteed

loan which will provide the essential funds for current operation of the railroad.

This action will provide a 'breathing spell' necessary for the development of a

longer term solution to the railroad's basic problems.
"5. Because of the substantial interests of our respective States and commu-

nities, we have designated key members of our respective staffs to work together

as a committee to confer immediately with the Interstate Commerce Commission

on measures to insure uninterrupted service."
An interstate staff committee on the New Haven Railroad was appointed by

the chief executives concerned. Dr. William .T. Ronan, secretary to Governor

Rockefeller, was elected chairman. The committee proceeded immediately to

carry out the announced program.
Subsequently, Governor Del Sesto of Rhode Island and Governor Furcolo of

Massachusetts pledged their cooperation and appointed representatives to the

interstate staff committee. Governor Furcolo indicated that State constitutional

limitations might require any financial assistance from that State to take a form

other than tax relief. Governor Volpe of Ma ssachusetts. recently elected to suc-

ceed Governor Furcolo, designated a representative to participate in the commit-

tee's discussions.
The interstate staff committee convened the next day and met in continuing

session until October 31, 1960. On that date the committee met in Washington.

D.C., with the entire Interstate Commerce Commission. After assurance by the

committee that definite tax relief or alternative financial assistance would be

recommended to the legislative bodies of the several States, the Commission

approved $4.5 million of the New Haven's requested $6 million federally guaran-

teed loan, and subsequently, on December 29, approved the guarantee of an addi-

tional $3.5 million loan.
The "breathing spell" provided by the loans enabled the interstate staff com-

mittee to turn its attention to the task of determining the tax relief and other
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financial assistance that could be provided by the four States and the commu-
nities as well as measures that might be taken by the Federal Government, the
railroad management, and others. The committee has conferred at length with
officers of the New Haven Railroad, representatives of the Interstate Corn-

. merce Commission, representatives of labor organizations and others with a
view to determining not only the relative responsibilities of the States and the
communities served by the railroad but also the responsibilities of others, in-

• dustry, management, labor, bondholders, and the Federal Government.

IMPORTANCE OF THE NEW HAVEN RAILROAD

The New Haven Railroad is a vital transportation link for the northeastern
part of the United States, providing essential freight and passenger service.
Indeed, it provides the only rail connection between New York, New Haven,
Hartford, Springfield, Providence, and Boston.
Southern New England is a densely populated, highly industrialized region.

Both New England and New York industries would be seriously handicapped
without this rail service. Even in the poor year 1959, the New Haven carried
680,096 carloads of revenue freight. Certainly the discontinuance or marked cur-
tailment of the New Haven would be a major blow to the economy of the north-
eastern part of the United States.
The importance of the New Haven's interstate noncommuter passenger opera-

tions which carry millions of passengers annually between such points as Boston,
Springfield, Providence, Hartford, New Haven, and New York is emphasized by
the fact that these passengers account for almost two-thirds of the total passen-
ger revenues of the railroad. In 1959, the railroad carried a total of 34,253,091
passengers on all its lines.
The commuter passenger service provided by the New Haven is a crucial

element in the transportation network of the metropolitan area embracing New
York City, Westchester County, and the western counties of Connecticut.
Furthermore, the New Haven is a major employer in the four States and pro-

vides approximately 12,400 jobs with an annual payroll of $79 million.
The New Haven, however, encounters intense competition from water carriers

that bring coal, petroleum, and other bulk products to seaport and river cities,
and from public and private motor carriers operating over a network of modern
express highways. In 1959, there were 43 common carriers of general com-
modities providing intercity highway service within the New England area.
Not only is the New Haven particularly vulnerable to highway and water com-
petition but it has the further disadvantage of being a short-haul road, with an
unbalanced traffic pattern, incurring heavy per diem charges for off-line freight
cars that return empty to connecting lines.
On the other hand, the unique advantages offered by the New Haven's rail

services have been noted by the Interstate Commerce Commission in its recent
report on the railroad and should be considered in planning for the future of the
road:
"Whatever the New Haven does about its future, it has this advantage: It

has an absolutely unimpeded 'highway' upon which a rigid schedule may be im-

posed. It is the only form of transport which has unimpeded access to the great

urban complexes in the area. And, it is this singular advantage which makes

the continuation of its coMmuter service an absolute necessity. This advantage

should also enable the New Haven to compete successfully with the airlines for

other passenger traffic especially if various promotional inequities are elimi-

nated."
In our judgment and the judgment of the Commission, the factors noted above

require the continuation of the New Haven in the public interest.

NEW HAVEN'S MANAGEMENTS

• The mistakes and misjudgments of past and present managements 
of the ew

Haven have been documented by the recent reports of the -ICC and the Con-

• necticut Public Utilities Commission. Nonetheless, whatever 
judgment one may

make on previous -management decisions, the reality of the 
present situation of

. the railroad must be faced.-
• We- have already noted that for many years New Have

n's passenger services

have been deficit Operations carried by the substantial 
net operating income

earned by its freight services. Since 1957, however, net operating income from

freight services has been declining so that freight revenues have 
been insufficient

to cover the deficits from passenger operations. The 
present crisis reflects in
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part the substantial addition to its burden of debt occasioned by the disastrous1955 floods. Recent national economic conditions and a systemwide strike onthe Pennsylvania Railroad, which had an adverse effect on all connecting rail-roads, have aggravated the continued deterioration of the railroad's finances.Despite its financial difficulties, the New Hawen, except for the tax relief ac-corded under New York's 1959 tax relief legislation, has continued to be sub-ject to taxation largely unrelated to current earnings. In consequence of theseand other factors, including the diversion of freight and passengers to recentlyopened highways, the railroad has exhausted its working capital.

PRESENT FINANCIAL SITUATION

Beginning in 1957, the New Haven's net operating income from freight de-clined to a point where freight earnings could no longer absorb its passengerservice deficits. In 1959 its net operating income from freight was $3,478,959,and the loss from its passenger-train operations was $12,644,078, resulting in anet railway operating loss of $9,165,119. The trend in the New Haven's financialaffairs during 1960 became increasingly adverse.
Preliminary figures indicate a net railway operating deficit of about $16.5million. ( See chart accompanying table 2.) It is clear that the New Haven hasnot had and does not now have freight revenues to sustain its heavy passenger-train losses. The business community certainly has a responsibility to re-examine its attitude toward using the railroad's freight services.The cash position of the New Haven as shown on its books at the end of theyear 1960 declined to $3,876,000. ,( See table 3 and accompanying chart.) Thisfigure must be considered in the light of the $4.5 million loan guaranteed bythe Interstate Commerce Commission on October 31, 1960, the large volume ofpostponed payments on accounts payable at the end of 1960 and the New Haven'sobligation to pay substantial debt service charges early in January, 1961. Be-cause these postponed payments and the prospective debt service exceeded thecash balance at the end of 1960, the New Haven applied for and received anadditional $3.5 million federally guaranteed loan. Since October 1960 the NewHaven has thus received a total of $8 million in federally guaranteed loans.

REORGANIZATION UNDER BANKRUPTCY ACT

A combination of unfavorable conditions such as those confronting the NewHaven would ordinarily have spelled receivership and reorganization, but thisoffers no easy escape either for the carrier or the governments concerned, Fed-eral, State, and local. The railroad's flood disaster loans, totaling $16 million,and recent loans for equipment and other purposes, totaling $18 million, areguaranteed by the Federal Government. Cash generated by suspending pay-ments on its other indebtedness would be insufficient to make up its annual netdeficit. Further, the attraction of new private capital funds through reorganiza-tion of the distressed corporation seems an unrealistic expectation for the NewHaven.
From the standpoint of the public, bankruptcy could present several seriousthreats to passenger and freight service. In view of the heavy losses sustainedin passenger operations it is conceivable that a bankruptcy court would moveto effect a drastic curtailment in passenger service, particularly in commuterareas. Similarly a bankruptcy court might approve a receiver's recommen-dation to abandon certain branch-line freight services important to southernNew England. Furthermore, mortgage foreclosure on valuable nontransporta-tion properties of the New Haven could seriously imperil its basic financialstructure and jeopardize its ability to continue rail service.
The Interstate Commerce Commission has also concluded that bankruptcy isno solution to the problems faced by the New Haven. In its recent report on

the railroad, the Commission stated:
"Reorganization under the Bankruptcy Act appears to hold little promise

for a successful New Haven future. In 1935 the New Haven went into a reor-
ganization proceeding under section 77 of the Bankruptcy Act. At that time
the carrier's fixed charges were $17,600,000 a year. Taxes amounted to $4,400,-
000 a year and the payroll was $33 million a year. When the New Haven
came out of reorganization in 1947, the fixed charges had been pared to $6,600,-
000, taxes had increased substantially and the payroll had increased from $33
to $90 million a year. In 1959 the fixed charges are only about $6,700,000 but
taxes are now $11,900,000, as compared to $4.4 million in 1935, and the payroll
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is about $79 million a year. Thus, in 1935, fixed charges were 53.3 percent of

the payroll, while in 1959, they are only 8.4 percent."
In the above report the Commission also concluded that merger with other

railroads was no solution to the New Haven's basic problems.

THE FINANCIAL NEED

Deficit in working capital

On the basis of an analysis of the New Haven's 1959 and 1960 operations,

a projection has been made of income, expense, fixed charges, and nonoperating

income—in other words, a complete cash-flow statement—for the period 1961

through 1964. This statement reflects the railroad's best estimate of its needs,

its operating and nonoperating expenditures, including principal payments on

debt, and reflects as well the railroad's resources for meeting those needs.

As shown in table 3, it is estimated that cash disbursements will exceed

cash receipts in each of the 4 years 1961 through 1964 with the annual cash

deficit ranging from $5.2 million in 1964 to $7.6 million in 1962. For the cur-

rent year the net cash deficit is estimated at $7.2 million.

Additional working capital

Even if financial assistance is provided in an amount equal to the estimated

cash deficit in 1961, the railroad will experience repeated financial crises

throughout the years 1961-64 due to unevenness in the cash flow. Therefore,

additional working capital will be required and, from data available regar
ding

the monthly flow of cash, it is estimated that $1.5 million annually
 will be

needed for this purpose.

Cars and service
The most pressing need from the standpoint of passenger service is t

he im-

provement of the railroad's fleet of 658 passenger cars and the lease-purchas
e

of 75-90 new commuter cars under the New York State commute
r car equip-

ment program.
To rehabilitate the present fleet will require capital expense to e

stablish a car

facility for this purpose and annual charges as well for the a
ctual labor and

materials cost. The railroad estimates that this program, extended over the

4-year period 1961 through 1964, will cost an estimated $4 million per y
ear. In

addition, the lease-purchase of 75-90 new commuter cars will require the
 an-

nual expenditure of an additional $1 million for principal and interest payme
nts.

These programs involve new expenditures of $5 million per year.

Summary of financial needs

To keep the railroad in operation with the improvements indicated the New

Haven will require annually for 4 years $13,700,000 as follows:

Estimated cash deficit $7, 200,000

Additional working capital 1, 500,000

Equipment improvement and lease-purchase of new commuter cars 5,000,000

Estimated total amount required 13, 700,000

• ACTION REQUIRED

As set forth above, the committee has estimated the financial need of the New

Haven Railroad for 1961 to be $13.7 million. This sum annually will be required

for each of the succeeding 3 years to carry out the interim program. To raise

this amount, the committee recommends financial assistance as follows:

1. Tax relief and other financial assistance by the 4 States and the

local communities served by the railroad $6, 200,000

2. Additional revenue from the repeal of the Federal excise tax on

passenger business (other than commutation fares not subject
to the tax) with no reduction in prevailing fares 3, 000,000

3. Additional revenue from a further 10-percent increase in com-
mutation fares and an increase of 5 cents per ride on other
passenger fares 1, 500,000

4. Other reductions resulting from cooperative action by bond-
holders and by labor and management in effecting savings from
a reduction in operating costs and other expenditures 3, 000,000

Total 13,700,000

68488-61-6
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Tax relief and State financial assistance
The interstate staff committee concluded that a practical apportionment ofthe $6.2 million in tax relief and other financial assistance among the 4 Statesand local communities would be as follows:

New York State:
Acceleration and modification of 1959 railroad tax

relief program 
Exemption of transportation facilities used exclu-

sively in rail passenger service 
Assumption by Westchester County localities of
annual maintenance costs for 9 passenger sta-
tions (exclusive of the cost of acquisition) 

$1, 515,

790,

270,

000

000

000
$2,575,000Connecticut:

Repeal of gross receipts tax on railroads 1,200,000
Financial assistance from other sources 530,000

1,730,000Rhode Island:
Repeal of gross receipts tax on railroads 187,000
50 percent abatement of present real property taxes

levied by local governments on railroads 483,000
670,000Massachusetts: Financial assistance from sources to

be determined 1,225,000

Total 6,200,000
This is in addition to benefits already received under the 1959 railroad tax reliefprogram amounting to $244,000.

It is the committee's considered view that in return for the tax relief and• other financial assistance outlined above, the taxpayers and local communitiesaffected should require definite commitments from the railroad for the continu-ation and improvement of its rail services. As one means of insuring the con-tinuation and improvement of such services in the public interest, the committee- suggests that each State designate an appropriate official to act as a member of. a four-State group to maintain continuous official contact with the managementof the railroad. In the opinion of the committee the recommended assistanceshould be granted on condition that the railroad undertake the obligation andperform the services specified in the 4-year program. The form of agreementis under study.
It must be emphasized that while the committee considers the assistanceherein recommended for adoption by the States and communities served by therailroad to be substantial, cooperative action by other interested parties, includ-ing management, labor, bondholders, and the Federal Government, is essential.Among the major recommendations of this committee are management-laboractions to effect a reduction in expenditures and the repeal of the Federal excisetax on passenger business, the urgency of which the committee respectfullysuggests should be presented to the congressional delegations from each State.

• The long-range solution
The committee's main objective in its inquiry and deliberations has been todevelop immediate means of keeping the New Haven Railroad in operation withimproved service until its long-range needs and prospects are thoroughly

explored.
, It is the opinion of the committee that through the financial assistance out-lined above, as graphically shown on the chart entitled "The Four-Year Pro-
gram," it should be possible during the next 4 years for the railroad to operate
without a net cash deficit to allocate $4 million annually for passenger equip-
ment rehabilitation and plant improvement, and to pay $1 million annually to
finance the lease-purchase of 75 to 90 new commuter cars.
The committee recognizes that this program will not meet all the capital im-

provement needs of the New Haven. • It can, however, keep the railroad in opera-
tion, with increasingly better service and maintenance than the railroad is now
providing. The committee will continue its studies and deliberations looking to
formulation of a long-range program for the improved operation of the New

- Haven before the end of the 4-year interim.

a



GUARANTEED LOANS FOR RAILROADS 79

It is the conviction of the committee members that the so
lution to the rail-

road's problems will require the intensive efforts of all con
cerned. Of particular

significance is the most efficient operation of the railro
ad. In view of the sub-

stantial contributions being asked of the taxpaying pu
blic and the commuters,

the highest degree of management-labor cooperation 
is indicated if the cost of

operation is to be reduced without a corresponding red
uction of service.

CONCLUSIONS

As directed, we respectfully submit the above recommen
dations so that appro-

priate State legislation can be considered to carry ou
t the tax relief and other

financial assistance which we have found necessary to
 meet the immediate needs

of the New Haven Railroad.
Assistance from the Federal Congress is crucial and 

the cooperation of labor

and management in reducing- costs is essential if t
he railroad is to continue

operation.
The committee expresses its deep appreciation for th

e understanding, full co-

operation and assistance of the members of the Inte
rstate Commerce Commis-

sion. The committee also wishes to note that the 
management of the railroad

has cooperated fully in furnishing any and all infor
mation requested. The com-

mittee appreciated the full cooperation of the rep
resentatives of railroad labor,

business organizations and all others approac
hed during the course of its

deliberations.
Respectfully submitted.

New York State: William J. Ronan, secretary to
 the governor, chair-

man, the Interstate Staff Committee, on the New H
aven Railroad;

Arne C. Wiprud, director of the office of transport
ation.

New York City: Lyle C. Fitch, city administrator
; Maxwell Lehman,

deputy city administrator; Abraham D. Beame,
 director of the

budget; James Felt, chairman, city planning co
mmission.

Westchester County: Harry G. Herman, count
y attorney.

Connecticut: Eugene S. Loughlin, chairman, p
ublic utilities commis-

sion; Carl Lalumia, executive aide to the Governo
r.

Massachusetts: Joseph F. Maloney, executive dir
ector of mass trans-

portation commission; Nathan S. Pavan, legal c
ounsel of mass

transportation commission.

Rhode Island: George A. McLaughlin, deputy p
ublic utilities adminis-

trator; Louis T. Cote, tax administrator.

TABLE 1.-Passengers, transported and passenge
r train revenue, 1950-60

Year

1950_
1951 
1952 
1953 
1954 
1955 

Passenger
revenue 1

Number of
passengers

Year Passenger
revenue 1

Number of
passengers

- - $59, 488, 510
64, 146,440

42, 630, 228
42, 244, 290

1956 
1957 

$67,
69,

207,
021,

674
306

45,
45,

703, 199
019,223

67, 161, 427 43, 616, 463 1958 67,601.873 39,397, 696

67, 439, 281 45. 461, 398 1959 63,017,565 34.253, 091

64, 901, 636 45;772, 600 1960  2 60,000,000 2 31,000, 000

___ 62,635, 777 44, 797,373

1 Includes mail and express revenue.
2 Estimated.

Passenger fare revenues, by States, 1959

[In thousands of dollars]

Commuta-
tion and

multiple ride
All other Total

Interstate 
8,170 26.237 34, 407

New York intrastate 
5, 570 1, 611 7,181

Connecticut intrastate 
449 967 1,416

Rhode Island intrastate 
76 70 146

-Massachusetts intrastate ___ 
1,160 180 1,340

Total_ _ 15, 425 29,065 44, 490
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TABLE 2.-Freight revenues and expenses-New Haven Railroad, 1950-60

Year
Freight
revenue

Operating
expenses

Net railway
operating in-
come, freight

1950 $90,398,892 $70, 129,984 $20,268,908
1951 94,355,235 74, 547,585 19,807,650
1952 95,593,165 72, 433,331 23,159,834
1953  96,901,297 73, 574,179 23,327,118
1954 84,364,308 64, 931,650 19,432,658
1955 91,732,257 71, 744,388 19,987,869
1956 94,427,098 77,032,712 17,394,386
1957 94,278,581 78, 660,404 15,618,177
1958 81,144,595 74,015,840 7,128,755
1959 80,369,704 76, 890,745 3,478,959
1960 1 74,100,000 1 76, 100,000 2 (2,000,000)

1 Estimated.
2 Deficit.
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Cash flow—New Haven Railroad

[In thousands]

1959 1960 1961 1

Cash at beginning of year $6, 260 $3, 133 $3, 876
Receipts 231, 787 228, 706 232, 835
Disbursements.. 234,914 227, 963 240,041
Net change in cash position 2 (3, 127) 743 2 (7,206)
Net cash, end of year 3, 133 3, 876 2 (3, 330)

1962

2 ($3,330)

229,335
236,955
2 (7, 620)

2 (10, 950)

1 Estimated.
2 Deficit.

1963 1

2 ($10,950)
229, 335
235, 592
2 (6,257)

2 (17, 207)

1964 1

2 ($17,207)
229, 335
234, 535
2 (5,200)
2 (22, 407)
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The CHAIRMAN. I think every member of the committee has had

a copy of that made available to him, but we will receive it for the

record for the benefit of the members.
Mr. ALPERT. That concludes my statement. I am sorry to have

taken so much time, but this is, I think, a very, very vital matter,

and I hope you will forgive me.
The CHAIRMAN. Mr. Flynt, do you have a question?
Mr. FLYNT. Yes, Mr. Chairman.
Mr. Alpert, I was impressed with your statement about seeking

some tax relief. Do you know of any of the areas of taxation men-

tioned by you, that either this committee or this Congress has juris-

diction over?
Mr. ALPERT. No, I do not think that this committee or this Con-

gress has jurisdiction of any of our real estate taxes, .which, in our
area, are either levied by the State or by the municipality. The only

taxes which we pay—we do not pay any income taxes, so you can
forget that part of it. But the only taxes that we pay that are a

very important item are the unemployment and retirement taxes,
which are very high in the railroad industry. I think as against the
3.5 or some 3.6 percent, or whatever the percentage is on social security,

I think the railroads pay close to 7 percent. It is pretty burden-
some. I think our bill for unemployment and retirement taxes on
the New Haven runs about $5 million a year.
Those taxes, of course, answering your question, the Congress would

have something to do about it, but the other taxes, Congress has nothing
to do with.
Mr. FLYNT. How long have you been pursuing this approach for

tax relief with the four States in which the New Haven operates?
Mr. ALPERT. Well, I think I started about 1957. We had a very

troublesome situation in Massachusetts when the company was in.
reorganization back in the 1930's. The court, when it left the com-
pany out of reorganization, provided that the Old Colony Branch of
our service, which runs from Boston down to beautiful Cape Code,
which is one of the delightful spots in New England, if you have
never visited it—
Mr. FLYNT. You have, along that line, certainly acted commend-

ably, and I hope you are successful. I do wish you success. But
from some of the facts and figures contained in a statement of ac-
counts of the Bureau of Accounting of the Interstate Commerce
Commission dated June of last year, during which time there was
pending an application on behalf of the New Haven for increased
passenger fares, at that time the Commission went into the question
of managerial salaries, policies, and efficiency of operation. This
statement is preceded, it is under oath incidentally, by Mr. Matthew
Paoli, who is an accountant employed by the Interstate Commerce
Commission as Assistant Chief of the Field Section of Bureau of
Accounts.
He says:
This information contained in this statement has been obtained from an

examination of the accounts and records of the New York, New Haven &

Hartford Railroad Co., conducted by staff members of the Field Section of

the Bureau of Accounts under my direct supervision.
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In that, he indicates that there was a statement filed by the railroad
that your salary was $60,000 whereas he says that by virtue of a
contract whereby you are to be paid for 12 years after you terminate
your services, under your contract, at the rate of $25,000 per year for
those 12 years after you end. Mr. Paoli says that the effect of this
arrangement is that you will be compensated at the rate of $120,000
yearly for 5 or 6 years. Do you question his conclusion?
Mr. ALPERT. I question that characterization. I shall be glad to

tell you the circumstances.
Mr. FLYNT. I wish you would, because I do not want to do you an

injustice on it.
Mr. ALPERT. I am very happy to tell you what the circumstances

are.
From 1919, when I was admitted to the Massachusetts bar, to 1956,

I practiced law in Boston. And, with due modesty, I shall say I had
a fairly successful practice. Finances did not bother too much,
all right, I did fairly well.
In 1954, there was a controversy which ended in a proxy fight in

the New Haven Railroad. I had absolutely nothing to do with it.
But as counsel for the biggest shipper that the New Haven had, the
Boston Market Terminal Co., which received some 20,000 cars a
year, the controversy arose with the New Haven which resulted in
litigation. I became very unfriendly with the then management of
the New Haven.
The people who started the proxy fight against the then manage-

ment came into my office. I owned no stock in the New Haven, ad.
nothing to do with it, and they asked me, since they wanted some-
body from Boston on the slate, would I be willing to serve. I was
in a frame of mind to serve because of this litigation and I allowed
them to put my name on the slate and I became elected, to my
amazement, because it was one of the few times in my life I have ever
won in any kind of contest, especially a political contest, and I became
a director of the New Haven Railroad.
I attended meetings, and then I began to acquire a good deal of stock

and became a large stockholder on the New Haven, because, from
the information I was receiving, it looked as though it would do
pretty well. The economy was good. It was—there was a disposi-
tion to get rid of the passenger service and I thought then that it was
a pretty good idea. I have since taken the other position, that is
neither here nor there.
Then the floods came, and that caused quite a rumpus. Then, in

January 1956, the then new president of the New Haven Railroad
resigned and we were left without any president.
' The board of directors thought this thing over, and they finally
proposed to me that I become chairman of the board, and they looked
around for a president and there did not seem to be any available, so
they asked me if I would take the presidency temporarily. I took it
temporarily in January 1956.
At that time, I went to Washington to negotiate this $16 million

loan with the Government resulting from the flood relief. There
were many banks involved and a group of preferred stockholders in-
volved that had tremendous claims. They took the position that one
of the troubles with the New Haven Railroad has been too many
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changes in management. First there was a reorganization, then Mr.

DeMain, Sr., then junior, then Mr. McGinnis, then I came along,

and when is this going to stop; why cannot we have a stable manage-

ment.
I said, "I am not your man, I am practicing law."
Well, they said, 'Will you take the thing for 5 years? We think

you can work it out."
They were very laudatory, and they really touched my pride. I

really began to think I could work it out. So we made an arrange-

ment I would stay for 5 years, give up the law practice. I closed the

law office, turned it over to others, and I was a railroad president.

Now, the question of salary came up. If you will take a look at the

form A. reports filed with the Interstate Commerce Commission, the

$60,000—that $60,000 salary is not a high salary for a railroad of this

size. I think that they run—I will not mention any railroads, but

you have men here who get a great deal more than that for a business

not as great as this.
Mr. FLYNT. That is not my question, Mr. Alpert.
Mr. ALPERT. I am coming to that. Just forget the troubles we

have come to, just forget all that. But $60,000 is not an unfair com-

pensation. But the position I took at the time was—the law, I
learned, in law school, is a very jealous mistress. If you do not keep

after it every minute, you cannot be in the forum in the courts, and
with all the regulations that get out and all the acts that get out

from the Congress, you cannot get out of a law business for 5 years

and then pick it, up again very easily. So I said:
"If I get out at my age"—I was 57 then—"what am I going to do

at the end of 5 years? How am I going to live? I have a few dol-
lars, but I am not a rich man; how am I going to live? If you want

me to continue at this indefinitely, fine. But if at the end of 5 years,

you do not want me here any longer, or I do not want to stay, I think
I ought to get what is the equivalent of retirement of $25,000 a year,
for the next 12 years."
I said, "I do not want the directors to make this decision; it is a

little unusual and I do not want anybody to say that the directors
made this decision. I will not do it—unless at the next stockholders
meeting, you put it up to the stockholders. If they think it is a good
idea, fine.
You must remember at the time, the flood had just occurred, there

was a question of whether we would get the loan in Washington,
there was a question of real estate interests on Park Avenue. I
thought it was a fair arrangement, and so the arrangement was made.
Five years and if at the end of that time, there is not any talk of my
leaving, and there is not any talk of it yet 
Mr. FLYNT. That 5-year period will expire in June of this year,

will it not?
Mr. ALPERT. Yes, and if at that time they do not want me there

any further all right.
Mr. FLYNT. As far as you know, there is no contemplated change,

and the $25,000 retirement figure would not come into effect as long
as you are the active manager.
Mr. ALPERT. Right, and the statement implying that I get $120,000

a year is nonsense. I wish I had, but I did not. I do not think it is
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any unreasonable request, after spending the time I have, 18 hours
a day, for 5 years, with no vacation, and fighting this battle against
many interests for 5 years, to say, if at the end of 5 years, I am worn
out and they do not want me, that I should be able to live with my
family.
Mr. FLYNT. In this connection, was that made clear to the Inter-

state Commerce Commission at the time that the application for in-
creased passenger fares was made, and was that also made clear and
set out at the time of the application for the loan or did that just
happen to be uncovered by this accountant who went into the records
to verify the statements which had been contained on the application?
Mr. ALPERT. If there is any act of mine that has caused a con-

centration of public attention in the last 5 years, through the news-
papers, and in political circles, it is my salary and my retirement.
I do not know why it is, but it has been kicked around everywhere.
This is not the first time; that is why I do not have to look a note
to give you the information.
I testified before the Public Utilities Commission in Connecticut;

I testified before the legislative committee in Massachusetts; I do not
remember whether I specifically testified on the terms of the contract
before the ICC. Nothing was uncovered here. It was filed with the
SEC in our proxy material; 94 percent of the stockholders voted in
favor of it. What is this all about, about a secret arrangement?
Mr. FLYNT. It is this. Were these facts of record, and were they

disclosed at the time the application was filed for the loan that was
guaranteed by the Government?
Mr. ALPERT. If they were not disclosed, I am certainly ignorantof that fact, because I did not file the papers. There was certainly

knowledge of this by the stockholders, and I think Mr. Paoli's state-
ment—is this the fare increase?
Mr. FLYNT. This is the fare increase right there, but I am wonder-ing if that thing is a matter of record and if full disclosure wasmade. If it was, I have no quarrel with it, none whatsoever. But if

your salary is, in fact, reported at less than half of what it actually is,then I wonder if there are other facts which are not similarly undis-closed in connection with applications of the New Haven for theseguaranteed loans.
Mr. ALPERT. Mr. Kuhback, our financial officer, says that an appli-cation for loan, on the flood loan, went to the stockholders and variousapplications went to the stockholders, and all this information wascontained in that proxy material and must have been known to theInterstate Commerce Commission.
I can assure you of one thing, whether the Interstate CommerceCommission had a copy of the contract or whether they had not, Icannot say. All I can say, certainly, is that nothing was ever keptfrom the ICC; nothing was concealed in the ICC report; there weremany transactions prior to my becoming president—stock trans-

actions, all kinds of transactions. All I can say is nothing like thathas ever happened while I have been president. We have not boughta share of stock or anything.
Mr. FLYNT. The reason I asked for Mr. Webb's report this morningis I want to see if, in the records down at the Commission, full dis-

closure of these things were made. If it was, there is no problem. If
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it was not made, I think full disclosure ought to be made before this
committee to see whether loans guaranteed by the Government are
going for matters not properly made part of the record.
One more thing, and then I shall conclude, Mr. Chairman.
Who is general counsel for your railroad?
Mr. ALBERT. Mr. John Gardner.
Mr. FLYNT. In addition to your general counsel, do you have gen-

eral attorneys?
Mr. ALBERT. He is the general attorney and general counsel. He is

head of our law department.
Mr. FLYNT. Another thing that this report, this report of June

1960, discloses is that more than $556,000 were paid in law fees to
the law firm of Alpert & Alpert and to associate counsel retained by
Alpert & Alpert, by the name of J. J. Mulhern during a 3-year period.
Mr. ALBERT. That is right.
Mr. FLYNT. I am not being critical of those fees at this time because

I do not know what was involved, and it is altogether possible that
they were quite in line with normal fees for the services performed.
But I find it difficult to tie that in with the fact—are you a member
of the law firm of Alpert & Alpert?
Mr. ALBERT. No, sir, not since I have been president of the New

Haven Railroad.
Mr. FLYNT. Is any member of your family a member of the firm?
Mr. ALBERT. Yes, my son is a member of the law firm.
I got no part of that compensation.
Mr. FLYNT. Before you became president, had Alpert & Alpert done

any legal work for the New Haven that would bring in approximately
$175,000 of legal fees to your firm?
Mr. ALPERT. Yes, sir. Well, no—I did not get those fees while I

was—I did not get those fees. What happened was, when I was
elected director of the New Haven Railroad we had a very difficult
tax situation in Boston. In Boston, we have a tax rate now of $100
per $1,000. I claim that is practically confiscatory. Furthermore,
the assessments are very high. On South Station, for example, I
think they are 300 percent of what I think fair value is. I was asked
by the then President of the New Haven Railroad if I would handle
these tax abatement cases in the Massachusetts Board of Appeals.
That is an area with which I was very familiar. I had spent a good
deal of my time in tax abatement work before I became connected with
the railroad. I took that job. I tried 12 of the cases before the board
of tax appeals, but before the cases were decided, I was elected presi-
dent, and having been elected president and put on a salary, I refused
to take any of the fees, even though I had done the work before.
But my firm, my previous firm, continued in the case, and they

got the fees when the decision came down. Usually in a tax abate-
ment case in Massachusetts, the fee will vary anywhere from 20 to
35 percent of the amount coming back from the taxing authorities,
depending on the size and the amount of work. In this case, I think
the recovery was close to $4 million, or $3.5 million as a result of the
work I did in 1954 and 1955. The fees were set, not on the basis of
20 or 30 percent but on the basis of 16 percent. That 16 percent in-
cluded the services of all the experts.
Mr. FLYNT. These records show that these were about one-sixth.
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Mr. ALPERT. That is right, including the experts' fees, which was
very unusual. I have no apologies to make for those fees, even
though I did not get them.
Mr. FLYNT. The thing that concerned us was when a railroad is in

the precarious position which the New Haven admittedly is in, for
fees and salaries in excess of $1,100,000 over a partly 3- and partly
5-year period, it simply generates a cause for wonderment as to
whether the managerial policies of the railroad of which you are
president—and, as I say, I hope you will come out of the difficulties
you now find yourself in—but if this policy is very widespread and
if there should be 10 or 12 other similar operations that may or may
not be disclosed when we finally get Commissioner Webb to report
back, that may account for the deficit the New Haven Railroad is
operating at. I wanted to be clear on that point.
Thank you, Mr. Chairman.
The CHAIRMAN. Mr. Macdonald?
Mr. MACDONALD. I do not have many questions, Mr. Chairman. -
I would like to compliment you, Mr. Alpert, on a very forthright

and straightforward depicting of the transportation troubles that we
have in Massachusetts and New England. I know of my own knowl-
edge that the matter concerning your salary and so forth has been
kicked around more than the ball in a Harvard-Yale football game
for some years now ; up in Massachusetts.
I also know how hard you have been working on this transporta-

tion problem in bringing it to the attention of local groups and trying
to arouse local enthusiasm to your side.
However, in answer to a question—maybe I did not understand it

correctly—but I thought that the gentleman from Connecticut, Mr.
Sibal, asked you if one of the reasons you are in trouble financially
was that the Federal and State authorities have refused to let you
discontinue passenger service, and I thought you answered "Yes."
Is that correct?
Mr. ALPERT. No; I do not think that question was asked of . me.
Mr. STEAL. I asked that question of the Commissioner, not Mr.

Alpert.
Mr. MACDONALD. Just to get the record clear, was the Commis-

sioner's answer yes to that?
Mr. SIBAL. As I recall it, he did not indicate it was the reason, but

he indicated it was a contributing reason.
Mr. MACDONALD. In line with that, Mr. Alpert, I was wondering,

do you agree with the Commissioner's characterization of your trou-
bles?
Mr. ALPERT. I think that, rather than make a categorical statement

that I do or do not agree, I would put it this way. I pointed out thatI think the passenger
in 

business is the losing part of the operation.
iNow, if it is, there s a division of opinion n the railroad business

itself as to what course should be taken. There are those who say,
since the business is losing money, why not get out of it if you can, put
all the pressure you can on to get out of it, then. It is like a fellow
in the clothing business. If he is manufacturing skirts at $100,000,
and he is manufacturing pants and making $100,000, but he is losing
money on the pants, the question is: Should he get rid of them? If
he gets rid of the pants, then he loses $100,000; whereas, if he keeps
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them both, he breaks even or perhaps a little worse. That is one line
of thought.
That has been taken by some people, 

i 
whereas, for example, all rail-

road business has been discontinued n Maine—all passenger busi-
ness—under a decision of the court. It has been discontinued on vari-
ous lines in other parts of the country, because there is a feeling that
if you do not get rid of the passenger business you are in trouble.
My line of thought is in the other school. I claim that where pas-

senger service is essential to the economy of the area, where the wel-
fare of the people depend upon passenger rail service, then it is not
the way to remedy the situation by making it worse; the way to
remedy it is not to get rid of the passenger service and say "I do not
care what happens to the public; we have to take care of the rail-
road." The thing is to find out how you can save this essential pas-
senger service and still save the railroad.
I have come to the conclusion that if you do not nationalize the

railroads in that situation, and if you do not liquidate them, then
• the only answer is to give them equal treatment. When I read the
other day that a CAB examiner made the recommendation that the
Riddle Airlines get a $2 million cash subsidy which is authorized
by the Congress to improve that airfreight service—now moving
into the freight business on subsidies—it makes me feel pretty terrible.
Because if you are going to support the freight business through
the subsidies that you give the airlines and the helicopters and every-
body else in the transportation business, and you are going to say
to the railroads, "Go ahead and improve your service"—I had a ques-
tion asked—there was a question asked of Mr. Hutchinson, "Do you
not think it is the proper thing to do, before you give these people
any money, to insist that they upgrade their service?' You can insist
until doom's day that they upgrade their 

service, 
but if they do not

have the money to upgrade the service how can it be done? How are
you going to make a passenger car toilet look a little bit better if
you do not have the money?
We spend millions of dollars in the last 5 years on wheels, the

trucks, and I am happy to say that both the Congress and the Inter-
state Commerce Commission have made recommendations saying that
we have a safe railroad, and that is what I am interested in. The
esthetic part of it is of no concern to me; if we are late occasionally,
that is of little concern. We have to preserve this passenger service
if we can, because that is the nature of our area, the concentration
of population, that chaos would result if we discontinued it.
The only way I can figure it out is equality in the field of taxation

and subsidy. If you can come to any other conclusion, I have yet to
hear it.
Mr. MACDONALD. I did not really hear an answer to my question

either.
Mr. ALPERT. The answer to your question is that in my opinion

we do not want to discontinue essential service. It is only if we have
a line from Waterbury to Winsted, which is used by four people a
day, I am afraid they will have to go elsewhere, because that is not
a matter of public welfare. But if you have a line from Springfield
to New Haven, or from Boston to New York, or from Westport
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into New York City and you discontinue that, you will have chaos
and I am against that.
Mr. MACDONALD. Just to make my question perhaps even more

specific, are there any other passenger curtailments planned by your
railroad in Massachusetts?
Mr. ALPERT. We have no applications for curtailment or reduc-

tion of passenger service in Massachusetts or anywhere else, to my
knowledge at this time. Studies are being made. If we find that
there is not any need for service, that is one thing. But that is not
up to us to decide on that. But as far as the main lines and the
concentrated area of population, we have nothing.
Mr. MACDONALD. In conclusion, I would like to point out that I was

very interested in your remark about the railroads hitting the area
of the Smithsonian Institution. I thought you would be interested
in knowing that in my district, they took away one of the railroad
passenger terminals and brought it up to an amusement park, where
the children of the district can go pay a quarter to see what a passenger
terminal is like. I did not know if your remarks were prophetic or
if you felt this would also happen to the New York, New Haven, &
Hartford if the present trend is continued.
Mr. ALPERT. Since that incident did not occur on my railroad, and

since I do not want to get into a controversy with the gentleman, who
is a good friend of mine, who is running the other railroad, I shall
withhold comment.
Mr. MACDONALD. I was wondering what you did do with the pas-

senger terminals of the Old Colony.
Mr. ALPERT. They are still there. As a matter of fact, I might tell

you the purpose of the meeting in Massachusetts tonight is on this
Old Colony situation. We finally discontinued the Old Colony be-
cause the court decreed we could do it if we were losing as much as
$250,000 a year, and we were losing $2.5 million a year. So we dis-
continued it. There was great controversy about it, and they im-
mediately appropriated $100,000 a year to make a study.
They made a study, which provided for rapid transit, not to Cape

Cod, but from Boston to Braintree. It would acquire our tracks
for $1.5 million or so. Then they put in rapid transit. But this
rapid transit would cost somewhere around $30 or $40 million. They
would have to electrify the tracks and put in signals, and so forth.
When that came before the legislature, it had a little sobering effect.

After all, having rapid transit is fine, but when it costs $30 or $40
million, that is the horse of a different color. There has not been
any service on the cape since June or July of 1959, as you know.
Now, when the new Governor came in, he asked me to step up and

we talked about it. He said—asked—if it were not possible to resume
railroad service. I said there was absolutely nothing that cannot be
done, all I ask is that we break even. I said, "If you can show us
some way we can break even, we shall give you any service you want."
I said, "We shall give you the use of the tracks for nothing, free,

and you go ahead and run it, create an authority, buy your equipment,or if you want to make a contract with the railroad, no charge for
the tracks, and we shall run it on a cost-plus-zero basis."
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That interested him, and so we are meeting tonight to see whether
we can work it out, and you may have service, if the railroad lives,
on the Old Colony next summer • I do not know.
Mr. MACDONALD. I am delighted to hear that.
Thank you, Mr. Chairman.
Mr. ALPERT. I am trying; that is all I can say.
The CHAIRMAN. Mr. Alpert, did you say the Government had pro-

vided $2 million for development of aircargo ?
Mr. ALPERT. The Government has not provided it yet. The statute

under which the CAB operates provides for such loans if the CAB
recommends or makes them. Now, the examiner of the CAB, just 2
weeks ago, recommended a $2 million subsidy to the Riddle Airlines to
improve its airfreight service. This is a new departure. This is the
first freight subsidy I have heard of.
The CHAIRMAN. That is overseas.
Mr. ALPERT. No, this is in the United States.
The CHAIRMAN. Riddle is in the United States?
Mr. ALPERT. Yes, right here. The Riddle Airlines I think, is a

north-south carrier. This is distinguishable from the subsidies to
Allegheny, for example.
Allegheny has just moved into our territory in Connecticut, and

they are advertising a commuter service by feeder airlines. Now,
Allegheny put out a prospectus to show how excellent their stock was.
They said, 'We carried 500,000 passengers last year, and from those
500,000 passengers, we collected a certain amount, but it is not suffi-
cient; we are losing money."
Therefore, they applied to the CAB, which gave them a $3,300,000

cash subsidy. It had nothing to do with mail or any loan, or any
mortgage, just cash on the table.
The CHAIRMAN. There has been no appropriation for any subsidi-

zation of any aircargo yet.
Mr. ALPERT. I do not know about appropriations; I have not read

that in the budget yet. But certainly there is an appropriation for
the feeder airlines and helicopters, because they are getting the money
now.
The CHAIRMAN. That is true, but not for cargo. I was under the

impression that the recommendations for Riddle Airlines was that—
was for that part developing cargo for oversea purposes.
Mr. ALPERT. That is not how I read the news dispatch. I have not

seen the official report, but as I read the news dispatch, it is north-
south in the United States.
The CHAIRMAN. I understood it was north-south, but from the

United States to South America.
Mr. ALPERT. You may be right. I read it in the newspaper.
The CHAIRMAN. Well, anyway, that can be confirmed one way or the

other.
Mr. Avery?
Mr. AVERY. Mr. Alpert, I shall try to condense my questions, be-

cause you have been a very helpful witness, and your time is running
out and so is ours.
You told the committee that the States of New York, New Jersey,

and the city of Philadelphia—and possibly one other entity—had made

68488-61--7
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some overtures in way of concessions to the New Haven Railroad.
You mentioned the amounts. Just in what way did they come about?
Was that relief from taxation; were those appropriated funds, a
gratuity, or what.?
Mr. ALPERT. They are right in this report which the chairman has

received.
New York State, the acceleration and modification of 1959 railroad

tax relief program—that is the one I told you about. Instead of wait-
ing until 1963, they are accelerating it to 1961. That will account for
$1,515,000.

Also, in New York State, exemption of transportation facilities
used exclusively in rail passenger service will account for $790,000.
Mr. AVERY. Is that exemption from taxation now?
Mr. ALPERT. Yes.
Assumption by Westchester County localities of annual mainte-

nance costs for nine passenger stations, exclusive of the cost of ac-
quisition—this is not for taxes, but to relieve us of the cost of main-
taining those stations, $270,000. So in New York, we are to get
$2,575,000.
Mr. AVERY. Just to move rapidly to Philadelphia 
Mr. ALPERT. I do not run in Philadelphia.
Mr. AVERY. I thought you mentioned Philadelphia.
Mr. ALPERT. I did say that the city of Philadelphia has given a

subsidy to the Pennsylvania Railroad and the Reading Railroad. I
referred to that as a straw in the wind, that people are beginning to
think of this as a solution.
Mr. AVERY. That is a cash subsidy as a gratuity?
Mr. ALPERT. Yes.
Mr. AVERY. As a token of public responsibility to the railroad

service?
Mr. ALPERT. That is what I understand.
Mr. AVERY. You mentioned the cost of the strike on the Pennsyl-

vania Railroad being reflected in your receipts, and also the tugboat
strike. Have you reduced that to a figure as to what those strikes
may have cost your line?
Mr. ALPERT. I think we have that.
Mr. AVERY. If you do not 
Mr. ALPERT. We can supply it. Do you want the Pennsylvania

strike and the tug strike?
Mr. AVERY. Yes, as those two strikes affected the earnings or receipts

of the New Haven Railroad, and was that on a calendar or fiscal
year.
Mr. ALPERT. I shall do that.
Mr. AVERY. Just one final question. I am sure you read the Presi-

dent's proposed amendment to the financing of the Interstate High-
way System. In your opinion, Mr. Alpert, if Congress were to ac-
cept all the recommendations made by the President in the way of
increased excise taxes on highway users, primarily on motor carriers,
would those proposals be helpful to the railroad industry in a way
of balancing tax responsibility, and more particularly on yours?
Mr. ALPERT. I think it would be a step which would certainly be

calculated to help the railroads because of the inequity which exists
now. It has been my argument—I think it was brought out in the

•••
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Interstate Commerce Commission report of June or May 1959, after
a 3-year investigation, that there is an inequity which exists between
the trucks and the railroads because of the facilities which are fur-
nished for the benefit of the trucks, for which they do not pay user
charges to the full extent.
Now, one of the things I was impressed with in the President's

message, and I do not know what its fate will be, but the truckers
claim, as I understand, that they are paying user charges that the
tax on automobile tires and the tax on automobile tubes

' 
and the gas

and other excise taxes which have been imposed upon the trucking
industry, are user charges which pay for the highways. I do not.
think they are anything of the kind, and I think the President said
the same thing in his message, because these excise taxes, just as the
10-percent excise tax on passenger fares, were imposed originally for
general revenue purposes; they go into the general funds. That was.
the purpose of these excise taxes. It was only in the Highway Act
of 1956 that, by a stroke of the pen, they were designated as user
charge taxes, taken out of the general fund, and put in the highway
fund.
If that is so, what happens is that the taxes which the railroad pays

go into the general funds, and those are used for oversea relief, we
into

general 
say, but the taxes which the trucks pay, which should go 

general funds, are used for highway funds, and we end up paying
the bill. This does not seem fair to me, and I think the President's
message is very sound, even though I am a Republican.
Mr. AVERY. Thank you. I somehow have a feeling that service

will be restored to Cape Cod next year.
Mr. ALPERT. We shall certainly try. We have now from New York

to Cape Cod, but not from Boston to Cape Cod.
The CHAIRMAN. I shall have to ask your indulgence to give the

other members opportunity to ask questions.
Mr. O'Brien?
Mr. O'BRIEN. I have no questions.
The CHAIRMAN. Mr. Collier?
Mr. COLLIER. Mr. Alpert, you mentioned in passing the leasing of

equipment by the railroads. Could you, for my own edification, just
give me a little idea as to what extent the process and procedure of
equipment leasing is done by a railroad?
Mr. ALPERT. By our railroad?
Mr. COLLIER. Yes.
Let me say that the figures are not exactly what I was interested in.

Just briefly, the type of equipment and to what extent is equipment
employed by the railroad that is on a leased basis, shall we say, as
compared to equipment on trust certificates?
Mr. ALPERT. I think most of our equipment goes back quite a few

years, and that was all on equipment trust certificates. In recent

years, 
during my administration we acquired 30 locomotives, called•

FL-9 locomotives from General Motors, diesels, and those we have on
lease from General Motors. These cost $150,000.
Mr. COLLIER. You subsequently take over the equipment b

of payments, do you? E With
Mr. ALPERT. When they are paid for under the lease 'believe we:

have the privilege, the right, of renewal. Rr,TE
v:JC .
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We have a right to renew them, but the effect of it will be during
the effective life of the equipment, it would not cost us a great deal
more, I believe, than acquiring them under equipment trust certifi-
cates.
The important consideration for us is if we acquire them on equip-

ment trust certificates, we must pay down 25 percent of the cost, and
that is a very substantial item. By leasing them, we avoid that down-
payment.
Mr. COLLIER. Is substantially the same practice used by many of the

trucking firms?
Mr. ALPERT. Right.
Mr. COLLIER. Thank you very much.
The CHAIRMAN. Mr. Moss?
Mr. Moss. As I understand it, you have two principal recommenda-

tions: One,that the provision for a finding of reasonable assurance of
repayment be stricken from section 504, and the other is the one Mr.
Collier just discussed, on leasing.
Would not the removal of the one and the addition of the other

change substantially the character of the type of loan or guarantee
which the Government is going to undertake?
Mr. ALPERT. I doubt it.
Mr. Moss. You doubt it?
Mr. ALPERT. Yes.
Mr. Moss. A loan made with a reasonable assurance of repayment

would not be substantially different from a loan made because it was
needed to maintain a public service?
Mr. ALPERT. No; to carry out the purposes of this act.
Mr. Moss. Well, we seem to have dsagreement on the purposes.

I enjoyed your testimony very much. I think much of it was directed
at legislation entirely different from that which we have before us to-
day, which is a simple extension of the act to permit the guaranteeing
of loans. I was here at the time of the passing of the 1958 act and
after hearing it described by yourself and Mr. Hutchinson, as to the
intent of the committee, I sent out for a copy of the report we filed
at the time we reported the bill. I find in reading that report that it
appeared to be the principal concern of the committee that we facili-
tate the acquisition and improvement of equipment.

Starting over on page—actually, it starts on page 9 of the report,
if you have it there, and it goes over on page 10. That seems to tie in
with my recollection. At that time, we were in a recession and there
was concern about stimulating the economy. We were going to get
some of these projects for improvement of equipment and facilities
off the drawing board and underway, in the hope that this would be
beneficial to the railroads and to the economy. I direct your attention
to all of page 10, which I think is very clear—very clear—on that. As
I say, it matches precisely the recollection I had as a member of the
committee. I would suggest that it might more accurately spell out
the intent of the committee at the time of this action.
I did not recall that we were undertaking a program of very high

risk guarantees; in fact, there was a little resistance in the committee
to the 100-percent feature; substantial resistance.
I think your testimony has been excellent for a different type of

legislation, and I am not cognizant of the fact that anyone in the
Commission here has been urging either nationalization or subsidy.
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But I submit, sir, you spelled out a very strong case, and inferentially
placed a very persuasive plea before us for subsidy. Is that what
you seek?
Mr. ALPERT. No; not here. I do not seek subsidy. I think this

ought to be a loan as distinguished from subsidy.
Mr. Moss. If it is a loan, should not we here make certain that it is

a good and a sound loan? We are using your tax dollars.
Mr. ALPERT. That depends on the answer to one question.
Mr. Moss. I am perfectly willing to try to answer your question.
Mr. ALPERT. All right. The question that I ask is this: If the loan is

to help railroads which are in distress, as I read this same document
you are referring to, because I read from page 10 to the top of it, 

iwhere it says that some railroads particularly n the East are in grave
economic difficulties, and the committee had testimony to the effect that
it would be doubtful that some of them would be able to solve their
problems, were some of the major railroads to go into receivership, the
resulting impact would be serious, not only to the industry, but to the
country as well.
Mr. Moss. I would suggest, reading that, that it is further amplified

with the financial assistance provided by this bill, and I direct your
attention to the part which says that the committee has been reliably
informed that many carriers immediately would reinstitute many
already authorized programs. Such action without further delay for
the drawing board or blueprint stage straightaway would provide
substantial reemployment by the railroad industry and through the
purchase of materials, equipment, and supplies, would afford a great
stimulus to the industries supplying them. This stimulus is extremely
important and timely right at this moment.

It is very difficult in taking from context; it is important to read the
whole.
Mr. ALPERT. That is right.
Mr. Moss. I think the whole more correctly conveys the attitude

which existed at the moment the document was written.
Mr. ALPERT. Of course, Mr. Moss, you have a slight advantage over

me; you were on the committee and I was not. I have to take it from
this printed report. Taking it from the printed report, I want to call
your attention to the fact that the three loans we got carried out the
thought that the committee should take; that is to improve employ-
ment and get new equipment. Because our loan for 30 FL-9's, back
in 1958 or 1959, was for that very purpose, to keep people working on
the trains and keep the trains running.
The shop loan, that made work for the people who maintain our

equipment, the loan of $1 million, and the people who make the ma-
chinery the same thing.
I think there are two purposes to this act: First to acquire equip-

ment, which I have not talked about, because our other loans were in
the other category, to keep the railroads alive. It would be well to
keep an industry employing 12,000 people alive, as it would be--
Mr. Moss. If we could agree that that loan, under the conditions

prevailing at the time of the loan, provided a reasonable assurance of
repayment under the terms and conditions of the loan.
Mr. ALPERT. Well, that brings me to my question.
Mr. Moss. Well, you have a lot of ifs appended onto this, have you

not? If you get the tax relief from the State governments, if you get
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the relief from local jurisdictions, if these things occur, then the loan
meets the requirement that it provide a reasonable assurance for re-
payment. But I think by your own testimony, lacking this additional

• relief, there is little prospect of repayment.
Mr. ALPERT. Right. I think if we do not get the relief I have been

talking about in the tax area, there is very little prospect of repay-
ment. And now I put my question.
Mr. Moss. That is the point I have been making. As I studied this,

this was a loan-guarantee program under conditions affording reason-
able assurance of repayment. The only way you could examine the
condition which affords the reasonable assurance is to look at the con-
dition which exists at the time the loan is approved.
Now, if we are going to go into this highly speculative area, a much

riskier guarantee being assumed on the part of the Government, then I
think we have fundamentally changed the purpose in mind at the time
the guarantees were authorized by this committee.
Mr. ALPERT. I get your point, Mr. Moss, and I think we are not

at all in disagreement. I think we only disagree on—the only dis-
agreement that I see is that I do not think that you can say that with
the progress that has been made in the four States, with the assur-
ances of the Governors and the legislative leaders, particularly the
majority of the party leaders in some of these States, that there is
not reasonable assurance that the loan will be repaid. I think there
is very good assurance.
I think one of the things the Interstate Commerce Commission un-

doubtedly had in mind, and that is why I refer to their action as
statesmanship—they knew the States had to have this service, and the
only way we could get action from the States is to tell them if we
do not get this, you are down the drain. That, I think, the Interstate
Commerce Commission accomplished.
Now, if we get the relief, I think there is reasonable assurance. Now

I think the important question here is, if a railroad is in this condition,
the question arises whether the railroad is going to survive or is going
to disappear. What is more important, that you follow the standard
of a banker to make sure you get the pot of gold back, or is it
more important to save the railroad for the welfare of the public?
I personally think that the welfare of the public comes first.
Mr. Moss. I think that question has fine emotional appeal.
Mr. ALPERT. I did not intend it as emotional.
Mr. Moss. And perhaps on just generalization, I could agree with

you completely. But we are examining into an agency's operation
under the law spelled out by this Congress, which does not, in my
judgment, give them this broad latitude to be so statesmanlike if the
policy direction from this Congress is more restrictive. If that was
the condition they encountered, then perhaps they should have asked
for a broader authority. Because apparently, this is not going to meet
your needs, applying this to your future requests will not meet your
need.
Mr. ALPERT. I would agree with you 100 percent, Mr. Moss, ex-

cept for one thing, that I think that when the people from the four
States come down to visit the ICC and the representatives of the four
Governors went right to Washington, to the Interstate Commerce
Commission Building and sat down with the Interstate Commerce
Commission, on the basis of the assurances given to the ICC, they
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were perfectly proper in making a finding that there was reasonable
assurance that this money would be repaid.
Mr. Moss. Well, we shall say that in some of the States, you have

had a change in administration.
Mr. ALPERT. This was after the election.
Mr. Moss. After the election?
Mr. ALPERT. Yes, sir; these are new Governors.
Mr. Moss. And they were all in a position at this time to have a

pretty good grasp of what their legislatures will do?
Mr. ALPERT. That is something you will not get me on. I will

not speak for any legislature in my neck of the woods.
Mr. Moss. You have to on some of these things.
Mr. ALPERT. We are talking about reasonable assurance. I think

there is reasonable assurance.
Mr. Moss. I think there are highly speculative assurances.
Mr. ALPERT. I went before the finance committee of the State of

Connecticut, Mr. Sibal's State. The bill is to relieve us of $1,200,-
000 on our gross earnings tax; that is in lieu of real estate taxes that
go to the State. I do not know what they are going to do, but I
can tell you these facts that the Republican caucus and the Demo-
cratic caucus and the dovernor all agreed that this bill should pass.
I think there is reasonable assurance that it will, but if you want me
to guarantee it, I cannot.
Mr. Moss. Well, I remember in my legislative days, I introduced

bills with more coauthors than it took to pass it, and it got to the
floor and did not get enough votes to make me feel respectable. So
I would not want to bank on some of these assurances. 
But now you have made this other proposal of permitting the

guarantee of leases. I ask again, is not this a fundamental departure
from the type of loan envisioned in the drafting of this act? What
security do I have on a lease if I merely guarantee the payment of
the lease?
Mr. ALPERT. Well, I do not know. There is not the security you

have on equipment costs, of course.
Mr. Moss. Nowhere near the security, is there? In fact, there is

very little, if any, recourse, is there not?
Mr. ALPERT. Except I suppose the guarantor could take the bene-

fit of the railroads' use under the lease and could assign those.
Mr. Moss. He might. He could impose conditions, certainly, in

making the arrangement, but it would not be as satisfactory. This
would be considerably a broadening, and approaching again this area
of what finally might be, in fact, subsidy.
Mr. ALPERT. Well, I do not know.
Mr. Moss. If we are going to get into subsidizing, let us look at

it honestly, face up to it and do it. Let us not go in the back door
to it.
Mr. ALPERT. I did not intend to go in the back door. I wish this

legislation involved the simple issue, shall we or shall we not have
subsidy. I could argue that at great length with you.
As you say, this does not involve that. However, if it is a sub-

sidy and you think the subsidy is wrong, then we should not have
that amendment.
Mr. Moss. I am not expressing judgment on the subsidy, sir. I am

merely expressing my judgment on this type of proposal in connec-
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tion with the type of loan envisioned here, the type you are asking us
to extend.
Mr. ALPERT. I think the security is as good on a lease and, further-

more, it avoids the necessity of a 25 percent downpayment. That is
the thing that appeals to me.
Mr. Moss. I have no more questions.
The CHAIRMAN. Mr. Devine?
Mr. DEVINE. I have no questions.
The CHAIRMAN. Mr. Jarman?
Mr. JARMAN. I have no questions.
The CHAIRMAN. Mr. Hemphill?
Mr. HEMPHILL. I would like to ask you, Mr. Alpert, how much

does the New York, New Haven & Hartford owe now?
Mr. ALPERT. How much does it owe to whom?
Mr. HEMPHILL. To all the creditors, including the banks which the

Government has given the loan guarantee to of various items compos-
in,g $21 million plus?
Mr. ALPERT. Well, we owe on the 30 FL-9, present balance, $8,159,-

400. I shall be glad to furnish this in a tabulation to the committee
if you want it.
Mr. HEMPHILL. If you would, we could forgo further questions

and might save some time.
Now, Mr. Chairman, I ask that the gentleman be allowed to send

us the information to be included in the record at this point.
The CHAIRMAN. Without objection.
(The material referred to follows:)

THE NEW YORK, NEW HAVEN & HARTFORD RAILROAD CO.,
New Haven, Conn., March 9, 1961.

Hon. OREN HARRIS,
House of Representatives, Washington, D.C.
DEAR MR. HARRIS: During the course of my testimony before your committee

on March 2 in connection with H.R. 1163, I was requested to furnish a tabula-
tion of the amounts owed by the New Haven on Government guaranteed loans.
Attached is such a tabulation in duplicate.
I was also requested to furnish the information showing the cost to the New

Haven of the Pennsylvania Railroad strike and the New York Harbor tugboat
strike. The cost of the Pennsylvania Railroad strike to the New Haven, includ-
ing lost revenues, was $637,000. The enst of the New York Harbor tugboat
strike, including lost revenues, was approximately $1,400,000.
The Honorable Everett Hutchinson, Chairman of the Interstate Commerce

Commission, was requested by the Honorable John J. Flynt, Jr., to furnish cer-
tain information in connection with the investigation of the New Haven in ICC
Docket No. 33332, including the verified statement of Matthew Paoli. In my
opinion the direct and cross-examination of Mr. Paoli in that docket with re-
spect to his verified statement should be included in any consideration of that
statement. Enclosed are two copies of his direct and cross-examination, which
I respectfully submit for your committee's consideration.
At the hearing you will recall I referred to the recent report of a Civil Aero-

nautics Board examiner which recommended a $2 million subsidy for Riddle
Airlines to provide the United States with north-south all-cargo freight service.
I think that you asked the question whether this was not a subsidy for oversea
transportation and I stated at the time that my recollection was that it would
apply to freight service between major U.S. cities. Since my return to New
Haven I have checked this and enclosed herewith is a copy of the article in the
Wall Street Journal of Wednesday, February 15, 1961, from which my infor-
mation came. So far as I can make out, this subsidy is recommended for freight
service between major cities within the limits of the United States.

Sincerely,
GEORGE ALPERT, President.
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[From the Wall Street Journal, Feb. 15, 1961]

CAB AID ASKS ONLY FLYING TIGER, RIDDLE, BE ALL-CARGO LINE; URGES RIDDLE
SUBSIDY

The U.S. aircargo industry should be regrouped for a new, federally subsidized
invasion of the freight business being handled by railroads and trucks, a Civil
Aeronautics Board examiner said in Washington.
He conceded subsidies would help divert traffic from railroads and trucks,

but he said the CAB is charged by Congress with the "promotion, encouragement,
and development of civil aeronautics" and subsidies were fashioned by Congress
as a tool for the CAB to use in carrying out its promotional responsibility.
The examiner, Merritt Ruhlen, recommended the number of all-cargo airlines

flying within the United States be reduced to two from four. The two remain-
ing would be the strongest financially, Flying Tiger Line, Inc., and Riddle Air-
lines, Inc. They would get long-term authority to provide all-cargo service be-
tween all major U.S. cities. Slick Airways, Inc., and AAXICO Airlines, Inc., the
other two, which have suspended scheduled service because of financial problems,
would lose their routes. Slick issued a statement condemning the examiner's
recommendation and said it would be taken to the full CAB.
Two big passenger-carrying airlines, American and Delta, would get long-term

authority to fly all-cargo service on a limited number of routes where they
are not authorized to make passenger flights. A111 the big all-purpose passenger
lines would keep their present authority to operate all-cargo flights on the routes
awarded them for passenger service; in addition, small amounts of cargo are
carried on many passenger flights.
Mr. Ruhlen ruled out any all-out takeover of the aircargo business by the

big passenger-carrying lines. He said failure of many of the big lines to pro-
vide all-cargo service in the mid-1950's "demonstrates that the public cannot
rely on the all-purpose carriers to develop all-cargo (air) transportation."
An independent airline that has to rely solely on cargo to earn a profit will

make "greater effort and exercise managerial ingenuity" to promote cargo busi-
ness than will the passenger-carrying lines, Mr. Ruhlen said.
He argued that aircargo, still in a "developmental and experimental stage,"

should, as a matter of principle, receive Federal subsidies, just as the 13 local
service airlines are subsidized to make passenger service available to smaller
U.S. cities. Specifically, he suggested Riddle Airlines should receive about
$2 million a year to provide the United States with north-south all-cargo serv-
ice, though Flying Tiger shouldn't need a subsidy to fly its east-west routes
and the all-purpose passenger lines shouldn't get any subsidies to provide cargo
service.
Mr. Ruhlen's recommendations came in his initial decision on a broad investi-

gation of the air cargo business that the CAB ordered in 1958. He was told to
look into such questions as whether the all-cargo lines should be continued or
the passenger lines be allowed to take over the cargo business completely, and
whether any cargo operators should be subsidized. His recommendations now
go to the five-member CAB for final decision.
Mr. Ruhlen noted air-freight traffic has grown, but not as much as expected.

In 1959, he said, some 387 million ton-miles (1 ton flown 1 mile) of air freight
were transported; in 1949 the CAB estimated the potential at more than a bil-
lion ton-miles a year. He suggested the difficulties have included high rates,
planes unsuitable for economic cargo operations, and financial problems of the
all-cargo operator.
Some airlines started all-cargo flights shortly after World War II, and in

1949 the CAB authorized Slick and Flying Tiger to fly an extensive system of
east-west transcontinental routes across the United States. They competed in
serving many cities. In 1955 the Board authorized Riddle and AAXICO to oper-
ate north-south routes but the two lines generally did not compete directly. All
the route awards were temporary, usually for 5 years. And none of the all-
cargo lines has ever been subsidized.
The east-west routes Mr. Ruhlen would award to Flying Tiger would embrace

much the same system it has been flying, but it would be a permanent-type
award. Slick Airways' authority to fly the east-west system would be ended
because competition between two all-cargo lines is not "necessary, economical,
or justified at the present time," the examiner said. Flying Tiger would get
rights to fly between major west coast cities, including Los Angeles, San Fran-
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cisco, Portland, and Seattle, and the east coast with stops at all the major cities
between.

Riddle would get long-term authority to fly its own routes plus that that
formerly were held by AAXICO. Riddle's new system would extend from Bos-
ton, New York, Chicago, and other northern U.S. cities to Miami and New Or-
leans with rights to servce all big cities between.
American Airlines would be allowed to fly all-cargo service between San An-

tonio and a group of cities including New York, Chicago, and Cleveland; be-
tween Houston and San Francisco; and between Detroit and San Francisco.
Delta would get an all-cargo route between Houston and Dallas.
Slick issued a statement by Earl F. Slick, chairman, that the examiner's

decision contained "so much inconsistent reasoning within itself." He said all
reasons given for renewing Flying Tiger's and Riddle's certificates are "equally
valid" for renewing Slick's.
He conceded Slick hasn't operated any scheduled flights since February 1958,

but said the company "is still planning to resume its historic air-freight busi-
ness." Mr. Slick said the company has ordered $11 million of jet-powered
planes and "there can be no question today as to its financial stability or
fitness."

Slick also issued its financial report for 1960, which showed profit rose to
$1.30 a share from 17 cents a share in 1959. A. W. Johnson, executive vice
president, said 80 cents a share of 1960 earnings came from operations under
military air transportation contracts and 50 cents a share stemmed from opera-
tions of the Illinois Shade Cloth division since Slick acquired it last July 1.
Mr. Johnson said the Shade Cloth unit's operations are continuing at about
that profit rate: Close to $1 a share a year.

Mr. HEMPHILL. Now, if this legislation is extended by Congress
this year, does the New Haven contemplate making any further ap-
plications to the Interstate Commerce Commission for loan guaran-
tees?
Mr. ALPERT. Well, as I said, the refinancing of these last three

loans, which were on a 1-year basis—of course, we obviously could
not pay them in November, but we have a stockholders' meeting  in
April, at which time we expect to get approval to have them run for
15 years under the act; that we propose to do.
Then there is a statute in New York; there has been a great deal

of agitation in Connecticut and New York for new commuter cars.
They look with disfavor on some of our equipment, for which I can-
not blame them. The New York Legislature passed a statute under
which the Port of New York Authority, which runs many transpor-
tation facilities, would purchase so-called multiple-unit cars which
we use in our westend New York commuter service, and lease them to
us on very favorable terms, long amortization and low interest rates,
relatively low interest rates.
Now, unfortunately, we need about 100 of these cars. Under the

law as it now exists, as I understand it, in New York there is only $20
million available from the treasury for this purpose. That would
take care of about half, a little over half of this thing. They are
preparing a constitutional amendment in New York so they will be
in a position to finance this whole thing. But it may be possible 

ithat n order to carry out this program, we may ask the ICC under
this act to finance the other cars, the multiple-unit cars.
Mr. HEMPHILL. To the extent of $20 million more?
Mr. ALPERT. No,it would probably be $8 or $10 million.
Mr. HEMPHILL. Now, when was the last—since you have been presi-

dent of the railroad, has the railroad ever showed a net operating
profit?
Mr. ALPERT. Yes.
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Mr. HEMPHILL. What year?
Mr. ALPERT. We showed a small net operating profit in 1956.
Mr. HEMPHILL. How much was that profit?
Mr. ALPERT. I think I have it right here; $261,000 in 1956, sir.
Mr. HEMPHILL. And since that?
Mr. ALPERT. Since that, we have been in the red; in 1957,

$2,300,000; in 1958, $4,200,000.
Mr. HEMPHILL. What is the fiscal year you run on?
Mr. ALPERT. The calendar year.
Mr. HEMPHILL. You are on the calendar year?
Mr. ALPERT. Yes.
Mr. HEMPHILL. You had a $14 million deficit in the calendar year

1960?
Mr. ALPERT. Right.
Mr. HEMPHILL. And you contemplate what deficit for 1961?
Mr. ALPERT. That is a hard thing to say. If we get this tax re-lief, it will be a great deal lower. I think we can make great prog-ress with the tax relief we contemplate. It will cut our expensesdown at least $6,200,000 to start with. If there is any improvementin the economy, and I expect there will be—there is a bill pendingbefore the Congress now, the so-called Williams bill. This is a veryimportant bill with which the American Municipal Association wasinvolved, to try to help the commuter railroads into many cities inNew York. It would make money available not to the railroads, butto the municipalities. It is part of the urban renewal program.
This bill passed the Senate last year and got bottled up somewherein the House. I think it may pass this year, and that bill will makemoney available to the municipalities to contract with the com-muter roads for commuter service. I think that will benefit the NewHaven Railroad, with the amount of commuter service we have.
So when you ask me, with all of these things in the wind, whether

we shall have a deficit and if we do, what it will be in 1960, I cannotanswer you. But we hope that if we get the money we do not—wewill not have any deficit. After 35 years of no dividends on the stock,people are beginning to wonder if this is a good thing.
Mr. HEMPHILL. You said you owe $8,159,400. If you put in the

multiple-service cars you described, that will probably be another $8
million, and that will mean that you owe now $26 million-something
to the various banks that the Government has made the loan guaran-
tee to. Do we add to that $14 million deficit, or is that included in
that?
Mr. ALPERT. The $14 million does not have anything to do with

that.
Mr. HEMPHILL. That is aside from the deficit?
Mr. ALPERT. The $14 million is an operating deficit. That in-

cludes, for example, about $9 million of depreciation.
Mr. HEMPHILL. In other words, $9 million of the $14 million would

be what you wrote off for depreciation? The $9 million would be?
Mr. ALPERT. That is right.
Mr. HEMPHILL. What net worth do you show when you take the

assets of your railroad over its liabilities?
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Mr. ALPERT. Mr. Kuhbach, our financial officer, is here and I am
not an expert on figures. If it is all right, I would like to have him
tell you.
Mr. HEMPHILL. Certainly.
Mr. KUHBACH. At the present time, we are just about even, as far

as assets and liabilities. Our current position is very bad. In other
words, we have no working capital, because our current liabilities ex-
ceed the current assets.
Mr. HEMPHILL. Your current liabilities exceed your current assets,

and you show no net worth?
Mr. KUHBACH. That is right.
Mr. HEMPHILL. Therefore, if you were to borrow $8 million more

from the banks than the Government would give the loan guarantee
to, what would that $8 million represent—a loan on the cars which
you expect to purchase as collateral?
Mr. KUHBACH. Yes.
Mr. HEMPHILL. And that would be a 100-percent loan on 100 per-

cent collateral?
Mr. KUHBACH. And the $8 million would be payable over 25 years.
Mr. HEMPHILL. It occurs to me you have some rather, almost in-

surmountable difficulties. The thought occurs to me to try to pre-
serve the service, which I think is a very commendable attitude on
your part, but trying to preserve the service, instead of the Govern-
ment making the loan guarantees, which would let the money keep
on going down the drain, if it is going down the drain—and I am
almost convinced that it is—perhaps you might investigate the action
which the Seaboard Airline took some years ago, in which they went
into receivership, which was a very drastic undertaking.
But out of the receivership came an operating railroad which is

doing very well today, and the railroad kept running, and the people
are still employed, and the impact on the economy of the section
through which the railroad ran its tracks was not drastic at all. At
least that is my recollection, and I live in that section.
Now, that receivership, it seems to me, would be a lot less drastic

than bankruptcy, a lot less social—and since you are a Republican,
I assume you call that socialism—than nationalization. I assume that
has been considered by your organization?
Mr. ALPERT. It certainly has, and as I testified a little bit ago, we

have very heavily considered it. The Interstate Commerce Commis-
sion has passed on it, the Public Utilities Commission of Connecticut
passed on it, the Governors committee has passed on it.
They all feel that reorganization is not the solution, because if this

company goes into reorganization, there is not enough in the fixed
charges, which I am sure in the Seaboard case were the reason for
the reorganization and receivership.
Mr. HEMPHILL. That is correct.
Mr. ALPERT. In our case, we have no more fixed charges today than

we had in 1946—perhaps a half million dollars more a year; $6,-
700,000, I think, and about half of that is on equipment trust
certificates. . .
So all you could possibly do here is get rid of about $3.5 or $4

million in fixed charges, and that is against the losses you are taking
now.
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Your solution is not what it was in the Seaboard case, or even
what it was in the New Haven case. We have considered it very
carefully. Still, there are those who think that is the solution. I
think it would be disastrous, because I think you would lose the
service, and that is the thing I am trying to avoid.
Mr. HEMPHILL. Well, the thing we are trying to avoid is losing

the service, losing the money, losing the loan, and that is some-
thing that is our responsibility, over and above the broad policies
which you describe to us here now.
The reason we have investigated this so thoroughly is because we

are trying to find out whether the Interstate Commerce Commission,
in its decision in making this guaranty of a loan, had some real
solution. Apparently they had none—I mean no disrespect.

Apparently you have no solution that you can actually say is
concrete. I think you have some very fine plans, apparently, and it
concerns us considerably to realize that here is $21 million we may
lose.
I mean, if you do not have a good year this year, you are going to

be in real trouble, are you not?
Mr. ALPERT. Why, of course, and it it a calculated risk and I know

it. But I ask you again, Mr. Hemphill, as I suggested to Mr. Moss,
what is the important consideration here, that the Government get
back the money? Is that the thing? Is this a banking deal, where
you make sure you get back the money? Or is it for the protection
of the public welfare, where you want to have a railroad in a very
highly concentrated area of the United States? I cannot argue with
you. If you feel it is important to get this money back and have
ample security so that nothing can happen to it, and you are in the
position of a bank, that is up to you.

All I say is the people I have seen and talked to, realizing that we
are an important area in the United States, I think there is a duty on.
the Congress, as a national matter, to preserve a railroad if it is pos-
sible to preserve it. I am satisfied there will not be a bankruptcy; the
railroad will be dismembered. I am satisfied it will not be done unless
somebody helps it temporarily, and I think that is the job you have
given to the Interstate Commerce Commission, and I think they have
done everything that could be done with it.
Mr. HEMPHILL. I think your purpose is very strong; I subscribe to

it. But I still have a responsibility to the taxpayer so that the Gov-
ernment can get back the money, if it can.
Now, I understand that since you have been the president, there

have not been any dividends paid, have there?
Mr. ALPERT. Oh, no, no, no.
Mr. HEMPHILL. And only on the preferred stock—have you paid

interest?
Mr. ALPERT. I think there was a dividend on the preferred stock in

1954-1955.
Furthermore, if there is any question of dividends, the Interstate

Commerce Commission has very appropriately made a restriction that
no dividends will be paid.
I wish I came to the point of making a decision on it; I do not think

I will.
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Mr. HEMPHILL. The Government has made a policy in small busi-

ness and other loan guarantee operations to say to a corporation that

it is not going to pay dividends as long as its indebtedness is outstand-

ing and of such a nature that it has to come to the United States for

help.
Mr. ALPERT. It is right in the act. We are subject to that; no guar.

rel about it.
Mr. HEMPHILL. I think that is fine.
All right; I have no more questions. Thank you.
The CHAIRMAN. Mr. Thomson?
Mr. THomsorr. I have no questions.
I would just like to commend Mr. Alpert for the service he did me

in relating the conditions that existed, that must have motivated the

Congress in passing this law. It has been most helpful to me as a

new Member.
The CHAIRMAN. Mr. Rogers of Florida?
Mr. ROGERS of Florida. No questions.
Mr. AVERY. I have another question, Mr. Chairman.
The CHAIRMAN. Mr. Avery.
Mr. AvERT. Did I understand you to say that the New Haven Rail-

road has not paid any dividends for 35 years?
Mr. ALPERT. I do not think there has been a dividend on the com-

mon stock for 35 years. It is what the lawyers call "from time im-

memorial."
Mr. AVERY. I think from the investors' standpoint, I could not agree

more.
What is the par value?
Mr. ALPERT. I think it is somewhere around four. I do not follow

it very closely these days, but I think it is around four.
The CHAIRMAN. Thank you very much, Mr. Alpert. I hope you

will be able to get your plane out in time. We appreciate your testi-
mony and the information you have given this committee.
Mr. ALPERT. Thank you.
The CHAIRMAN. Mr. Moloney?

STATEMENT OF WILLIAM M. MOLONEY, GENERAL SOLICITOR,

ASSOCIATION OF AMERICAN RAILROADS

The CHAIRMAN. Off the record.
(Discussion off the record.)
The CHAIRMAN. Back on the record.
Proceed, Mr. Moloney.
Mr. MOLONEY. I will try to make it as brief as possible, Mr. Chair-

man
' 

and with your permission, then, I will skip passages in reading
with the understanding that they will be entered in the record.
The CHAIRMAN. You may do that, and your entire statement will

be included, together with the tables and appendixes if you desire.
I believe you should identify yourself, however.
(The statement of Mr. Moloney is as follows:)

STATEMENT OF WILLIAM M. MOLONEY, GENERAL SOLICrrOR, ASSOCIATION OF
AMERICAN RAILROADS, MARCH 1, 1961

My name is William M. Moloney and I am general solicitor of the Association

of American Railroads. I would like to express my appreciation for the oppor-
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tunity to make the following statement and hope that it may be of some benefit
to this committee.
This statement is submitted in behalf of the association and its member rail-

roads which operate over 95 percent of all the railroad mileage in the country.
I appear this morning to express and lend the support of the railroad industry
to H.R. 1163. During the course of this hearing I and other witnesses will
propose certain amendments to the provisions of the bill.
H.R. 1163 would amend section 510, part V, of the Interstate Commerce Act

by striking out the date "1961" and by inserting in lieu thereof the date "1962".
Thus, the bill would continue for a period of 1 year beyond the present ex-
piration date of March 31, 1961, the authority granted the Interstate Commerce
Commission to guarantee certain loans made pursuant to the provisions of
sections 501 to 510 of the Interstate Commerce Act.
Part V was enacted as a part of the Transportation Act of 1958 in Public

Law 85-625, 85th Congress, approved August 12, 1958. As stated by this
committee in its report during the 85th Congress on H.R. 12832, the Trans-
portation Act of 1958 represented the culmination of some years' consideration
by this committee of problems in the field of surface transportation. During
the months of April and May 1958 the Subcommittee on Transportation and
Communications conducted extensive hearings which led to the enactment of
the Transportation Act of 1958, including sections 501-510 of the Interstate
Commerce Act. In its report on H.R. 12832 (II. Rept. No. 1922, 85th Cong., 2d
sess.) dated June 18, 1958, this committee set forth certain economic factors
underlying its favorable report. I should like to call attention to those factors
as they existed at that time, and to discuss briefly the trends and results that
have taken place since 1958.
Following the economic recession of 1954, business activity in the Uniteti

States resumed its postwar trend of expansion and growth and these favorable
conditions continued throughout the years 1955 and 1956 and most of 1957.
The rate of corporate net earnings, as measured in relationship to corporate
net assets, ranged between 10 and 12 percent in those 3 years. While railroad
net earnings in 1955 and 1956 showed improvement, such was only in relation
to the low level to which such railroad earnings had fallen in the recession
year 1954. In neither 1955 nor 1956 did the rate of railroad net earnings
equal as much as one-half the rate of earnings for industries in general. In
1955 the rate for all industries was 11.9 percent, while the rate for the railroads
was 5.7 percent. In 1956 the all-industries rate was 11.3 percent and the rail-
road rate was 5.3 percent. In 1957, the latter part of which was adversely
affected by the early stages of the 1958 economic recession, the rate of industrial
earnings fell to 10.6 percent of net assets, while the railroad earnings dropped
relatively more to 4.4 percent. Thus, in 1957, the rate of railroad earnings
was but little more than two-fifths the _rate of general industrial earnings.
This widened spread between the earnings of general industry and of the

railroads continued in the recession year 1958, the rates being 8.9 percent and
3.8 percent, respectively. It was still further widened in 1959, when the rate
of industrial earnings increased to 9.8 percent, while the railroad rate declined
further to 3.4 percent, reaching a level little more than one-third of the rate
for general industry. The railroad rate for 1960 will be about 2.6 percent,
probably considerably less than one-third the rate for general industry.
The foregoing gives a brief understanding of the relative position of the rail-

roads compared to all industries immediately preceding and during the year
1958. Considering the railroad industry as such, the picture was even worse.
The declining position of the railroad industry, both relative and absolute, was
one of the principal factors which the Congress had before it when the Trans-
portation Act of 1958 was enacted. One of the features of that act, provided
as a temporary measure of relief for financially hard-pressed railroads, was
the granting of authority to the Interstate Commerce Commission to guarantee
loans up to an aggregate principal amount of $500 million. Such loans were
to be for the specific purpose of providing funds for capital improvements to
or for maintenance of railroad physical properties. Nothing has since tran-
spired to make the need for such legislation any less great today than at the
time the law was enacted. The financial condition of the railroads is even
more critical now than it was in 1958.
On page 4 of this committee's report previously mentioned, there is set forth

a table showing the drop during the then past 20 years in the percentage of
total traffic carried by the railroads. During the period 1939 to 1957 the rail,



GUARANTEED LOANS FOR RAILROADS 109

roads' share of interstate freight traffic in the United States had declined from

624 percent to 47.2 percent. 'The greater portion.of this decline had taken place

during the years 1948 to 1957, when the decline was from 61.9 percent to 47.2

percent. Since that report, further declines have taken place, the percentage

for 1958 being 46 percent and for 1959, 45.4 percent.
On page 5 of this committee's report it was stated that the situation existing

had been seriously aggravated by the effects of the then current (1958) re-

cession in the national economy. And, further, on page 10, the committee

referred to "the uncertainty surrounding predictions of the depth and dura-

tion of the recession." The observations by the committee might well have

been written about the present recession in the national economy generally

and in the railroad economy in particular.
Operating revenues of class I railways in 1958 were $9,564.6 million, while

preliminary figures for 1960 show operating revenues of $9,514.3 million, or

a decline of some $50 million. Operating expenses, net rents, and taxes, on

the other hand, increased in 1960 over 1958 by some $128 million. Thus, there

was a further loss in net railway operating income of some $178 million, or

23 percent, between the years 1958 and 1960, when net railway operating in-

come fell from $762.3 mililon to $584 million. In terms of rate of return

on net investment, the drop was from 2.76 percent in 1958 to 2.13 percent in

1960.
Looking to the amount available for additions to property, reserves and divi-

dends, net income for 1960 of $414.6 million was $157.1 million below 1958.

In enacting the loan guarantee provisions of the Transportation Act of 1958

the Congress was particularly concerned with the situation then prevailing in

eastern territory and it is appropriate to consider what has since transpired in

that territory. In 1958 operating revenues of class I railways in the eastern

district (excluding the Pocahontas region) were $3,342.6 million, while in 1960

such revenues were $3,324.1 million, or a decrease of some $18.5 million. At the

district (excluding the Pocahontas region) were $3,342.6 million, while in 4960

over 1958 of $32.6 million. As a result, net railway operating income for these

railroads in 1960 was $51.1 million less than in 1958. Their rate of return on

net investment was only 1.13 percent in 1958 and dropped to 0.62 percent in

1960. The net income of these roads in 1958 was $31 million, while in 1960 they

had a deficit in net income of $25 million.
Some 20 class I railways in the eastern district (excluding the Pocahontas

region) operated during the year 1960 at deficits in net income totaling

$81,541,642. Among these lines were:

Railroad: Net income Railroad—Continued Net income

Boston & Maine 
1 $3, 829, 987 Lehigh Valley 1 $3, 240, 185

New York, New Haven Central Railroad of

& Hartford 1 14, 698, 640 New Jersey 
14, 186,307

Erie-Lackawanna ___ 1 19, 995, 614 Pennsylvania  17,819, 112

1 Deficit.

Against the $81,541,642 net income deficit for 20 eastern railroads, there were

some 20 eastern railroads with net income totaling $56,205,360, leaving for the

district as a whole the $25 million deficit in net income above mentioned.

The situation with respect to the class I railways in the eastern district (ex-

cluding the Pocahontas region) may be summarized by saying that, with a net

investment in transportation facilities of close to $10 billion, those railroads

together in 1958 earned a net income of only $31 million and in 1959 a net

Income of only $33 million. They had a deficit of $25 million in 1960. Some

of the eastern railroads failed in the past 3 years to earn enough to cover their

operating expenses and taxes, let alone to meet their interest and other fixed

obligations.
To sum up what I have said thus far, there has been no lessening of the

need of members of the railroad industry for the guarantee loan provisions of

part V of the Interstate Commerce Act. On the contrary, every indicator points

to a continuing and greater need than at the time those provisions became

law.
I have taken most of the tables contained in this committee's report on the

Transportation Act of 1958 and have up-dated those tables by adding the years

1958, 1959, and 1960. They are designated as tables 1 through 7 and are ap-

pended to my statement. I suggest they be incorporated in the record of this

hearing.

68488-61--8
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I should like at this point to summarize the applications that have been filedwith the Interstate Commerce Commission since the enactment of this part ofthe Interstate Commerce Act in 1958.
Up to March 1, 1961, the Interstate Commerce Commission had received andhad acted on 19 applications from 9 railroads seeking loan guarantees aggregat-ing $105,792,460. The application of one railroad, involving a loan guarantee of$800,000, was denied in full, as also was one of three applications submitted byanother railroad ($200,000). Two other applications were denied in part, tothe extent of $4 million. Finally, withdrawals of and amendments to originalapplications reduced the number of applications by one and the amount by$14,975,100. Thus, to the extent of $85,817,360, the Interstate Commerce Com-mission has approved 16 applications involving 8 railroads. The 16 approvalsinvolved the following railroads:

Railroad Number of
approvals

Amount

1. New York, New Haven & Hartford  
2. New York, Susquehanna & Western 

6
1

$21, 659, 400
300,0003. Boston & Maine 2 6, 000, 0004. Georgia & Florida 2 1, 934, 9605. New York Central 1 40, 000. 0006. Lehigh Valley 2 10, 923,0007. Norfolk Southern 1 2, 000, 000S. Chicago & Eastern Illinois 1 3, 000, 000

Total 16 85,817,360

The purposes for which these loan guarantees were sought were—
(a) To finance the purchase of new freight cars, locomotives, and mainte-

nance facilities and machinery ($11,094,360) ;
(b) To finance other planned capital improvement work ($2,481,111) ;
(o) To finance planned maintenance programs ($4,729,696) ;
(4) To refinance outstanding equipment obligations ($1,167,127) ;
(e) To reimburse company treasuries for capital expenditures previously

made ($66,345,066).
I said at the outset that the railroad industry supports the provisions of H.R.1163 and that I and other witnesses would also suggest amendments that weredeemed needed or desirable. The particular amendment which I suggest is thatin line 5 of H.R. 1163 the date "1962" be stricken and that there be inserted in

lieu thereof the date "1963." We believe this amendment to be justified by theuncertainties surrounding the duration and depth of the present economic reces-sion in industry generally and its much greater impact upon the railroad in-dustry in particular.
Moreover, even with an upswing in the economy, it should be apparent fromthe factors which I have outlined that the debilitating effects of the recession willnot be easily or rapidly thrown off by substantial segments of the railroad

industry. Indeed, an upswing in traffic on those roads would inevitably lead togreater demand for equipment and increased maintenance requirements. Suchdemand might well outpace or outstrip any immediate improvement in financialposition.
Other amendments which, while principally advocated by individual railroads,are supported by the industry fall into such categories as the proposals to extendthe provisions of the act so as to cover the Railway Express Agency, to permitthe guarantee of loans for refunding of bonded debt securities maturing after

the date of the amendment or to reimburse the carrier for expenditure of itsown funds in full or partial payment of bonded debt securities maturing on or
after January 1, 1960. These will be discussed by witnesses who follow me. Weurge their most careful and serious consideration by this committee.
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TABLE 1.-Cars of revenue freight loaded-Railroads of cla
ss I in the United

States

Week ended 1961 1960 1959 1958 1957

Jan. 7 439,193 589,801 550,666 569,807 561,201

Jan. 14  516,210 60,793 586,342 572,886 680,766

Jan. 21  490,049 587,407 555,710 551,088 6r7, 269

Jan. 28  476, 403 603, 195 582,456 550, 532 66E, 745

Feb. 4 497, 630 587,981 E6E, 752 532,396 647, 972

Feb. 11 486,347 580,150 567, 188 533,186 665, 251

Feb. 18 502, 334 570,099 583, 741 494,919 675, 966

Total, 7 weeks 3,408, 166 4, 124, 426 3, 991, 895 3, 804, 814 4.554, 170

Percent decrease in carloadings, 1st 7 weeks of 1961 below*
Percent

1st 7 weeks of 1960  
 17.4

1st 7 weeks of 1959 .  
 14.6

1st 7 weeks of 1958  
 10.4

1st 7 weeks of 1957  
 25.2

Source: Car Service Division, Association of American Railroads.

TABLE 2.-Operating revenues and expenses-Railroads of
 class I in the United

States

Year
Operating
revenues

Operating ex-
penses, rents,
and taxes

1957 
$10,491,389,960 $9,569,056. 396

1958 
9,564,568,052 8,802,271, 9M

1959 
9,825,060,205 9,077,383, 698

1960 
9,514,294,066 8,930,261, 475

Percent decrease, year 1960 below:
1957 

9. 3 6.7

1958 
. 5 1 1. 5

1959 
3.2 1.6

I Increase.

TABLE 3.-Net railway operating income and rate of return on 
net property

investment-Railroads of class I in the United States

Year
Net railway
operating
income

Rate of return
(percent) 1

1957 
1958 
1959 
1960 

Percent decrease in net railway operating income, year 1960 below:

1957 
1958 
1959 

$922, 333, 564
762, 296, 068
747, 676, 597
584, 032, 591

3.36
2.76
2.72
2.13

36.7
23.4
21.9

1 Represents the relationship of net earnings from railroad operations
 (before the payment of interest

and other fixed charges) to the net investment in railroad physi
cal properties (after deducting accrued

depreciation) plus working capital (cash and material and supply inven
tories).

TABLE 4.-Net income available for additions and betterments to
 property,

reserves, dividends, etc.-Railroads of class I in the United States

Year: Net income Percent decrease, year 1960 below:

1957 $737, 430, 947 1957 39. 7

1958 601, 737, 247 1958 96. 1

1959 577, 719, 089 1959 23.0

1960 444, 657, 153
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TABLE 5.—Operating revenue and expenses—Railroads of class I in the eastern
district (excluding Pocahontas region)

Operating
revenues

Operating ex-
penses, rents
and taxes

1957  $3,876,967, 893 $3,636, 577, 8991958 
$3,342,648, 414 $3,231, 822, 9861959 
$3,437,886, 629 $3,299 236,0831960 
$3,324,103,183 $3 264,430 214Percent decrease, year 1960 below-

1957 
14.3 10.21958 
.6 '1.01959 
3.3 1.1

Increase.

TABLE 6.—Net railway operating income and rate of return on net propertyinvestment—Railroads of class I in the eastern district (excluding Pocahontasregion)

Year
Net railway
operating
income

Rate of
return

(percent) 1

1957 
1958 $240,389, 994

$110,825, 428
2.44
1.131959 

$138, 650, 546 1.431960 
$ 59, 672,969 .63Percent decrease year 1960 below:

1957 
75.2  1958 
46.2  1959 
57.0  

Represents the relationship of net earnings from railroad operations (before the payment of interest andother fixed charges) to the net investment in railroad physical properties (after deducting accrued deprecia-tion) plus working capital (cash and material supply inventories).

TABLE 7.—Net income available for additions and betterments to property,reserves, dividends, etc.—Railroads of class I in the eastern district (exclud-ing Pocahontas region)

Year: Net income Year—Continued Net income
1957   $123,896,533 1959  32, 976,4881958   31,009,938 1960  1 25,336, 282

Deficit.

Mr. MOLONEY. My name is William M. Moloney, and I am generalsolicitor of the Association of American Railroads. The statementthat I am making is submitted on behalf of that association and itsmember railroads that operate over 95 percent of the railroad mileagein the country. I am appearing for the purpose of expressing andlending the support of the railroad industry to the principles and pro-visions of H.R. 1163.
The Transportation Act of 1958—excuse me. Mr. Chairman, wouldit be all right if I do omit these parts?
The CHAIRMAN. Yes. I gave you that permission at the outset,and your entire statement will be included in the record, togetherwith tile tables that you submit therewith.
Mr. MOLONEY. Thank you.
Then I would like to skip to page 2 of my statement, and in refer-ence to the discussion that has taken place as to what must have moti-vated the Congress, including this committee and the committee onthe Senate side, as well as both Houses, in enacting the Transporta-
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tion Act of 1958 and the provisions of part V of that act, and whether
or not the Congress had in mind entering the banking business on
the same sound principles that banking business is conducted on, and
whether the loans that the Congress had in mind the Commission
would guarantee would be adequately secured by ample collateral with
better than a 50-percent chance, or a great chance, of repayment and
so on, I would like to give a few of the economic statistics that were
before this committee when it made that consideration.
Following the economic recession of 1954, business activity in the

United States resumed its postwar trend of expansion and growth,
and these favorable conditions continued throughout the years 1955,
1956, and most of 1957. The rate of corporate net earnings as meas-
ured in relation to corporate net assets ranged between 10 and 12
percent in those 3 years. While railroad net earnings in 1955 and
1956 showed improvement, such was only in relation to the low level
to which such railroad earnings had fallen in the recession year of
1954. In neither 1955 nor 1956 did the rate of railroad net earnings
equal as much as one-half of the rate of earnings for industries in
general. In 1955 the rate for all industries was 11.9 percent, while
the rate for railroads was 5.7 percent. In 1956 the all-industries rate
was 11.3 percent and the railroad rate was 5.3 percent. In 1957, the
latter part of which was adversely affected by the eary stages of the
1958 recession, the rate of industrial earnings fell to 10.6 percent,
while railroad earnings dropped relatively more to 4.4 percent. Thus,
in 1957, the year before the Transportation Act of 1958 was enacted,
the rate of railroad earnings was but little more than two-fifths of
the rate of general industrial earnings. And I might say that this
rate that I am referring to here, of course, is not rate of return on
investment; it is return rate on net book assets.
This widened spread between the earnings of general industries

and of the railroads continued in the recession year of 1958, the rates
being 8.9 percent and 3.8 percent. It was still further widened in 1959
when the rate of industrial earnings increased to 9.8 percent, the
railroad rate declined further to 3.4 percent, reaching a level little
more than one-third of the rate for the industry generally.
In 1960 the railroad rate, which is still preliminary, will be ap-

proximately 2.6 percent, or considerably less than one-third of what
will, in all likelihood, be the rate of industries generally.
Now this gives some understanding of the relative situation of the

railroad industry in the general industrial picture at the time this
committee and Congress had before it the Transportation Act of
1958. One of the features of this act was the guarantee loan provi-
sions that we are here considering today. It was provided, we think,
principally as a temporary measure of relief for the financially hard-
pressed railroads. Nothing has transpired since the time that act
was passed that makes the need any less today than it was at the time
the statute was put on the books. Indeed, everything that has tran-
spired shows a greater need today than even existed at the time this
committee originally considered the statute.
At page 4 of this committee's report on the Transportation Act

of 1958 there is set forth a table showing the drop during the then.
past 20 years in the percentage of total traffic carried by the rail-
roads. During the period 1939 to 1957 the railroads' share of inter-
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city freight traffic in the United States had declined from 60 to 47.2
percent. The greater portion of this decline had taken place between
the years 1948 to 1957, when the decline was from 61.9 to 47.2 percent.
Now since the report of this committee, which had in it those figures,
further declines have taken place and the percentage for 1958 was
46 percent and for 1959 was 45.4 percent.
On page 5 of this committee's report it was stated that the situation

existing then had been seriously aggravated by the effects of the then
current 1958 recession in the national economy. And on page 10 of the
committee's report there was referred to "the uncertainties surround-
ing predictions of the depth and duration of the recession." The ob-
servations by this committee made at that point might well have been
written about the situation as it exists today in the national economy,
and as it exists in the railroad economy in particular.
The operating revenues of the class I railroads in 1958, the year

this statute went on the books, were $9,564 million. Preliminary fig-
ures for 1960 show operating revenues will be $9,514 million, or a
decline of some $50 million in operating revenues-1960 below 1958.
On the other side of the book, operating expenses, net rents and

taxes have increased in 1960 over 1958 by some $128 million. Thus,
there has been a further net loss since 1958 in net railway income of
some $178 million, or 23 percent, between the years 1958 and 1960. The
net railway operating income in 1958 was $762 million, while in 1960
it is estimated at $584 million.
In terms of rate of return on net investment, the drop was from 2.76

percent in 1958 to 2.13 percent in 1960.
Now carrying through to the net income, or to the earnings that

are available for additions to property, reserves, dividends and the like,
the net income in 1960 of $444 million will be, or is $157 million below
the year 1958 when the statute was put on the books.
In enacting the loan guarantee provisions I think it beyond any

question that this committee and the Congress were particularly con-
cerned with the situation as it existed in eastern territory, and I think
it pertinent to put into this record the trends and the results that have
taken place to the eastern territory since that time.
In 1958 the operating revenues of the class I railroads in the eastern

district were $3,342 million and in 1960 $3,324 million, a decrease of
$18 million. At the same time, their expenses, net rents and taxes
show an increase of some $42 million. As a result of this, the net rail-
way operating income for the eastern district excluding the Pocahon-
tas region, was $51 millions less in 1960 than in 1958.
Their rate of return in 1958 was only 1.3 percent, and I invite your

particular attention to the fact that that rate of return for 1960 is
below 1 percent, or 0.62 percent.
The net income of these railroads in 1958 was $31 million, while in

1960 they had a deficit in net income of some $25 million.
There are actually 20 class I railroads in the eastern district, ex-

cluding the Pocahontas region, that operated during the year 1960 at
deficits in net income totaling $81,541,000 odd.
Among those lines having the deficits in their income were the

Boston & Maine with a deficit of $3 million 800 some odd thousand;
the New York, New Haven & Hartford with a deficit of $14 million
600 odd thousand; the Erie-Lackawanna with a deficit of $19 million
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900 odd thousand; the Lehigh Valley with a defict of $3 million 200
odd thousand; the Central Railroad of New Jersey with a deficit of
$4 million 186 thousand, and the Pennsylvania with a deficit of VT
million 819 thousand.
Now against these 20 railroads having a deficit in net income of

some $81 million, there were 20 eastern railroads, again excluding the
Pocahontas region, that had a net income of some $56 million. And
the net deficit then for the district as a whole in net income was $25
million deficit in 1960.
The situation with respect to these eastern railroads may be sum-

marized by saying that with a net investment in transportation facil-
ities of close to $10 billion—and I might say that that net investment
figure tends to bear out to a great degree Mr. Alpert's statement as
to the essentiality of these eastern railroads to the economy of that
territory of the United States—these railroads, together in 1958, had
a net income of only $31 million, and in 1959 a net income of only $43
million, and in 1960 a deficit net income of $25 million. Some of the
eastern railroads for the last 3 years have failed to earn enough to
cover even their operating expenses and taxes, let alone to meet their
interest and fixed obligations.
Now obviously from the record I have shown to you, both what this

committee had before it when this became the law, and what has taken
place since the statute was put on the books, if there was any justifi-
cation whatsoever for the enactment of this law, there is certainly
every justification, and greater justification, for the extension of the
positions of the law.
The part of my statement on page 6 dealing with the applications

before the Commission has been adequately covered by the Chairman
of the Commission. There are a few comments that I should like to
make in additioil.to the statement.
For instance at the hearing this afternoon Mr. Alpert, while on

the stand, mentioned the proposed report of an examiner for the CAB
proposing some $2 million subsidy to Riddel Airlines. A question
was raised as to whether Riddel Airlines is a domestic carrier or an
oversea carrier. I might say that the railroads are vitally interested
in that proceeding.
I think this committee knows that historically we have taken little

or no interest in oversea activities. Riddel Airlines is a domestic
carrier. The docket before the CAB is referred to as Domestic Cargo
Mail Proceeding.
The proposed recommendation is that there be two principal do-

mestic freight airlines in the United States, Riddel, north-south;
and Flying Tiger, east-west. The routes that Riddel covers are from
Boston, Mass., to Miami, Fla., and intermediate points; from Miami,
Fla., to Cleveland, Ohio, and Detroit, Mich., and intermediate points;
and Boston to New Orleans and intermediate points.
I merely wished to put on the record, to answer what seemed to be

the problem, that it is a domestic carrier.
Now I try to follow very carefully, and I read, Chairman Hutchin-

son's statement. The railroad industry generally agrees with much,
if not all, that the Chairman had to say, both in his written statement
and many of his oral comments. I do think, however, that he pointed
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out one thing and called one thing to the attention of this committee
which I think is very significant.
Neither this committee, in the beginning, when this became the law,

nor do I believe today, or any member of the railroad industry or any
Member of Congress, is deceived in any way to thinking that the
guaranty loan provisions of the Transportation Act of 1958 consti-
tute a permanent solution to the problems of the railroad industry.
The problems of the industry are much deeper. The Congress

knew that at the time this law was passed. I think it was clear that
this was a temporary measure 10 aid the more ailing members of the
railroad industry.
I can conceive of only one reason for the Government, for instance,

to guarantee loans. It is because no one else is particularly interested
in that kind of credit, those kind of loans, unless there is a guaranty.
You placed a statute on the books and told the Commission that

the first thing they must do is have the railroads come in and show us
what? Show us that they just cannot get this loan from any other
place under any kind or reasonable terms. So then when we get into
the question, or attempt to discuss the question, it is quite interesting
from the principles of banking whether it is adequately secured, it is
a good loan.

Well, if it is a good loan, I do not think the Commission would have
to guarantee it. If it is that kind of a good loan, if it is a loan in the
public interest, if there is a reasonable expectation, taking the public
interest into consideration, that it will be repaid, and the Commission
makes that finding, then the loan, under the statute, is a loan that
should be made by a private lending institution and guaranteed by the
Commission.
There was one question raised yesterday, a proposal, for instance,

that a provision of this bill be amended so that the loins could be paid
for a period of 25 years.
The railroad industry generally would favor such a provision and

does favor such a provision. At the time I believe Congressman
Younger asked the question as to what was the depreciation period
on railroad property and would it be realistic to have a loan that ex-
ceeded the depreciation period.
He was told that there were two depreciation periods, one for the

Interstate Commerce Commission regulatory purposes and the other
for the Federal Bureau of Tax purposes. I would like to put in the
record at this time a brief description of those periods used for tax
purposes so that the committee may have that in considering the 25-
year proposal.
If you consider freight cars, each class or each type of freight car

will generally have a different depreciable life for tax purposes, that
is, a different period of time over which the car is fully depreciated
because of the nature of the car, the commodities that move in it, the
traffic that ;t carries, the wear and tear that it takes. I may be dif-
ferent for flatcars, for hoppers, and so on. But taking all of those,
all types of freight cars, generally speaking, the depreciation periods
will range from, say, 28 to 33 to 35 years. And taking all of them and
averaging them, you come up with a depreciation period, or life, on
freight cars generally, of about 30 years; 30 to 31 or 32 years.
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In other words, on freight cars, thrown into the part and averaged
out the industry generally has an annual depreciation rate of about 3
percent slightly in excess of 3.
Now, turning to fixed properties, keep in mind that a large part of

your AB's, additions and detriments and improvement of plant and
the like are in fixed properties, not just rolling stock. And when we
move to the fixed properties we find that there is a depreciation period
there ranging up to, well, with no exaggeration, 100 years; 60, 70, 80,
90 years is not unusual at all on bridges, structures, and things of that
nature.
Then if you take that and throw that property in with your equip-

ment, you come up with an overall annual depreciation rate of about
21/4 to 21/2 percent.
We, frankly, have not had a great amount of experience as yet

with depreciation on diesels. While they have been with us for quite
a few years they are relatively new. Generally speaking, now, diesels.
today I think are being depreciated on a basis of around 15 to 20 to
22 years, and probably average out about 20 years.
So the 25-year loan period would not be undue in answer to that

question.
Mr. AVERY. Could I interrupt just for my own interest at that

point?
What depreciation schedule did you carry on the old steam loco-

motives, the later models?
Mr. MOLONEY. I am sorry. I might be able to furnish the answer

for the record if he would be interested.
Mr. AVERY. It is not important.
Mr. MOLONEY. I think, for instance, you get into the question of

class repairs, class III repairs. I am not sure how much of that ia
affected. But if you would wish, I would put it in.
Mr. AVERY. No, thank you.
Mr. MOLONEY. There has been some mention and discussion and

use, I should say, of the term "subsidy." In closing I would like t&
say that the railroad industry does not consider the present law to
be a subsidy. We do not consider that an extension of the law
would be a subsidy. And, as a matter of fact, we feel that it is.
awfully difficult to characterize as a subsidy any loans, grants or any--
thing else that might be given to an industry that is told "You can-
not go out of business."
Now when a person cannot go out of business, when a person can-

not just fold up his shop and walk away, the question of whether you
are subsidizing him or not begins to take a little different tone.
That is the situation the railroad industry is in. If the service is

needed by the public, if authority is not obtained to abandon your
line of railroad, you have to run that railroad. You have no choice.
It is not a question of "subsidize me so that I can stay in the busi-
ness that I wish to be in."
You have heard many railroad witnesses say that there are many

areas of business that are unprofitable; that they may wish to with-
draw from that. That management is not entirely free.
So in an area of this kind, and in the atmosphere that this legis-

lation was enacted, and I trust in the atmosphere that that committee
will consider the proposal to extend it, that this question of subsidy,
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whether it is or is not, or you are or you aren't, just won't get into
the picture.
Mr. ROGERS of Florida (presiding) . Thank you very much, Mr.

Moloney.
Are there any questions? Mr. Younger?
Mr. YOUNGER. The depreciation you gave, Mr. Moloney, is that the

tax depreciation?
Mr. MOLONEY. Yes, sir.
Mr. YOUNGER. That is what I understood.
Now, I would like to ask you another question in regard to the

operation of the Interstate Commerce Commission, and these loans
which you enumerate in your statement. Do you consider that the
ICC has properly carried out the congressional act in making those
loans?
Mr. MOLONEY. Yes, sir.
Mr. YOUNGER. Would you be willing, and would the railroad peo-

ple be willing, to have the Government make these loans without the
clause in there that there is a reasonable expectancy for repayment?
Do you think that clause ought to be taken out?
Mr. MOLONEY. I would rather answer that question this way, that I

think it would behoove this committee and this Congress to look at
what it did in the language in the statute because the section that you
mentioned is preceded by the section that I mentioned, and that is that
I have to show that I cannot get it anywhere else, and I have to come
to you and prove that it is a good loan.
If you are going to construe this reasonable expectation of repay-

ment as saying this is a fine loan, this is the kind of a loan that the
bankers make, then I say we better change something.
And I would suggest, for instance, that the language in the guaran-

tee loan provision of the feeder airline situation might not be a bad
consideration. I merely point out that there may be a possible in-
consistency somewhere.
It is not clear to me, for instance, Congressman, how I can come

to the Commission and show that I cannot get this loan on any reason-
able terms from anyone else, but that I am going to turn around and
fully protect the Government and assure the repayment on every day
that it is due.
I think you ought to consider that.
Mr. YOUNGER. I think there is a vast difference between a reason-

able expectancy of receiving the payment than assurance that the
payment is going to be paid. I think there is a vast difference between
these terms.
Mr. MOLONEY. I agree with you 100 percent, I think there is a very

vast difference. But during the course of this hearing I have heard
questions asked of witnesses that indicates that some other members of
this committee might not place that interpretation on it.
Mr. YOUNGER. Well, on the other hand, I am not quite willing to

just open the door and say that these guarantees shall be issued when
you know there is no expectation whatsoever of getting the money
back.
Mr. MOLONEY. No, sir.
Mr. YOUNGER. And I do not think the railroads want that.
Mr. MOLONEY. The railroads do not ask for that.
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Mr. YOUNGER. Because if that is the situation, it would be better
to have the railroads go into reorganization, or into bankruptcy and
clean the slate and start over again. I think that would be preferable
than to just open the gate without the reasonable expectancy being
in there.
I interpret the reasonable expectancy clause far differently than

some of my colleagues.
Mr. MOLONEY. That is the point that bothers me.
Mr. YOUNGER. I have been in the lending business all my life, and

there are a lot of loans that you would almost be willing to guarantee
when they are made, but unfortunately they are never paid, and there
are other loans that were made that you were doubtful about, but
they were paid rather promptly. So terminology is not the whole
story.
Mr. MOLONEY. Well, a large part of the questioning that disturbed

me—as I said, that some of the other members of the committee might
not take this view—and it was expressed by one or more members
that this committee, at least those members of this committee and I
am sure they meant the entire committee, had an obligation 

committee,
pro-

tect the taxpayers' money—to recover the taxpayers' money, in this
instance.
I think that is a very commendable position to take, and I trust

that the members of this committee feel that it is so important to
protect some of the taxpayers' money will feel equally as strong in
considering. such matters as adequate user charges and things of that
nature, and take that out of the public till.
Mr. YOUNGER. Do you recall, or can you tell the committee, which

term is used in the Maritime Guaranty?
Mr. MOLONEY. No, sir. I do not recall, I am sorry to say.
Mr. YOUNGER. That is all.
Mr. ROGERS of Florida. Mr. Avery?
Mr. AVERY. Mr. Moloney, as I recall and deduce from my notes,

do you recall Mr. Alpert made three suggestions, recommendations,
or changes in the present act. You have addressed yourself to one
of them in your colloquy with Mr. Younger. There were two others.
In the course of your remarks did you comment on them? If you did
we won't belabor it.
Mr. MOLONEY. I did not.
Mr. AVERY. One was the guaranteed lease as an appropriate item,

item for the usage of the proceeds of the loan?
Mr. MOLONEY. Well, the industry would be in favor of that and I

think, having in mind what Congressman Younger has said about the
type loans that are made in the financial world, if we lay aside this
question of security, of adequate security, I think there is every
reason to guarantee the loans made for the purpose of leasing the
equipment that will be placed in the public service as there is for
buying it. After all, the question of the security in the first place
runs to the private lender—I mean the physical property. And it
happens in the lease situation, the fellow who is leasing you the prop-
erty has the title to the security, so to speak.
Mr. AVERY. Those comments will probably be appropriate for the

other suggestion, and that was that in order to use the proceeds to
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rebuild equipment, that the rebuilt equipment, as I understood it,
then would become security at its new value for the loan?
Did I interpret that right, his position right?
Mr. MOLONEY. Yes, sir. I am not sure I follow how the rebuilt

equipment then becomes security for the new loan. I frankly will pre-
fer just not to attempt to explain that particular proposal. It is one
that I have not heard of, and I have not had time to think about or
to think through.
It might be that when I understand it that industry would be 100

percent for it. I just do not know.
Mr. AVERY. That is all, Mr. Chairman.
Thank you, Mr. Moloney.
Mr. ROGERS of Florida. Mr. Thomson?
Mr. THOMSON. No questions.
Mr. ROGERS of Florida. Thank you very much; Mr. Moloney. We

appreciate your taking time and giving the committee your testimony.
It was very helpful.
The next witness will be Mr. W. R. Gerstnecker.

STATEMENT OF WILLIAM R. GERSTNECKER, TREASURER,
PENNSYLVANIA RAILROAD CO.

Mr. ROGERS of Florida. We are glad to have you, Mr. Gerstnecker.
Mr. GERSTNECKER. Thank you.
Mr. Chairman, with your permission I would like to file my state-ment, but I would request also permission to spend perhaps 5 minutes

in summarizing it.
Mr. ROGERS of Florida. That will be fine, and without objection the

statement will be made a part of the record at this point, and we will
be delighted to hear your remarks.
(The prepared statement of Mr. Gerstnecker referred to is as fol-

lows:)

STATEMENT OF WILLIAM R. GERSTNECKER, TREASURER, THE PENNSYLVANIA
RAILROAD CO.

My name is William R. Gerstnecker and I am treasurer of the PennsylvaniaRailroad Co. My office is located at Philadelphia, Pa. I have been in thefinancial department of the company since 1932 when I was first employed. Ibecame assistant treasurer in 1951 and have served as treasurer since April 1,1955. I report directly to the vice president of finance and, under his direction,my duties have given me a familiarity with the problems involved in financingthe capital and other money requirements of the company and its many subsid-iaries. This, of course, has given me general knowledge of the present creditposition of the railroad industry and the many problems incident to the raisingof capital for railroad purposes.
At the outset, I wish to express our support for the principle embodied in thebill, H.R. 1163. It is quite apparent to everyone that the loan guaranty author-ity of the Interstate Commerce Commission has been very helpful to certain

railroads and is, in fact, still essential for them. Also, I wish to associate my-self with the position taken by the witness for the Association of American
Railroads in urging that this authority be extended, not just until March of 1962,
but for at least 2 years beyond its present expiration date. The principal pur-
pose of the present arrangement is to aid the railorads in acquiring and main-
taining adequate facilities so as to encourage the employment of labor and
preserve a sound national transportation system. To accomplish this purpose
involves considerable advance planning, engineering and research on the part of
a railroad, and it would materially enhance our ability to do all of these things
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if the possibility of obtaining loan guarantees is assured for a reasonable time in
the future.
In addition to urging extension for at least 2 years, I strongly urge an amend-

ment to the present law broadening the ICC's authority to include the guarantee
of loans made for the purpose of refunding bonded-debt maturities. This should
apply not only to maturities on or after the date of the amendment, but also
to reimbursement of funds used to pay the whole or any part of such a maturity
which has occurred since January 1, 1960. I make this suggestion because, as
I will show in some detail, the present law is deficient in not permitting loans
in connection with debt refunding. As a matter of fact, the purposes and ob-
jectives which Congress had in mind in the 1958 act cannot be fully achieved
without taking into account the important consequence to certain railroads of
having to refund substantial debt maturities without the aid of Government
guarantee.

There has been a steadily deteriorating trend in the credit position of rail-
roads during recent years and their securities are no longer generally acceptable
in financial markets. There are a host of reasons why this is so, but one of
the basic ce uses has been the steady reduction in railroad working capital, even
in the case of a road as large and fundamentally sound as the Pennsylvania. I
know of no more revealing demonstration of this than to compare working
capital as it stands today with the situation which existed only 5 years ago.
By working capital I mean the difference between current assets and current
liabilities, less maturities due in 1 year and materials and supplies. In 1955
it amounted to more than $550 million and was equal to almost a month and a
half of payroll. By the end of last year it had declined to about $110 million
and was equal to only a little more than 1 week's payroll. On the Pennsylvania
our working capital in 1955 stood at $20 million, but this has now been elim-
inated entirely and we are in a deficit position of $54 million. Bear in mind
that this has taken place on the Pennsylvania even though we have succeeded
in selling off properties no longer required, in an average amount of over $10
million a year. However, we have now reached the point where we can no
longer rely on this source of cash for the future, and I have no doubt the
same condition exists for many roads.

This virtual disappearance of working capital has meant a drastic reduction in
capital budgets and maintenance expenditures because railroad managements
are compelled to conserve cash wherever they can. A most Ii”fortii- ate ,'n''Qe-
quence has been a precipitous decline in railroad employment with which you are
all familiar. In addition, we are left without any cushion against unexpected
emergencies such as sharp declines in business or costly work stoppages. An
example of the latter was the 12-day complete shutdown of our operations last
September due to a strike of some of our maintenance unions. This alone
cost us $40 million in revenues, and came before we had recovered from the
effects of the 31/4-month steel strike the previous year. Add to this, if you
will, the burdensome costs of severe winter weather and floods such as have
been experienced recently. In other words, we do not have the cash resources
to withstand emergency situations to the degree which every business simply
must have.
Under these circumstances, one of our most difficult problems is meeting

our debts as they mature. Unlike other industries which may be able to
make substantial cash payments on their debts at maturity, most railroads
must be in a position to refund them to a maximum extent because the cash
is not in hand. There is only one way of meeting this situation and that is to
have an available source of credit when it is needed for maturity refunding.
On the Pennsylvania we were able to take steps a number of years ago to
alleviate this situation by arranging for a standby commitment with a group
of banks to lend us $50 million at a favorable interest rate, and this credit
continues to be available to us. Unfortunately this type of arrangement would
not have been available to all railroads and would probably be available to
only a few at the present time, even though the need for this kind of credit
Insurance is more urgent than it ever was.

It should be emphasized that this whole matter of debt maturities by its very
nature imposes limitations upon the ability of a company to undertake necessary
improvement programs. I think I can best illustrate this by our own experi-
ence on the Pennsylvania. Last year we carried out one of the largest equip-
ment acquisition programs ever undertaken by any railroad at one time. It
Involved 23,500 freight cars. We would not have been able to do this if we

•
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had not, over the period from 1952 to 1960, reduced our total system debt from
about $1,116 million to $853 million, including the advance acquisition of a
substantial amount of bonds maturing in 1960 and yet to fall due in 1965.
Thus, we carried out a continuing program of debt reduction which involved
getting our large maturities down to manageable levels, and this contributed
materially to our ability to undertake a major equipment program. In other
words, the reduced maturities which we faced provided assurance that we
would be able to find a normal source for the credit to refund those securities.
For the railroad industry as a whole the debt maturity situation can be shown

by a few statistics. Bonded debt maturities of all class I railroads, including
their leased lines, in the years 1961, 1962, and 1963 will be between $50 million
and $60 million annually. Looking ahead to the year 1965 the total of these
maturities will aggregate over $400 million. This problem does not face the
industry as a whole but may actually bear most heavily upon a very few rail-
roads, many of whom may be in a poor position to meet it.
To give you a clearer picture of what this problem can mean, I would point

out that today the form of railroad security most attractive to investors is
railroad equipment securities. However, there are actually only two financial
houses bidding for these securities and they are not willing to handle more than
$5 million worth at any one time. With this picture before you, I think you
can understand how much more serious is the problem to railroads generally,
and particularly to those in a weaker financial position, of successfully market-
ing securities in connection with the refunding of mortgage and other general
obligations secured by railroad plant, including passenger stations and
facilities.
I can now summarize the reasons for broadening of ICC guaranty authority

to include loans in connection with bonded debt maturities. First, as I have
pointed out, the existence of this authority will help to a degree in preventing
further drastic decline in railroad employment as a result of reduced capital
budgets and maintenance programs. Second, it will give the financial officers
of railroads which are faced with substantial bond maturities the essential
means and flexibility for meeting such maturities without serious consequences
In other areas. Finally, as I have already mentioned, some of these debt
maturities are secured by liens on passenger terminal properties and you can
understand why the present money market is not interested in that type og
security. Yet at the same time, the Federal Government as a matter of policy
seeks to preserve adequate railroad passenger transportation facilities to meet
the needs of the public and of the national defense. My own company partici-
pates, for example, in the ownership and use of the Union Station at Chicago,
which is owned by Chicago Union Station Co. That terminal company is pres-
ently faced with a bonded debt maturity in the amount of about $46 million
which will come due in 1963 and which will have to be refunded. In fact, over
the next 5 years the bonded debt maturities of all switching and terminal com-
panies owned by class I railroads will aggregate more than $90 million. This is
another area in which availability of Government-guaranteed loans may be
required to relieve railroads from continuing economic pressure to reduce or
eliminate such facilities.
I am concerned that the next year or so may bring about a further decline

In the credit position of the railroads and that some of them may be faced with
maturities which they cannot handle. If that develops, the only present re-
course is to default in the payment and resort to bankruptcy or other reorganiza-
tion proceedings. I think you will want to take whatever steps are necessary
to prevent this from happening and I, therefore, urge that you give favorable
consideration to the amendment I have suggested.

Mr. GERSTNECKER. My remarks in the statement which is filed are
concerned with two principal areas.

First, we are urging and recommending the extension of this au-
thority for at least 2 years. It is our feeling that managements and
people handling financial policy will do more toward enhancing the
purposes of the bill by planning expenditures which take consider-
able research and engineering if they are assured that the authority
and the availability of the guaranty will be there for a reasonable
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time in the future. And it is our feeling that a year does not assure
managements adequate time to program basic improvements.
The second point is we are considerably concerned, and I am par-

ticularly as I have tried to raise money for the Pennsylvania Rail-
road, about the impact of impending maturities upon the railroads.
So I am urging that in the extension it be made possible for railroads
to have a loan guaranteed whose purpose was to refund a maturity.
I know on the Pennsylvania we have serious maturity problems in

the decade of the sixties. We set about a program about 8 years in
advance to reduce those maturities to manageable proportions, and
it was not until we had done so that we found the public was willing
to lend us any money to carry on improvement programs that were
really vitally necessary. And as a result of the program we adopted,
which reduced maturities below the risk area, we were able last year
to accomplish an equipment acquisition program covering 23,500 cars
that involved the expenditure of $260 million, which was for one
company alone a larger amount than for the rest of the industry
combined.
I know there are some railroad companies, who, during the period

of the next few years, have maturities coming upon them for which
there is no ready refunding market.
These maturities are secured by, in many cases, passenger terminals,

railroad property generally, and there just is no ready market for
them to refund those maturities as they come due. And I think this
is important. We have a situation in the market where even the most
acceptable and attractive railroad security; namely, an equipment
trust certificate, cannot be offered and sold in the market in amounts
in excess of $5 million at any one time.
There are only two investment banking houses which bid on those

securities. The source of funds is extremely limited.
It is for that reason that I feel that if managements knew there

was a source of credit to refund a maturity, they would be much more
likely to carry on programs that would employ more labor, bring
about better service, and be more inclined to take the risk of doing
this than they are now.
I would call your attention particularly, speaking of class I rail-

roads as a whole, that in 1946 the working capital amounted to $11/2
billion. That was equivalent to four and a half months' payroll.
By 1955 that had been reduced to $500 million, equivalent to about

11/2 months of payroll. As of the end of this year the situation is that
it has been reduced to a point where the working capital is equal to
1-day's payroll. I think it is 1 day. I would like to check my records
on that.
On the Pennsylvania Railroad alone our situation has been that

we have seen, since 1955, a decline in working capital from $20 mil-
lion to an actual disappearance of working capital, and we now have
a deficit position of $54 million. And in such stringent cash circum-
stances, this imposes on us real budgetary controls over our capital
expenditures, and all the things which I think create the labor and
expenditures this loan authority is intended to create.
Mr. ROGERS of Florida. Thank you very much, Mr. Gerstnecker—

excuse me.
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Mr. GERSTNECKER. I do want to give you that figure accurately if
I may.
Mr. ROGERS of Florida. All right.
Mr. GERSTNECKER. It is 1 week.
Mr. ROGERS of Florida. One week.
Mr. GERSTNECKER. It has declined from 41 months to where it

amounts to just 1 week's payroll.
Mr. ROGERS of Florida. Thank you.
Mr. Younger?
Mr. YOUNGER. I would like to ask the witness in regard to these

maturities, they are all secured?
Mr. GERSTNECKER. Yes, sir; I would say most of them are; yes, sir.
Mr. YOUNGER. And you would have in mind continuing as far as

the loan guarantee is concerned, the same security that secures the
maturities now?
Mr. GERSTNECKER. Yes, sir, I would.
Mr. YOUNGER. What would be your idea to issue a bond or 
Mr. GERSTNECKER. Well, I think I might use just an example. I

am not indicating that this might happen, but Chicago Union Sta-
tion Co., where we are a part owner, has maturities coming due in
1963, and they amount to $40-odd million. The bonds which have
been issued and which mature on that station are a first lien on the
station properties.
Without the guarantee of the railroads, and perhaps even with

the guarantee of the railroads, if there is not an improvement in
earnings by that time, I think it can be very likely that those bonds
cannot be refinanced satisfactorily or perhaps not at all. Passenger
facilities are not attractive security for loans. Yet I think it may
very well be reasonable for the station company and the users to re-
pay that debt. It is being paid off every year. It is a matter of
happenstance as to just exactly when a maturity happens to hit a
railroad company.
I think the railroad company has shown an excellent record of

retiring debt, and I would suspect that the Chicago Union Station
could reasonably repay this loan. I put myself in the investment
officer's position of an insurance company, and I question whether I
would have with the current demand for money, an inclination to buy
a Chicago Union Station bond as compared to the many other attrac-
tive issues, and I would probably have no alternative but to turn them
down.
We found this out when the Pennsylvania had a $35-million ma-

turity, which we met in 1960. We planned for it. We think we were
fortunate that we were able to refund $35 million successfully. I think
it may not have taken very much poorer market conditions for us not
to have been able to meet that maturity.
Mr. YOUNGER. Is that $40 million on the Chicago Union Station

the total balance?
Mr. GERSTNECKER. Yes.
Mr. YOUNGER. Or is that just one
Mr. GERSTNECKER. No, all Chicago Union Station debt comes, due

in 1963, in August 1963.
Mr. YOUNGER. Is that the total debt?
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Mr. GERSTNECKER. The debt is higher than that right now. By
1963 that is where it will be. It is the total debt, yes, sir.
Mr. YOUNGER. Now at the time we passed the 1958 law, the Penn-

sylvania Railroad president was here and made an appearance and in-
dicated that they would have to have this guarantee. You found no
necessity for it, I take it, because you did not show up on the list of
loans.
Mr. GERSTNECKER. To date we have not found it necessary to use

it, that is correct, sir.
Mr. YOUNGER. That is all.
Mr. GERSTNECKE4. I would like, if I may, to add to some discussion

I heard about that. I think it is not quite fair to consider the value
of the guarantee as related to the number of railroads who have used
it. What I am saying is that because it is available we have been
able to operate at lower levels of working capital and plan different-
ly than we would have been able to plan had we not known that we
had the assurance if we ran into any difficulties that the loan guaran-
tee was in existence.
Mr. ROGERS of Florida. Yes.
Mr. AVERY. Isn't that about the same as the FHA works on hous-

ing? There is a substantial capital available for individual loans
on houses that would not be available if it was not for the psy-
chological factor of the FHA as a potential it up. And that is a
pretty good illustration of what you guarantee.
Mr. GERSTNECKER. I think that is right, sir.
Mr. AVERY. Just to refine your discussion with Mr. Younger here,

are you suggesting that a further amendment be added to this 1958
act whereby the ICC would be authorized to guarantee loans for
maturities?
Mr. GERSTNECKER. Yes, sir.
Mr. AVERY. Which presently is not authorized under the act?
Mr. GERSTNECKER. Yes, sir.
Mr. AVERY. Would you like to prepare an amendment to that effect

and have it available to us by the first of the week?
Mr. GERSTNECKER. We will have counsel supply that to the staff.
Mr. AVERY. All right.
Mr. YOUNGER. We are going to meet in the morning so we better

have it.
Mr. GERSTNECKER. You can have it here tonight.
Mr. YOUNGER. Leave it with our secretary.
Mr. AVERY. Do not construe that question as any assurance it will

be included in the action of the committee. But if it is to be con-
sidered, and you have one prepared, it might save us a lot of time
in providing it to us.
One more question, and this is a matter of public record, or public

conjecture at least. What do you figure the 1960 strike cost the
Pennsylvania Railroad?
Mr. GERSTNECKER. The strike of our shop employees, which closed

us down completely, cost us $40 million of revenue. How you con-
vert that into what the income would have been we are not sure,
but our figures show $40 million of revenue had been lost, a good
deal of which we do not think we will get back. And that came on
top of the prolonged steel strike, before we had a chance to recover

68488-61— -9
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from that. And basically a steel strike, during which we have to
operate the rest of the railroad is more costly and has a worse effect
on us, even, than closing down in a strike of our own. Because we
were carrying on all of the very costly operations without any of
the beneficial traffic. And that lasted 31/2 months. And these are
the things that we think today are giving us problems but we are,
optimistic about in the future. We are going through a period simi-
lar to the thirties when many of us had Government loans all of
which were repaid, and during that time we made very beneficial
improvements. The Pennsylvania electrified its line from New York
to Washington and repaid every nickel of that mosey.
Mr. Avery. Thank you, Mr. Gerstnecker.
Mr. ROGERS of Florida. Mr. Gerstnecker, I may ask this for the,

record: If the act is broadened to include these refundings which
you suggest, what do you feel about the limitation as to paying
dividends? I think that is section 504(b).
Mr. GERSTNECKER. I think it should not apply to refundings. On,

the other hand, I agree that it should to the maintenance as it does
today. But I do not think it should apply here.
Mr. ROGERS of Florida. Thank you very much. We appreciate

your patience in sitting with us and testifying at this late hour.
Now Mr. P. B. McGinnis, president of the Boston & Maine Rail-

road. Is Mr. McGinnis present?
All right, we will move on to Mr. W. B. Johnson, president of the

Railway Express Agency.

STATEMENT OF WILLIAM B. JOHNSON, PRESIDENT, RAILWAY
EXPRESS AGENCY, NEW YORK, N.Y.

Mr. ROGERS of Florida. Mr. Johnson, we are pleased to have you
here.
Mr. JOHNSON. I want to thank the committee for staying with us,

because I have a suggestion to make which I think could be of great
importance to our company, and I am indebted for the opportunity.
Mr. ROGERS of Florida. Do you have a statement?
Mr. JOHNSON. Yes, I do.
Mr. ROGERS of Florida. Would you like to file that for the record?
Mr. JOHNSON. I would like to file that and just talk for a few

minutes to save the committee's time.
Mr. ROGERS of Florida. Without objection your statement will be.

made a part of the record at this point, and we will be pleased to hear•
your remarks.
Mr. JOHNSON. Thank you.
(Mr. William B. Johnson's statement follows:)

STATEMENT OF WILLIAM B. JOHNSON, MARCH 1, 1961

My name is William B. Johnson. I am president of Railway Express Agency,
Inc., which we now call REA Express. The address of the company's head-
quarters is 219 East 42d Street, New York, N.Y.
I appear to urge that the loan guarantee provisions of the Transportation

Act of 1958 (sees. 501 through 510 of the Interstate Commerce Act, 49 U.S.C.
1231-1240) in addition to being amended to extend the termination date also,
be amended to include express companies within its provisions. This can be
done by inserting in section 501 after the words "common carriers by railroad"'
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the words "and express companies," and by inserting in sections 503 and 504(b)
after the words "common carrier by railroad" the words "or express company."
REA Express serves approximately 23,000 communities in all 50 States, plus

a few in Canada, through approximately 10,500 offices. We have through-bill-
of-lading service to and from 41 foreign countries through agreements with
carriers operating to, from, and within these countries. In the United States
REA operates over approximately 153,000 miles of railroads, 132,000 miles of
highway, 6,800 miles of water, as well as 132,000 miles in the air. We have about
32,000 employees. We are essentially a small shipments carrier handling 66
million shipments per year with an average weight of 48 pounds. We are sub-
ject to both parts I and II of the Interstate Commerce Act and to the regulatory
authority of all 50 State commissions as well as 3 other Federal commissions.
I have testified before congressional committees on a number of occasions

with reference to the extreme difficulties in which the express business found
itself in 1958 and 1959 and I shall not repeat this story in detail. I must, how-
ever, refer to it in order to show why we desire to be included within the loan
guarantee provisions.
Express traffic has dwindled steadily since the end of World War II and the

express portion of the railroads' passenger service deficit remained large
through most of these years. It was estimated that on a bare out-of-pocket
basis the railroads lost about $40 million on the express business in 1958. It
was evident that this situation could not continue and it appeared almost in-
evitable early in 1959 that the business would either be liquidated or national-
ized—probably the latter. However, by reason of drastic measures and a re-
organization of the terms of the express contract between REA and the railroads
the continuation of the business for a trial period was accomplished. We are
still in the trial period and much remains to be done.
The evil days of the express business were due both to external—principally

the below-cost competition of the Government's parcel post service—and internal
causes. The important internal causes were the necessity of operating the
business on traditional, outmoded, and uneconomical lines and the provisions
of the express contract relating to accounting to the railroads for their portion
of the gross revenues from the business. In a word, the express company col-
lected the gross revenues from the public for the complete express service, paid
Its own expenses (largely incurred in terminal service including pickup and
delivery) and turned over the remainder to the railroads which perform inter-
city transportation of express. The express company always broke even—it
could not have either a profit or a loss. Its management not only did not have
the incentive and discipline of a profit-and-loss statement, it had no way of
measuring the unit cost of line-haul transportation. As I said earlier, the
amounts actually turned over to the railroads were insufficient to cover the
out-of-pocket expenses incurred by them in furnishing the line-haul transpor-
tation.
When the railroads concluded in 1959 to continue the express business for

at least a trial period there were two chief objectives which they determined
to achieve. First, they determined to terminate within a reasonably short time
the out-of-pocket losses which they had been incurring. Second, they concluded
that this could best be achieved by giving the express company a much greater
degree of independence in managing the business. The new contract gave
REA the right henceforth to conduct its operations in the most efficient and
economical manner without regard to traditional methods of routing traffic
and handling at origin and destination. It was also given the opportunity,
commencing July 1, 1961, of making a profit or suffering a loss. If the business
is to continue for any considerable length of time, it must of course yield profits
rather than losses.
In order to achieve this result many changes in operations are necessary and

many of these require substantial capital expenditures. Many of our terminals
are badly outmoded and inefficient. A few new ones, all of relatively small
size, have been completed and put into service—at Kalamazoo, Mich., Lakeland,
Fla., and three on Long Island. Several more are in the course of construction:
in Westchester County, N.Y., in Evanston and Waukegan, Ill., and Rochester,
N.Y. A major rearrangement of terminals is about to commence in the San
Francisco area, one is planned in the Boston area, and intense study is being
made of facilities in New York City. Much more remains to be done. Not
only must new terminals be constructed but they must be equipped with con-
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veying and sorting machinery. Some present terminals which are adequate
for the time being as to size and location must similarly be equipped.

Although our motor vehicle fleet has been partly replaced by new vehicles
during the last few years, we are still operating many trucks, tractors, and
trailers of excessive age. In addition to the replacement problem, a greater
number of units will be required due to the wider terminal areas which we
are putting into effect and to the increase in short-haul over-the-road truck
routes made necessary in large part by the discontinuance of uneconomical
short-haul and branch-line passenger train operations.
To summarize, the company has made substantial strides in the last 2 years

and the express deficit of the railroads has been reduced from $40 million in
1958 to an estimated $10 million in 1960 (it would have been about $71/2 to $8
million had it not been for the disastrous snowstorms in December). Further
progress can undoubtedly be expected, but only with the expenditure of sub-
stantial amounts for capital improvements. These expenditures are extremely
important to the assured continuation of the express business in private enter-
prise transportation.

All of these capital improvements must be financed and practically all on a
100 percent basis. We do not have money for downpayments. I have referred
to the fact that the express company for many years has never been able, under
its accounting arrangements, to make a profit. As a result, all capital improve-
ments had to be made from depreciation accruals and there was no opportunity
whatsoever to build up a fund for such purposes. At the end of 1959 REA
had $96,500 of capital stock outstanding, some $271/2 million of notes representing
advances from the stockholders (64 railroads), and a little over $20 million
of equipment obligations. And, of course, there is no surplus or undivided
profits reflected on the balance sheet except nominal amounts.
Added to this financial picture is the fact that we require 100-percent financ-

ing, with the purchase price of the property to be paid almost entirely out of its
own depreciation account. It should be clear that financing under these con-
ditions solely through private means may prove difficult. Financial institutions
can be expected to be particularly reluctant to extend loans on a 100-percent
basis over the entire useful life of the property. The railroads are also un-
derstandably reluctant to put more money into the business until it has been
demonstrated for a certainty that it will no longer be a losing business. In ad-
dition, as the committee well knows, many railroads at the present time are
unable to make such investments even if willing. At the same time I am confi-
dent that with the improvements in operations which will result from the con-
templated expenditures we will actually be able to meet our obligations.
I believe these facts warrant the inclusion of express companies within

the loan guarantee provisions and that such inclusion will be in the public
interest as a possible emergency measure for preserving the express business in
private enterprise.

Mr. JOHNSON. Mr. Chairman, and members of the committee, I am
the president of Railway Express Agency which we now call REA.
Express. I think you all know that it is a very old organization, or
at least its predecessors are-122 years old.
We are primarily in the small shipments business. We handled 66

million shipments last year for the public, operating in all 50 States
of the Union and with direct through service to 41 foreign countries.
We are wholly owned by the railroad industry. Sixty-four railroads
own our stock. The railroads acquired the stock and the ownership
of the company in 1928 at urgings, I understand, of the Interstate
Commerce Commission.
The purpose of my appearance here today, to put this in focus,

is to suggest and request that the act, if extended, be expanded to
include application to express companies subject to part 1 of the Inter-
state Commerce Act. We are subject to part 1, and I think we are the
only express company that is subject to part 1.
I have suggested in my statement language by which that might be

done, and it is very simple, but just to clarify it, we have worked out
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here the precise language which would be necessary to do it, and if I
could, Mr. Chairman, I would like to file this language also, because
it shows exactly what would be necessary to put us under this law.
And in view of the committee meeting tomorrow, I would be very
anxious to file this.
Mr. ROGERS of Florida. Well, suppose you give that to our com-

mittee clerk and he will take it before the committee.
Mr. JOHNSON. As I say, we historically are a railroad-owned com-

pany. We do, however, use all forms of transportation. We Use
motor common carriers, we operate trucks of our own, we use rail-
road-owned trucking operations. We have a $50 million air express
gross revenue a year. We have contracts with virtually all railroads
in the country, virtually all airlines in the country, some water car-
riers, and I think we have 490 contracts with motor common car-
riers. Our business is primarily that of handling, gathering, dis-
tributing, and handling small shipments, and in terms of ton-miles we
are operating primarily on passenger trains. Now perhaps the mem-
bers of the committee have read, or heard, that the express company
has gone through a succession of crises, and the worst by far and the
most important, I think, being one which began in Christmas of 1958.
At that time we had about 37,000 employees. Our gross revenue was
about $400 million a year. As I say, we were providing this national
coverage. We had 10,500 offices opened—well, more than that, actual-
ly, at that time. We were handling, I think, about 72 million ship-
ments a year. And in spite of all that, the out-of-pocket express loss
incurred by the railroads in 1958 was about $40 million as a result of
this business. The crisis became so acute in the New York Central
Railroad, which was losing a great deal of money—and you remem-
ber things were so bad in 1958 that the Central concluded it just could
not take these losses any more and exercised their right to withdraw
from the uniform type of contract.
Under that agreement, which has been approved by the commis-

sion, this opened the path for only one conclusion, liquidation of the
express company. This was a prospect which, of course, no one liked,
putting 37,000 employees out of a job and discontinuing a service to
over 20,000 communities in this country, which would have been, as
one of the members of the preceding administration's Cabinet told me,
a major adverse development on economy.
Today is my second anniversary as president of the company. That

was the situation we were in when I took the presidency, and my
mission
' 

given me by the board, was to try to get the company reor-
ganized, or to find a way out of this crisis.
To do that we resorted to some very drastic economy measures.

We consolidated departments internally, we necessarily laid off some
3,300 employees that we figured we could do without in order to save
money, and we reduced our payroll and other expenses within a short
period of about 5 months by an amount equal to $24 million a year.
By doing that we cut the out-of-pocket express deficit down enough

so that all the railroad stockholders and other contracting parties
were able, with some degree of hope, to address themselves to the pos-
sibilities of reorganization of the company in its operations.
It was necessary because of the terms of the agreement to secure

unanimous consent of 178 railroads in order to do that. And unani-
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mous consent of Congress, I understand, is a little difficult to get some-
times, but, gentlemen, unanimous consent of 178 railroads to a new
contract with about 60 pages is very difficult. But we did secure it,
and on the basis of that were able to write new contracts which have
really changed the way of life for the express company.
Also we negotiated new agreements with all the airlines, and in what

I think is a rather short time, about 10 months, we had completely re-
written the foundations of the contracts by which the company is
operated.
If we had not done that at that time, liquidation of the business

would have been a necessity. The only other alternative that was like-
ly was nationalization, and there has been talk about nationalization
here today.
I think we are the only company that has actually had a bill intro-

duced in the Senate Senate Resolution 8, in 1959, providing for na-
tionalization of the Railway Express Agency.
So we know what it is to stand face to face with the prospect of

having our entire company, all of its national and international opera-
tions nationalized, acquired by the Federal Government and operated
by the Federal Government under Government ownership.
Our effort has been to modernize, to economize, to improve our serv-

ice, and to try to get the company in a position to stand on its own feet.
The express losses go into this passenger deficit category, the passen-
ger deficit loss. And as I think you all know so well, the railroad in-
dustry was in no position to absorb these big passenger deficit losses,
and it had to be borne proportionately by all the railroads, including
the New Haven, the New York Central, the Boston & Maine.
Now, the reorganization contemplates, first, that we stand on our

own feet and pay our own way. The thought is that the express busi-
ness, this much of it, must stand on its own feet. The railroads cannot
subsidize express losses in the future.
Secondly, to do that the decision was made for the railroads to

surrender all traffic rights which they had previously retained under
contracts, requiring routing by rail, exclusively, and the railroads
agreed to give the management authority to route the traffic the best
way, by motor, air or whatever it might be, or to divert from one rail-
road to another, to discontinue rail service entirely in certain areas
on some certain lines, and to do whatever was necessary to get the
maximum efficiency in the operation.
Well, we have used that authority extensively, and I think with

care, but we have used it, I believe, with a good bit of success. I think
we saved about $6 million a year by that authority.
In addition, we have straightened out our rate structure, made rates

which are more realistic. I think we have moved along.
Now, I would just like to say, as an indication of what I believe we

have been able to accomplish, we have reduced in 2 years that out-of-
pocket express losses on an annual basis from $38 million, when I took
the presidency 2 years ago, and in 1 year had it down to $14 million,
and last year, in 1960, I think the out-of-pocket express loss was about
$10 million, $10.5 million.
So we have eliminated about 75 percent of the out-of-pocket express

loss, which was $38 million, within 2 years. That would have been a
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somewhat better record but for the strikes that we have been talking
about, and snows, and cold weather.
But I believe that the express company can be operated on a break-

even basis or better. I believe it has a great capacity for service
through its national coverage and use of all forms of transportation,
and I think it is something that the public has—I know the public
has—a great interest in, because the shippers tell me so.
I believe it is in the public interest for this company to stay in

business, and to stay in business in private enterprise rather than.
in Government ownership, as was contemplated by the resolution in-
troduced in the Senate in 1959. And actually, a hearing was held
on that.
Now, this is why I am here. We have 12,000 trucks; we have a lot

of terminals. A lot of these terminals are owned by us but are on
railroad-owned land. A lot of these railroads, because of their
drastic financial condition, have been forced to sell their land out
from under us, and we have had to get new terminals. And even if
they had not been forced to do it, and this is happening every day,
almost, even if we hadn't been forced into other quarters, the termi-
nals were inherited, most of them, 20 or 30 years ago when the com-
pany was organized from the old American Railway Express Co.,
and they are obsolete, they are not automated, their working condi-
tions are not good in many cities such as Harrisburg on the
Pennsylvania Railroad, and many others. They are not efficient.
One of our major tasks is to modernize our terminal facilities.

This is where our men work. I think about 20,000 of our people work
in our terminals.
As to the trucks, we have a great many trucks which are overage.

Now, we have spent, and I think this is an accomplishment, in spite
of the fact that this company was on the verge of liquidation or
nationalization, with no foreseeable way of life, just 2 years ago—
we have since that time reorganized the company, renegotiated all
the contracts, started out on a new way of life, and committed $16
million in capital expenditures. But that money is all on 100 percent
loans for trucks, or it is taken out of depreciation.
We have excess depreciation of about $6 or $5.5 million a year, and

we have just taken that money and put it into new terminals, and the
returns are very good. And they had better be good, because this
is one of the few methods that we have for eliminating the remaining
$10.5 million of that out-of-pocket deficit.
So this is the course that, with the approval of the railroad

board of directors, we have proceeded along to try to get the company
on a sound basis and preserve its services and the jobs of its 32,000 em-
ployees. But we are in a transition period. Beginning in July of
1961, we are scheduled to lose all the railroad assurance of subsidy,
the underwriting of our operating losses by the railroads. We go on
a. fixed-payment basis on July 1, 1961, and from that time on we will
be obligated to pay our bills to the railroads as well as to others.

Previously the railroads never charged us for line haul service, they
just gave it to us and at the end of every month we just gave them all
the money we had left. The result is, we do not have a nickel of re-
serve; we do not have any funds that we can fall back on.
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Now, if our expenditures including the payments to the railroads
for line haul service—and heaven knows they have made them as low
as they possibly could—if those expenditures exceed our operating
revenues, we will be bankrupt in a very short time. It could happen
in 2 to 3 months after July 1961. We do not think it will happen, and.
our forecasts indicate we are going to be all right, with a little up-
turn in economy.
I think we can continue to borrow some money for motor carrier

equipment on 100-percent loans, but certainly the banks advise me that
they are going to ask whether there is a reasonable prospect of re-
payment. With no reserves, and with a fixed obligation to pay the
railroads for line haul service, the banks will not have the lien on the
gross revenue of the company as they have historically, and, therefore,
there has to be something in the nature of establishment of credit in
order for us to borrow money to keep our truck fleet in good condition
and to modernize our terminals and to put the company in the black.
My primary interest in seeking inclusion here is founded on the

knowledge that our difficulties come in part from the difficulties of the
railroads, which this bill is designed to do something about. The
railroads do not have capital to put into this company any further.
They cannot subsidize their operating losses. And there is certainly a
question mark, or will be, as to what will happen to us in this new
attempt to stand on our own feet after this transition takes place in
July of 1961. I think we need about $20 million for terminals. I
think we have to borrow all the money because we do not have any
for down payments.
All of our money went to the railroads for transportation, and even

that was not enough. And terminal modernization is vital if this
company is to do a good job for the public at reasonable rates, and
we certainly know that our future depends on our doing that. That
is our purpose, and it is the only way that we will survive. That is
why we simply ask that we, as part of the railroad family, subject to
the same problems and tied in with the railroads' difficulties resulting
from the passenger deficit and those resulting from a lack of capital
and from the fact that the railroads are selling our land out from under
us because they have to do that in order to survive, be included. We
see the definite possibility that we might need to look for Federal
guaranteed loans. I hope we do not. But it is my job to look ahead.
And in this transition, if we are going to keep the express company
in service, do a good job for the public, I have to think of the possibil-
ity that to modernize our facilities we may need some guarantee under
these provisions. And, of course, I would join the others in saying
that 1 year would be too short a period for us, probably, to do much
good. I think we will have a pretty clear picture of the future of the
express company in 2 years. And I do not think we need any subsidies,
but I think our credit, because of our 30 years of accounting in a way
which gave us no reserve whatever, may need some bolstering.
Also I would like to comment on Chairman Hutchinson's mention

of the extension from 15 to 25 years. That would be of particular
importance to us because, unfortunately, we are depreciating some of
our terminals on a 50-year basis, which is absolutely asinine. They
do not last that long. They will be obsolete. We are in a transporta-
tion revolution, and we need to depreciate on a shorter period. And I

4
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think 25 years would be a reasonable period, and that period of loan
would then coincide with the reasonable depreciation. So I would
just like to endorse those two suggestions also.
I will be glad to answer any questions. I know it is late.
The CHAIRMAN. Any questions?
Mr. RoGERs of Florida. No. I would just like to say, Mr. Johnson,

I think you did a very fin ̀e job in pointing out your need for relief.
The CHAIRMAN. Mr. Avery.
Mr. AVERY. I would just like to say this: If the committee would

not see fit to include the authority that you are requesting, Mr. John-
son, I would not be discouraged. You have impressed me today, that
consideration should be given to your suggestion. On the other hand,
it is a rather bold step to take if we are going to try to take final
action on this bill tomorrow morning, with four of us hearing your
testimony this afternoon, and then try to explain it to the full com-
mittee tomorrow in time to take final action.
I would like to suggest that you explore the possibility of having

a bill introduced seeking to do what you are suggesting, if it is not
iincluded here tomorrow n the final action taken by this committee,

either on this side or maybe over on the Senate side.
Mr. JoHNsoN. I appreciate that suggestion, sir, and I certainly

would be interested. However, as you cautioned the previous wit-
ness, I would hope that I should not accept that as a suggestion

ithat t won't be given consideration.
Mr. AVERY. Of course it will be given consideration.
Mr. JOHNSON. Well, I will take that into consideration. I find,

however, that we have, for some purposes, always been treated as
part of the railroads, and some of that I regret, to tell the truth.
However, for other purposes we seem to be forgotten when considera-
tion is given to the conditions of the railroads. And this is one of
those instances where I think perhaps we slipped in not being here
earlier.
Thank you very much.
The CHAIRMAN. Thank you very much, Mr. Johnson.
Mr. Shoemaker.

STATEMENT OF PERRY M. SHOEMAKER, VICE CHAIRMAN OF THE
BOARD, ERIE-LACKAWANNA RAILROAD CO.

Mr. SHOEMAKER. Mr. Chairman and gentleman, I appreciate the
privilege of testifyinga before the committee.
My name is Perry M. Shoemaker. I am one of the railroad presi-

dents who has marged himself out of a job. After 8 years with, the
Lackawanna, I became vice chairman of the merged Erie-Lackawanna
last October. I have enjoyed some experience in Government work,
having been Chairman of the second Hoover Commission.Transporta-
tion Study Group.
I would like to endorse the statement which Mr. Johnson just made

to the committee with respect to the Railway Express Agency. I am a
director of that agency and have been for some years. I share Mr.
-Johnson's hope that we will not need to come to the resort of a Gov-
ernment guarantee for funds for the agency, but it is vital to the future
of that organization that its terminals be modernized. Equipment
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probably can be financed, but terminals must be modernized, and it
is going to take money to do it. And I think Mr. Johnson's request
shows due managerial prudence in attempting to find an avenue of
funds for an organization that has no history of income credit.
I think your suggestion, Mr. Avery, is very pertinent in case the

committee is not able to consider it favorably at its meeting tomorrow.
Now section 510 of the act made available to the railroad industry

a source of funds through the guarantee provisions under which an
individual railroad with limited credit, or no credit, would have
some possibility of securing cash. Now understandably, and in spite
of the precarious financial position of many of the eastern railroads
in particular, there has been that limited utilization of this credit
device.
The industry has been involved in conflicting economic pressures

during a time of rapid change in distribution practices; during a time
of rapid expansion of Government-provided competition in trans-
portation facilities and a general business recession came into the pic-
ture not long after the Transportation Act of 1958 became a statute.
No businessman desires to increase the indebtedness of his company'

unnecessarily. No businessman invests in new equipment and facili-
ties if there is uncertainty in his mind as to the payoff of such invest-
ment in the light of changing conditions, and certainly the railroad
industry has been impressed with its responsibility for self-help.
Among the steps taken for self-help has been the merger of the

Erie and Lackawanna Railroads.
The current hard-goods recession has had a seriously adverse effect

upon the Erie and Lackawanna Railroads, both before and since
merger. We had a net income deficit in 1960 of almost $20 million.
Our cash position deteriorated approximately $10 million. Storm
and strike situations since the middle of December have caused us to
lose another $2.5 million in lost revenue and extraordinary expenses.
In the meantime, labor injunctions against furloughing or trans-

ferring people have impaired the consolidation of merger and the
development of savings therefrom. In Erie-Lackawanna's case, with
$13.5 million in merger savings anticipated, we find ourselves in a
cash-and-credit position under which we would be unable to carry out
the necessary physical changes and facility improvements necessary
for successful merger without the usage of the guarantee provisions
of this act. We filed the day before yesterday with the Commission
application for a $15-million Government guarantee on loans which
could not otherwise be secured.
There will be other mergers. Every student of transportation

knows that there is a surplus of transportation facilities in the East,
and certainly we in the railroad business have the economically im-
pelled obligation to press the elimination of unnecessary trackage,
duplicate lines, duplicate facilities and duplicate service. The field
of opportunity for this is tremendous. Aside from all other prob-
lems relating thereto, accomplishment will take cash and credit.
Were this act to expire in the light of the present financial posi-

tion of the eastern railroads, a "body blow" would be struck at the
industry and its potential for merger. I have no hesitancy in mak-
ing the prediction that first-quarter earnings for 1961 will be shock-
ing to the country as a whole. In some cases help is obviously neces-
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sary to sustain life pending merger, coordination or other rehabili-
tation.
I strongly support H.R. 1163, which would extend section 510 for 1

year, thus establishing an expiration date of March 31, 1962, for the
loan-guarantee authority of the Interstate Commerce Commission.
My criticism of H.R. 1163 is that it does not go far enough. It is

my opinion that a 1-year extension is inadequate. I would strongly
endorse the principle of this act becoming permanent legislation and
the guarantee provisions thus becoming a revolving fund for the broad
purposes envisioned by the original act.
The CHAIRMAN. Does that conclude your statement?
Mr. SHOEMAKER. Being as late as it is in the day, Mr. Chairman,

I do not think I should impose upon the committee any enlargement,
• beyond answering any questions you may have.
• The CHAIRMAN. Well I want to thank you for your statement. It
is very concise and to the point.

Off the record.
(Discussion off the record.)
The CHAIRMAN. Back on the record.
Mr. Rogers, do you have any questions?
Mr. ROGERS of Florida. I just want to join in with the chairman

about your statement.
The CHAIRMAN. Mr. Avery?
Mr. AVERY. Off the record.
(Discussion off the record.)
The CHAIRMAN. Back on the record.
Thank you very much, Mr. Shoemaker.
Mr. SHOEMAKER. Mr. Chairman, I appreciate the courtesy of the

committee.
The CHAIRMAN. We have here a letter from Arthur J. Winder,

vice president and general counsel of the Norfolk Southern Railway
Co.
(The document referred to follows:)

NORFOLK SOUTHERN RAILWAY CO.,
Norfolk, Va., February 24, 1961.

Re H.R. 1163.
HOD. OREN HARRIS,
Chairman, House Committee on Interstate and Foreign Commerce,
House Office Building, Washington, D.C.
DEAR SIR: Norfolk Southern Railway Co. urges the enactment into law of

H.R. 1163.
This company applied to the Interstate Commerce Commission in finance

docket 21121 for guarantee of a loan of $2 million under the provisions of part
V of the Interstate Commerce Act. This application was granted. Without
this guarantee we would have been unable to secure this loan on reasonable
terms, if at all. Last September our 5-mile timber bridge extending across the
Albemarle Sound in North Carolina was very badly damaged by Hurricane
Donna, with more than a mile and a half of the bridge being completely
destroyed. The major portion of the $2 million loan proceeds will be expended
on this bridge. Without the loan proceeds this company would have been ex-
tremely hard-pressed financially to continue to survive.
Our sources of credit today are no better than they were when we filed our

application with the Interstate Commerce Commission to guarantee the $2
million loan. Unless the guarantee provisions are extended as proposed by
H.R. 1163, we will, in all probability, be unable to obtain additional much-
needed financing on reasonable terms and conditions.

Respectfully yours,
ARTHUR J. WINDER,

Vice President and General Counsel.
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(The statement of Jose R. de Capriles, vice president and general
counsel, Lehigh Valley Railroad Co., submitted to the committee is
as follows:)

STATEMENT OF JOSE R. DE CAPRILES, VICE PRESIDENT AND GENERAL COUNSEL,
LEHIGH VALLEY RAILROAD CO.

I am here to urge that this committee act quickly to keep available to the
railroads the loan guarantee provisions contained in the Transportation Act
of 1958.
The prevailing situation which led to the enactment of part V in 1958 is not

substantially different today. Many railroads, especially in the East, are in
serious financial difficulties. For most of us the past 4 years have certainly
not improved our cre.clit rating and, without a Government guarantee, we would
be unable to borrow funds urgently needed to tide us over a bad period. Every
loan is being repaid with interest, so we are not here seeking a handout.
Government assistance in this connection is little enough when we consider
that countless millions are being spent to provide bigger and better airports,
highways, and seaways for our competitors.
I won't take up this committee's time with a case history of Lehigh Valley

Railroad but I believe our experience is pertinent. We have had to request the
guarantee of $5.9 million in 1959 and $5 million in 1960. Without these two
loans Lehigh Valley would have been unable to survive yet in each case we
could not find a lender willing to put up the money without a Government
guarantee. We've cut costs in every possible area and have hopes for the future
but it may still be necessary to seek an additional $2 million this year.
Every study that has been made in recent years calls for prompt Government

action to strengthen and preserve our industry.
We know full well that loans are not a real solution to the railroads' basic

problems, but until a sound remedial program can be effected they do provide
an essential breathing spell.
The purpose of the Transportation Act of 1958 is to assist the railroads and

to foster the development of an adequate national transportation system. To
deprive us of this assistance at this time would be a dangerous gamble with
the basic ingredient of any sound national transportation system—the rail-
roads.

The CHAIRMAN. This will conclude the hearings, and the commit-
tee thanks all of those who have participated in the hearings.
The committee ourn.
(Whereupo ky he committee was adjourned.)

co 16-Rts- 0
11110t‘k

cn

OA a01%,
AtivilarcO‘


		Superintendent of Documents
	2024-11-14T14:14:53-0500
	Government Publishing Office, Washington, DC 20401
	Government Publishing Office
	Government Publishing Office attests that this document has not been altered since it was disseminated by Government Publishing Office




