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REVIEW OF THE EMERGENCY RAIL SERVICES ACT
OF 1970

TUESDAY, MARCH 9, 1971

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON TRANSPORTATION AND AERONAUTICS,

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE,
ashington. D.0 .

The subcommittee met at 10 a.m., pursuant to notice, in room 2322,
Rayburn House Office Building, Hon. John Jarman (chairman)
presiding.
Mr. JARMAN. The subcommittee will please be in order.
Late in the last Congress, we held hearings in order to effect legis-

lation to guarantee loans to railroads in reorganization under section
77 of the Bankruptcy Act. Trustees for the Penn Central Transporta-
tion Co. came before us and made it very clear that their company
would not be able to continue to operate throughout the winter with-
out assistance afforded by the loan guaranty legislation.
In those. hearings last December, their projections were that it

would be necessary to come forward again early in this Congress to
seek additional aid in order to continue operating the railroad
through 1971.
I have been informally advised that the financial situation of the

Penn Central Transportation Co. is not as bleak now as it was last
December. Personally I welcome any good news with respect to our
transportation systems so far as their financial independence is con-
cerned.
In the hearings commencing today, we are seeking a review of the

emergency legislation and a prognosis for the near and indefinite
future.
Our first witness will be Mr. Jervis Langdon, Jr., a trustee of the

property of the Penn Central Transportation Co.
Mr. Langdon, it is a pleasure to welcome you to the committee.

Would you introduce your associates, and proceed in your own fash-
ion with your testimony.

STATEMENT OF JERVIS LANGDON, JR., TRUSTEE, PENN CENTRAL
TRANSPORTATION CO.: ACCOMPANIED BY ROBERT BLANCHETTE,
COUNSEL TO THE TRUSTEES: A. PAUL FUNKHOUSER, VICE PRES-
IDENT-PUBLIC AFFAIRS. J. A. McDONALD, VICE PRESIDENT-
STAFF, S. H. HELLENBRAND, VICE PRESIDENT-REAL ESTATE
AND TAXES

Mr. LANGDON. Yes, Mr. Chairman. Mr. Blanchette, sitting behind
me, is counsel to the trustees In addition, we have three senior officers

(1)
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of the company who are here, Mr. McDonald, Mr. Funkhouser, and
Mr. Hellenbrand. Their specialties in turn are: Planning, and for Mr.
Hellenbrand, real estate and other properties, and for Mr. Funk-
houser, he has had very immediate concern with Railpax, which is a
very important aspect of 011T future operations.
I am representing the four trustees here, because two of them, sir,

Mr. Bond and Mr. Baker, are today in New York on a very important
and long-standing date, which is concerned, hopefully, with the ulti-
mate sale and disposition of the Pennsylvania Co.
We all concluded that it was terribly important to try to move

along in that direction and that the conference that they have set up
today should not be postponed.
Mr. Wirtz is at the moment in Europe and will be back on Monday.
So that is the reason why today there is only the one trustee here.
Sir, would you care to have me read this 11-page statement I have,

or would you prefer to have it summarized?
Mr. JARMAN. I think the 11-page length makes it possible to read

it at this point, since we had not received copies and had not had a
chance to go over the statement in full. So I think it would be better
if you would read it.
Mr. LANGDON. Yes, sir.
Mr. Chairman and members of the committee:
This opportunity to give a brief status report concerning the Penn

Central Transportation Co., which has been operating in bankruptcy
since June 21, 1970, is appreciated.
In the closing days of the 91st Congress, there was enacted the

Emergency Rail Services Act of 1970, which authorized the Depart-
ment of Transportation to guarantee trustee certificates in the maxi-
mum amount of $125 million for the purpose of enabling bankrupt
railroads to continue in operation. Subsequently, the sale by Penn
Central of $100 million of -trustee certificates, guaranteed by the Gov-
ernment, was approved by the court, and the proceeds were deposited
on January 26, 1971, to the account of the trustees. Since then, the
company has drawn down a total of $65 million (including $5 million
scheduled to be drawn down on March 31). This money has been used
for operating expenses, including retroactive wage increases for 1970
amounting (so far) to $34.8 million, as provided for in Joint Resolu-
tion 220.
Thus did the Congress come to the rescue of this stricken transporta-

tion system. As is apparent from an examination of the cash flow
statement for the first quarter of 1971, appended hereto as exhibit 1,
Penn Central, in the absence of this congressional help, would have
been forced to close down by the end of January for lack of cash.
At the time of the hearings on December 15, 1970, before this com-

mittee in connection with the emergency rail services legislation,1 the
trustees testified (pp. 489-490) that cash infusions of between $175
million and $250 million would be needed to sustain full operations
during 1971 and that a comparable amount would probably be re-
quired to carry Penn Central through the 2-year period of 1972-73.

1 "Emergency Rail Services Legislation," Serial No. 91-86 (pt. 1) and Serial No. 91-87
(pt. 2). hearings before the Committee on Interstate and Foreign Commerce, Subcommittee
on Transportation and Aeronautics, 91st Cong., 2d sess.



.3

By the end of 1973 the trustees were hopeful that Penn Central's vi-
ability would finally be established and a firm basis for reorganization
'emerge. In short, according to the presentation of the trustees last
December, a total Government commitment of as much as $500 million
over a period of 3 years might be needed. If that commitment were to
take the form of further guarantees, an additional request for enabling
legislation would be necessary at the present time.
The trustees' ongoing analysis of the long-range potential for Penn

-Central indicates that, provided certain tough conditions can be met,
viability can be attained more imminently. Within the private enter-
prise system, a viable Penn Central rail network is possible upon the
realization of relatively specific premises in the areas of passenger
service, changes in route and service patterns, regulatory provisions,
and labor relations.
If these premises are met, and met promptly, further loans to meet

'day-to-day operating expenses of the railroad should be avoidable.
Conversely, if Government and labor cannot assist the trustees in
materializing these premises, the imposition of added debt, with no
real prospect of ultimate viability, serves no useful purpose for either
the public or the equitable owners of the estate under the charge of the
trustees.
In a "Preliminary Report of Trustees Concerning Premises for a

Reorganization" filed last month with the Bankruptcy Court (a copy
of which is attached hereto as exhibit 2), it was pointed out that Penn
Central's earnings could be favorably affected to the extend of $200
million to $400 million a year if:
(a) the passenger service is handled in accordance with the broad

principles of the National Railway Passehger Service Act of 1970;
(b) the freight service plant is rationalized;
(c) changes are made in the regulation of freight rates; and
(d) employment and labor policies are significantly modified.
If Penn Central can be operated as a business enterprise and under

terms and conditions that are directly related to the efficient discharge
of its public service responsibilities, and without any so-called extra
costs, its present situation can be significantly improved and go to a
point where there emerges at least a basis for reorganization.
Turning to a more detailed statement of the four conditions to

Penn Central's viability:
A. Passenger service
On May 1, Penn Central's intercity passenger service is expected

to be taken over and operated by the National Railroad Passenger
Corp. (Railpax). While negotiations are still in progress, there
would appear to be a difference between the basis of compensation
sought by the trustees and that offered so far by the Railnax in-
corporators, a difference measurable in terms of tens of millions of
dollars a year to the Penn Central. In order to protect the constitu-
tionality of the contemplated takeover against attacks by creditors
and others, Railpax should be able to compensate Penn Central for
all costs that can be identified as related to its intercity passenger
service, including a reasonable share of joint and common costs. It
may well be that the funding of Railpax by the Federal Government
should be increased to permit the takeov-,r and subsequent opera-
tion to be accomplished on a sornd and fair basis.
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B. Plant rationalization
Hundred of miles of Penn Central line can be identified as un-

economic and should either be abandoned or subsidized. To enable
such a program to move along rapidly, the trustees are preparing
and will soon seek the opportunity of presenting to the Congress
appropriate amendments to the Interstate Commerce Act.
Already, applications for the abandonment of 83 segments of line,

totaling 819 route miles, have been presented as necessary to the
court and are being filed with the Interstate Commerce Commis-
sion. Today, however, there is no provision for subsidy in the case
of "loser" lines, the continued operation of which is required in the
public interest. Moreover, the present procedure of moving these
applications, one by one before the Interstate Commerce Commis-
sion, is cumbersome and could take years. Appropriate changes in
the provisions of the Interstate Commerce Act are urgently needed.
C. Price restructuring
Here, the trustees' proposals go in the direction of broader regu-

lation rather than deregulation, and include: 
i(1) An affirmative provision n the Interstate Commerce Act that

no rate can be lower than the long-term variable cost of the service.
Such a provision would automatically require the raising of hun-
dreds of below-cost rates that in the case of Penn Central are pro-
viding losses of more than $80 million a year.
(2) Authority to publish so-called agreed charges following the

pattern in Canada. Contract carriage is freely available on the high-
ways and waterways and should be equally available on the rail-
roads where it would be appropriate protection to cover service ar-
rangements, including assigned equipment which are negotiated
with shippers.
(3) A requirement that in the publication of freight charges a

separation be made between terminal and line-haul services. This would
permit a railroad such as Penn Central, which has sustained a dis-
proportionate increase in terminal expenses (as compared with line-
haul expenses) to adjust its charges accordingly. As it has been, with
percentage rate increases which assume the same cost increases in ter-
minal and line-haul services, the effect has been to under-price the
shorter hauls (which predominate on Penn Central) and over-price
the longer hauls.
D. Labor
Labor costs on the Penn Central, in relation to either total revenues

or expenses, are much higher than on other railroads and have gone
up even faster since merger. This reflects, in part, the nature of Penn
Central's service which includes the largest concentration of terminal
operations in the country.
It also reflects Penn Central's wide participation in passenger serv-

ices, both intercity and commutation. Each is heavy in its demands on
manpower, and neither lends itself readily to greater productivity as
the result of increased volume.
Of the total payroll, the trustees have determined that approxi-

mately 10,000 employees are retained by Penn Central solely because
of (1) the retention in three States (Indiana, Ohio, and New York,
in which Penn Central has large operations) of full crew laws—which
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most other States have repealed because they do not make sense under
present circumstances; or (2) various work rules which have been
repeatedly considered by various Presidential boards or commissions
and have uniformly been found to be unjustified; or (3) other work
rules which in the light of modern conditions can no longer be justi-
fied by management. The extra cost of these employees to Penn Central
was $120 million in 1970 and will be $165 million by the end of 1972 if
the rules remain in effect and presently prospective wage increases are
made. In a different category, hundreds of Penn Central employees
receive special merger guarantee payments, an additional burden of
approximately $28 million attributable to the merger rather than to
current operations.
The rationalizing of employment and labor relation policies and

costs is the most critical single condition to making the Penn Central
viable and permitting its successful reorganization. The enterprise can-
not carry the labor costs it does now. The choice, in practical terms,
is between (1) establishing an effective procedure for reducing these
costs to a rational basis, or if this cannot be done, (2) passing the bill
for the extra costs to Government.
In the judgment of the trustees, the first step is to organize, with

the concurrence of labor, internal machinery for the resolution of
all proposals concerning work rules. Hopefully, this would take the
same form as the standing committee recommended by Presidential
Emergency Board No. 178, with a neutral as chairman, and there
would follow a systematic review of the whole disputed work-rules
area. In the trustees' preliminary report to the court, it was recom-
mended that in the absence of agreement, the vote of the neutral be
controlling. The alternative would have to be Federal lOgislation
creating better machinery than the Railway Labor Act for the settling
of labor disputes.

CONCLUSION

Thus are the trustees proposing an affirmative program which, if
it can be accomplished, ought to produce viability in Penn Central
and put it in a position to be reorganized, thus avoiding the need
for further loans guaranteed by the Government.
The time element, however, is critical. By the end of March, there

should remain $35 million of the $100 million loan to be drawn down
against a continued negative cash flow, and at the rate of the cash
drain during the first quarter, $35 million would not last long. But
the experience during the first quarter is not regarded As representa-
tive because (1) it included heavy retroactive wage payments, (2)
first quarters on Penn Central are traditionally subnormal, and (3)
volume was off more than seasonally.
The trustee's judgment is that the $35 million will sustain a negative

cash flow for about 6 or 7 months, or until October or November.
The trustees believe that such a 6- to 7-month period should be long

enough to test the acceptability of their program for viability as
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set forth in exhibit 2 (attached hereto). Depending on the reactionof Congress, labor, and the public, they further believe that, by theend of that period, they will be able to say with much more confidencewhether Penn Central can be made viable or whether it cannot bemade so. Either a positive cash flow will then be appearing, presum-ably as the result of the acceptance, at least an important part, of thetrustees' program for viability and supported by the vigorous self-help measure of the new management under W. H. Moore, or a nega-tive cash flow will then be persisting, with no real acceptance of theviability program by those affected. (Appended hereto as exhibit 3is Mr. Moore 's recent report dealing with self-help measures takenby Penn .Central's new management during the period since bank-ruptcy.)
In brief summary, 6 or 7 months from now, Penn Centra,l's futureshould be much clearer than it is today. Either a traditional reorgani-zation based on a positive cash flow will then be in sight, or such areorganization will not appear to be possible.
It is of course conceivable that, by the end of this period, a furtherguarantee of trustee certificates would be justified if the end of the tun-nel were then clearly in sight. But the chances are that the answerswill be apparent before the 6 months are up. The trustees would re-peat that this answer will depend upon the extent to which Penn Cen-tral has been able (1) to make a sound arrangement with Railpax ;(2) to begin the abandonment of uneconomic lines (or receive subsidiesto cover their losses) ; (3) to modify its pricing practices and elimi-nate loss traffic; and (4) to change work rules that require the em-ployment of 10,000 more people than necessary in an efficientoperation.
If at the end of the 6- to 7-month period, the answer is negativeand a traditional reorganization appears impossible, the alternatives(which postulate the indispensable character of Penn Central servicewhich must continue in any event) are several, including:(1) A broad program of Government contract or subsidy which,taking any one of many possible forms, would be designed to assure thecontinuance of public services regarded as essential.(2) A careful plan for the breakup of Penn Central into segmentswhich could logically be absorbed by connecting lines.(3) A Government purchase of Penn Central's right-of-way, withlease back to Penn Central for operation under reasonable contractterms.
(4) Outright nationalization.
In the final analysis, the choice between a traditional reorganiza-tion of Penn Central and some other solution for its bankruptcy de-pends upon the success which, during the next 6 or 7 months, attendsthe trustees' efforts to effectuate the viability program set forth in ex-hibit 2 (attached).
That, sir, is the conclusion of the prepared statement of thetrustees.
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(Exhibits 1, 2, and 3, referred to, follow:)
EXHIBIT 1

PENN CENTRAL TRANSPORTATION COMPANY: CASH FLOW, 1ST QUARTER 1971

1ln millions]

January
actual

February
preliminary

actual
March

estimate

Receipts:
Revenues collected by Penn Central $149. 6 $139.8 $163. 0
Collections from other RR's 21.2 19. 7 23. 0
Government collections 5. 6 6. 5 7. 0
Salvage 1.6 1.6 1.2
Miscellaneous accounts receivable 4. 3 4. 3 5. 0
Rents 4.0 3.4 2.5
Dividend and interest .4 .3 .2
Sale of property . 1
Tenants' tax escrow 3. 1  
Divisional escrow A/C fidelity 9.1
Trustees' certificates drawdown 15. 0 35. 0 15. 0

Total receipts 214.0 210.6 216.9

Disbursements:
Revenue due other RR's  27.9 21. 5 33. 0
Mileage and per diem 8.9 8.4 11. 0
Claims to other RR's 3.0 1.0 4.0
Cdr repairs 1.1 1.0 1.0
Other accounts payable 2. 7 3. 3 3.0
Utilities, services, etc. (Ail') 26. 2 29. 4 32. 6
Fuel oil, material and supplies 19. 1 18. 3 20.9
Loss and damage claims 2. 0 2.4 2. 7
O.C. claims, pvt. mileage, etc 4.8 1.7 6. 5
Paychecks 52. 7 57.0 65. 7
Withholding taxes-F.I.T 10.5 14.3 11.0
RR retirement-employer 12.8 11.9 8.2
Unemployment insurance A 4  
Employees savings bonds .4 .4 . 4
Debt service-Principal: equipment obligations 4.8 7.7 8.3
Debt service -Interest: equipment obligations 1.5 6.2 2.6
Equipment leases 10,0 2.9 3.6
Leased line rentals . 1  
Injuries to persons 1. 8 1.4 2.5
Freight and Passenger agents checks 1.9 1. 6 2. 5
Employees travel and business expenses 1. 0 1. 0 1. 0
!etroactive wage settlements 4. 8 25. 2 4. 8
Miscellaneous-Net . 5 1. 0  

Total disbursements 198. 5 222. 0 225. 2

Net change 15.5 (11.4) (8.3)
Beginning cash 18.9 34.4 23. 0

Ending cash, Feb. 26, 1971 34.4 23. 0 14. 7

Mr. JARMAN. I think it is a good, concise general statement of the
present situation and the needs and objectives.
'What else can you tell the committee as to when Penn Central will

be in a position to make the specific recommendations of changes that
you feel should be made?
Mr. LANGDON. Within 2 or 3 weeks, sir, we ought to have the pro-

posed chancres in the law we would like to see insofar as abandon-
ments and changes in the Interstate Commerce Act dealing with rates
are concerned.
The reason why they are not ready today is we are undertaking to

coordinate these with other interests concerned, so when we come here,
hopefully we will have something on which there may be general
agreement. We don't want to propose something here which is going
to cause a long controversy.
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We want, insofar as we can, to make these changes noncontroversial
and of a kind that Congress can consider, and consider fairly rapidly,
as being in the interest of transportation as a whole.
I don't want, in other words, to get in a fight with the truckers or

anybody else about this thing. I think we can work out—and this is
what we are doing now—a program that the various forms of trans-
portation and the users of transportation, can agree upon as being
sound.

EXHIBIT 2

IN THE U.S. DISTRICT COURT FOR THE EASTERN DISTRICT OF PENNSYLVANIA

No. 70-347

In the matter of

PENN CENTRAL TRANSPORTATION COMPANY, DEBTOR

PRELIMINARY REPORT OF TRUSTEES CONCERNING PREMISES FOR A REORGANIZATION

In Proceedings for the Reorganization of a Railroad

It is appropriate to report to the Court the Trustees' conclusions regarding
the necessary conditions to a successful reorganization of the Penn Central.
The creation of sufficient viability in Penn Central to permit its satisfactory

reorganization has its starting point in the ordinary elements of good manage-
ment: improvements in the productivity of its plant, equipment, and labor; the
effective marketing of its services through the use of sound commercial pricing
principles; the elimination of unprofitable operations; and the maintenance of
sound fiscal policies.
A real beginning (on which a separate report will be made to the Court

shortly) has been made under Penn Central's new management. Employment
last December was down by more than 5,000 when compared with a year ago,
and there are solid plans for a further reduction of 5,000 employees during
the current year. Shippers are now commending Penn Central's freight service
and even our connecting railroads at the major gateways, highly critical of
Penn Central in the past, are taking notice as its service becomes more reliable
and competitive. Track maintenance has been upgraded, and equipment mainte-
nance programs have been accelerated. Utilization of equipment has been im-
proved substantially. Practices have already been changed to eliminate waste
and to modernize the operation of the railroad. Other improvements await
capital money, or the approval of public authority.
Another forward step has been the stret) running of the management organiza-

tion, including a reduction in vice presidencies from 34 to 11, and the phased
elimination of more than 1,000 supervisors and support personnel in the several
departments. Further streamlining is planned.
Moreover, Penn Central is moving forward with an aggressive campaign to

sell its service. For this, we should have more new equipment but even so,
freight service should meet constantly higher standards, and the new manage-
ment is dedicated to bringing this about. The pricing of the service will be an
important part of this campaign, and we are developing several new approaches
to improvement of the railroad's competitive position which suffered greatly
under the merger.
But despite the solid progress already made and planned for Penn Central's

recovery, a great deal more is needed before this giant property can become
viable. For it is a fact that Penn Central is presently locked by circumstances
beyond managerial control into a situation which had best be recognized Bow
as completely precluding viability unless certain constraints are removed, or
other arrangements are made to compensate for their effects.

Six months' experience and analysis indicate that the Penn Central can be
made viable and that the traveling and shipping public can at the same time be
more effectively served if: (a) the passenger service is handled in accordance
with the principles of the National Railway Passenger Service Act of 1970; (b)
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the freight service plant is rationalized; (c) changes are made in the regula-

tion of freight rates; and (d) employment and labor policies are significantly

modified. The assumption underlying all of these conditions is that the property

and enterprise be responsibly and effectively managed.
A central principle emerges from this experience and analysis. It is possible

now to identify "rational terms"—those consistent with sound business principles

and the public interest—with respect to Penn Central plant, service, employment,

and rate practices; and to identify, at least approximately, the "rational costs"

of operation on this basis. It is recognized at the same time that various forces and

circumstances may prevent achieving these rational terms, at least temporarily ;

and to the extent this is true there will be resultant "extra costs." The essential

central principle of making the Penn Central viable is that the enterprise be

required to carry only the rational costs; and that provision be made for some
different form of compensation for any extra costs incurred for reasons beyond
the control of those responsible for the enterprise.
This rational cost principle, which underlies this report, has several par-

ticular applications:

A. Passenger Service
The rational cost principle is reflected already in the creation of the National

Rail way Passenger Corporation.
Penn Central will contribute to Railpax what is believed to be unique in the

railroad industry: passenger service in the Northeast Corridor that produces a
positive cash flow. Obviously, this should be taken into account when payments
by the government for the take-over are calculated. To the extent that Railpax
designates Penn Central passenger service for inclusion in the system, Penn
Central will be prepared to identify the relevant costs. A special team of experts
has been in the field for this special purpose.
One crucial requirement is adequate funding of Railpax by the federal gov-

ernment to permit the take-over and subsequent operation to be accomplished on
a sound and fair basis.

B. Plant Rationalization
It is estimated that Penn Central's plant should be reduced by about 40 per-

cent in terms of route miles. Nearly 20 percent of present route miles can already
be identified as redundant. More lines will become surplus in response to changes
in railroad operating methods, pricing, and the requirements of shippers and re-
ceivers. The economics of transportation dictate that most of the traffic now
moving on light density rail lines should be handled by truck and/or piggyback

trailers and containers.
The current regulatory procedures for branch line abandonments co-mingle

two quite separate issues:
1. Whether a loss is being sustained by the railroad, and
2. Whether public convenience and necessity require that the branch line

continue in operation.
Moreover, these procedures are cumbersome and time-consuming and call for

consideration of each line sought to be abandoned on a separate record that can

be tied up in litigation for years.
The problems of the carrier and the community could be resolved by requiring

the Interstate Commerce Commission first to determine the facts as to losses

Incurred by the carrier. If losses are established, the railroad would at once be

compensated by public payments which would in effect constitute a subsidy to

the communities and to the users of the service. Such payments would con-

tinue unless or until a subsequent decision authorized abandonment. In either

event the railroad would be able to eliminate the loss.

C. Price Restructuring

In recent years various proposals have been advanced to relax railroad rate

regulation, and it is understood that further proposals may be submitted to the

Congress this coming spring. In the past this has been a highly controversial

subject, and nothing of significance has been accomplished. In three directions,

however, it ought to be possible to move constructively and with a minimum of

controversy, and Penn Central would be greatly benefited.
First.—The Congress should condemn as unlawful any rate, whether inter-

state or intrastate, which is below the cost of providing the service and should
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adopt long-term variable costs as the absolute floor for rate making by all regu-
lated carriers. This would automatically require the raising of hundreds of below-
cost rates that in the case of Penn Central are producing losses estimated at
more than $80 million a year. In those instances where the below-cost rates are
required in the maintenance of relationships deemed essential in the public
interest, the authority enforcing the below-cost rates should be required to
respond with a subsidy to cover the related carrier losses.
Second.—There should be authority for all regulated carriers to publish

"agreed charges". Here the United States could follow the experience in Canada
where today about 30% of railroad freight traffic moves on "agreed charges"
which are similar to contract rates, but they are published and open to all shippers
similarly situated. Contract carriage is freely available on the highways and
waterways in this country and should be equally available on the railroads. It is
peculiarly adapted to those many instances where special service arrangements,
including assigned equipment, are negotiated by rail shippers.
Third.—In the transition to more effective pricing policies, provisions should

be made to separate through rates between the elements covering (1) terminal
services and (2) line haul between terminals. The reason is clear. In recent years
terminal costs have increased three times faster than line haul costs, and yet the
general percentage rate increases which the railroads, with the authority of the
Interstate Commerce Commission, have made effective have proceeded on the
assumption that both elements have increased uniformly. The result has been
that the Penn Central, which has the heaviest concentration of terminal opera-
tions of any major U.S. railroad as documented in the Trustees' testimony before
the Senate Commerce Subcommittee in November, 1970, has not been compen-
sated for its skyrocketing cost increases. In order to have a cost-oriented pricing
system for the railroads, including Penn Central, it is vital to have the terminal
and line haul elements of all through rates separately stated in the tariffs. Rate
increases could then be appropriately matched with cost increases. This form of
rate publication would also help in the elimination of below-cost rates.
D. Labor
Penn Central labor costs ( wages, payroll taxes and fringe benefits) in 1970 were

approximately $1.1 billion. This exceeded by at least $120 million anything
which could be considered a "rational cost" figure.
Labor costs at Penn Central are running at 66 percent of railroad operating

costs. This increased from 63 percent in 1960 (using combined Pennsylvania,
New York Central, and New Haven figures for comparison).
In 1969 ( the most recent year for which industry-wide figures are available),

the Penn Central figure (66 percent) exceeded the industry-wide average (58
percent) by a large margin.
Escalating wage rate levels (the current prospect is for increases of about

37 percent during the three-year period 1970-72) are only one part of this prob-
lem. The particular difficulty which has developed in aggravated degree at Penn
Central because of its labor-intensive terminal operations, arises from the "work-
rule" situation.
Penn Central's average mid-month employment count in 1970 was 94,000. The

average cost per employee is $12,500 per year.
Of this 94,000 total, approximately 10,000 employees were retained solely be-

cause of (1) the retention in three States (Indiana, Ohio, and New York in which
Penn Central has large operations) of full crew laws—which all other states
except Arkansas have repealed because they do not make sense under present
circumstances; or (2) various work rules which have been repeatedly considered
by various Presidential Boards or Commissions and have uniformly been found
to be unjustified; or (3) other work rules which in the light of modern con-
ditions can no longer be justified by management. The "extra cost" of these em-
ployees to Penn Central was $120 million in 1970 and will be $165 million by the
end of 1972 if the rules remain in effect and presently prospective wage increases
are made.
In a different category, hundreds of other Penn Central employees receive

special merger guarantee payments. Altogether, in terms of "rational cost" analy-
sis, the 1970 operation at Penn Central carried a burden of approximately
$28 million properly attributable to the merger rather than to current operations.
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The rationalization of the Penn Central plant (see Point B above) will mean
that fewer employees will be needed, although no reliable estimates of net econo-
mies is possible on the basis of present information.
The rationalizing of employment and labor relation policies and costs is the

most critical single condition to making the Penn Central viable and permitting
its successful reorganization.

If the present terms and conditions of employment at Penn Central were the
result of free collective bargaining—or if there were the prospect of effective bar-
gaining as a means of working out the critical work force end work rule issues
the Penn Central faces—the "rational cost" concept would properly accept the
working of that procedure. But there is not that history, and the prospect of rely-
ing on collective bargaining for effective disposition of these problems in the
future depends on making basic changes in the way it works.
As far as the past is concerned, there is no point in detailing what is familiar.

The development of employment terms and conditions and the settlement of labor
disputes in the railroad industry have become a combination of negotiation, medi-
ation, arbitration, litigation and legislation which is condemned on all sides. The
classicly asserted right of the unions to strike and of the carriers to lock-out has
been reduced by repeated legislative and judicial action (perhaps often necessi-
tated by immediate circumstances) to a deceptive and dangerous myth. The cen-
tralized organization on both sides of the bargaining table has developed along
lines which often do more to prejudice responsible settlement than to promote it.
The short of it is that collective bargaining is not working in the railroad indus-
try.

Yet the prospects for putting the Penn Central on a sound basis depend, in an
important degree, on resolving the problems. The enterprise cannot carry the
labor costs it does now. The choice, in practical terms, is between establishing an
effective procedure for reducing these costs to a "rational basis" or—if they are
to be maintained, passing the bill for the extra costs on the Government.
The estimate that $120 million of annual costs, over and above "rational costs",

are involved here only indicates roughly the magnitude of the problem. The
definitive figure—and the ultimate answer to the problems it measures—will not
be reached by unilateral management analysis of the situation. Terms and con-
ditions of employment are properly determined by a process in which repre-
sentatives of the employees—and the public where necessary—also participate
effectively.
In the judgment of the Trustees it is imperative, if this situation is to be re-

solved, that there be acceptance of both a procedure and a principle which ex-
perience clearly indicates to be needed.
The procedure is essentially that proposed unanimously last November by

Presidential Emergency Board No. 178, to be applied, however, to the particular
situation at Penn Central. This would mean the establishment of a joint labor-
management Standing Committee at Penn Central, with a neutral member as
Chairman, to review the whole disputed work-rules area, and the Trustees pro-
pose, with the Court's approval, to authorize and instruct the Penn Central
officers to attempt to establish this type of procedure by agreement with the
unions.
General wage levels would not be considered within the authority of the

Standing Committee.
It would be contemplated that all pending, unresolved work rule issues raised

by either the Company or the Unions would be taken up by the Standing Com-
mittee. Procedures would be developed for settlement within the Committee on
a fully agreed basis of as many of these issues as possible, hopefully all of
them. Provision would be made, at the same time, for the resolution of issues
where necessary by a majority vote of the Committee, with the Chairman par-
ticipating. The Committee determinations would be accepted by the parties.

It is essential that the agreement establishing the Committee also include a
negotiated understanding regarding the principles which are to be applied by
it in resolving the work rule issues. The Trustees accordingly propose, subject
to the approval of the Court, to authorize the development in negotiation with

the Unions of this dual principle of reciprocal equity:
On the one hand, any employee affected by a change in work rules will accept

any changes in assignment which reasonable considerations of economical and

efficient operation warrant and which place no undue burden on the employee.
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On the other hand, full equitable compensation is to be made to any employeewho loses his job or whose earnings opportunities are reduced as a consequenceof changes in work rules.
The development of this principle would necessarily be subject to negotiation.Its implications are far reaching. It is essential, however, to the effectuationof the changes which efficiency and effectiveness of operations require, with dueregard to the individual equities which are involved. If it turns out, as it may,that the resultant costs of applying this principle are more—during a transi-tional period—than the enterprise can at the particular time afford, the Trus-

tees will be prepared to make proposals for the allocation of those costs con-
sistent with a recognition of the public interest in implementing change.

CONCLUSION

At this point in time, it is not possible to measure precisely the gains to Penn
Central of affirmative action on each of the conditions to viability set forth
above. Obviously, timing is of critical importance, and in certain instances theamount of gain will be affected by the time scale of implementation. It must also
be recognized that planning towards reorganization cannot be done in isolation.
The changes necessary for Penn Central survival interrelate with, and may often
depend on, concurrent changes elsewhere in the industry, and especially in the
framework of public policy, regulation, and labor agreements which constitute
the "rules of the game."

Nevertheless, tentative estimates of what might be expected from fulfillment
of the conditions for viability as described above range from $200 million to
$400 million annually.
When gains of this magnitude are taken into account, the effect on earning

power, even when discounted for the known impact of continuing inflation, is
substantial, and a basis for the reorganization of Penn Central begins to emerge.

It is appreciated that the conditions to Penn Central's viability are hard and
introduce factors that go far beyond the normal boundaries of the railroad re-organization proceeding under Section 77. But in the firm opinion of the Trustees
nothing less has a chance.
Penn Central of course is a merger of three major railroads, no one of which

had any railroad earning power prior to the merger in 1968-1969.1- The New
Haven was then in bankruptcy and slowly being liquidated, and the Pennsyl-
vania and New York Central entered the merger with marginal earnings that
depended on so-called "other" income—income from sources other than the rail-
road (such as Norfolk & Western dividends in the case of the P.R.R. and Park
Avenue properties in the case of the N.Y C.). Add to this record of poor pre.
merger earnings the post-merger spiralling of Penn Central's terminal expenses
and deficits from passenger service and there comes into focus a clearer picture
of what it takes to create Penn Central viability.
But the overriding problem of Penn Central remains—the problem that must

be overcome if it is to stay in the private enterprise system. It is found in an ob-
ligation to perform as a public service company in certain areas and under cer-
tain conditions which simply do not lend themselves to profitable operations, no
matter who the operator is, or how efficient. The only possible remedy here is for
public authority to lend its hand to a speedy elimination of the conditions which
produce the losses, or respond with adequate compensation if it insists upon a
continuance of the conditions.
Respectfully submitted.

GEORGE P. BAKER,
RICHARD C. BOND,
JERVIS LANGDON, Jr.,
WILLARD WIRTZ,

Trustees of the Property of the
Penn Central Transportation Co., Debtor.

ROBERT W. BLANCHETTE,
Council for the Trustees.

EDWIN P. ROME,
Blank, Rome, Klaus Comisky,

Special Counsel for the Trustees.
FEBRUARY 10, 1971.

1 During the period 1960-1967 the rates of return on the net investments of the P.R.R.
and N.Y.C. were 1.20 percent and 1.41 percent, respectively.
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EXHIBIT 3

A PROGRESS REPORT ON PENN CENTRAL TRANSPORTATION COMPANY—MARCH 1, 1971

William H. Moore, President and Chief Executive Officer,
Penn Central Transportation Company

The new management of the Penn Central Transportation Company completed

on March 1, 1971, its first six months on the formidable job of revitalizing the

railroad, increasing the effectiveness of management, and improving efficiency

of operation and productivity of the work force.
Precise measurement of the numerous and varied improvements on the rail-

road during these past six months is difficult to make. Some efforts are short-
range, yielding quick results, while others are in various stages of planning,

development and implementation and will take several years to reach fruition.
Nevertheless, there is a vast difference between the railroad today and the

way it was in the several weeks following June 21, 1970, the date on which Penn
Central Transportation Company went into reorganization. During that period,
the organization was somewhat in a state of shock from the financial collapse.
The railroad's competitive position and its share of market were dwindling.
Employe morale and productivity suffered in this uncertain, unprecedented
situation.

Service was poor, with many locomotives and much equipment out of service,
and "per diem" cost for use of cars belonging to other lines unusually high.
Maintenance on track and facilities was restricted because of insufficient funds.
Not all of these problems have been completely solved, but remedial action

has been planned and initiated, and substantial progress has been made in
implementing the remedies.

Following are some of the major areas in which significant changes have been
made:
1. Employe Morale and Productivity.—Recognizing that employe attitude and

performance are essential to revitalizing the railroad, an intensive program of
management-employe communications was initiated.
Immediately upon taking office September 1, the president and chief executive

officer attacked this problem. Within two months the president personally
visited 20 of the key locations throughout the railroad system, speaking directly
to some 16,000 employes and their wives (as well as to groups of Penn Central's
largest shippers).
In evening meetings with employes, the president emphasized the need for

overcoming the defeatist attitude, rallying confidence in the company's ability
to become viable, building teamwork and improving individual job performance.
Questions from employes and shippers were answered forthrightly.
A weekly "Penn Central Report"—a one-page summary of information about

the company—is now posted on 6,500 bulletin boards throughout the system,
supplementing the monthly employe newspaper which stresses reorganization
efforts. Employes are being urged to express their opinions and offer suggestions
for improvements.
A study of Penn Central employee productivity has been completed. This an-

alyzes in particular the work performed over-the-road and in yards and terminals.
This study has been converted into a slide presentation which will be the basis
of a systemwide improvement program. Up-to-date records of performance will
be kept charted in order to get accurate comparisons as a measurement of im-
provement.

2. Realignment of Management.—Prompt steps have been taken to streamline
the railroad's managerial and administrative structure. This continuing program
is being implemented in every department in order to reduce expenses, simplify
procedures and increase efficiency. The number of vice presidents has been re-
duced from 34 to 11, and assistant vice presidents from 39 to 21. The management
team is now more compact, more tightly coordinated, with more precisely defined
lines of authority and responsibility.
In the operating department, a new vice president-operation is completing the

organization of a closely-knit team. The administration of the railroad system has

58-355-71 2
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been divided into operations-east and operations-west, with an assistant vice presi-dent heading each section of three operating regions. Renewed emphasis is beinggiven to first line supervision at the divisional level.
Yard and terminal operations, the worst area for rising costs, inconsistentproductivity and train delays, are now under the full-time responsibility of anassistant vice president. Congestion is being significantly reduced and the move-ment of freight is being speeded.
Realignment of accounting and related data processing will be completed bymid-1971. Data processing will be concentrated at Detroit, Pittsburgh and Phila-delphia, in place of the present six locations. Accounting and data processing atChicago, Indianapolis and New Haven are being eliminated. This will reducepayroll costs, rental of computers and redundant paper work.
3. Improvements in Facilities.—Despite limited funds, improvements in facili-ties are proceeding with the objective of enhancing freight service. Buckeye Yard,situated near Columbus, Ohio, has been completed and is reaching its potential.It is the sixth large automated yard in the railroad system and replaces fiveobsolete, inadequate yards at a crossroads of Penn Central's southcentral trunklines.
Morrisville Yard, in the Philadelphia-Trenton area, has been upgraded withautomatic switching, weight responsive retarders, centralized train control andrevised track layout.
A major new connection near St. Louis, to expedite interchange with the Alton

& Southern Railway, is under construction.
As of February 1, Penn Central leased and began operating a new marine

terminal at Port Newark-Elizabeth built by the Port of New York Authority.It will expedite. and increase containerized freight traffic between railroad flat-cars and ocean-going ships.
At Weehawken, N.J., Penn Central has opened the first piggyback terminal in

the East exclusively for handling refrigerated piggyback trailers of fresh meatreceived from the West.
Two yards—Edge Moor at Wilmington, Del., and Bayview at Baltimore—are being rebuilt as fiat switching yards, with expanded classification, receivingand departure tracks.
A $532,000 improvement program of the locomotive shop at Enola, Pa., willenable it to turn out 37 repaired units a day, instead of the present 30 units.Penn Central is now receiving bids on construction plans to lower the tracksin its Detroit River tunnel to allow higher clearance for larger cars, such ashigh-cube boxcars and tri-level auto rack cars. By routing this traffic throughthe tunnel (which connects Detroit and Windsor, Ontario) instead of over cir-cuitous rail lines, the company expects to increase traffic and revenues andachieve additional compensation from another railroad with trackage rights inthe tunnel. Cost of the project will be about $2 million.
The total of yards and terminals consolidated since the merger has reached36, and 25 connections have been made between the formerly separate systems.4. Motive Power Fleet.—In 1970, 147 new locomotives were received andplaced in service, and 102 new units ordered under 1970 programs are scheduledfor delivery during the first quarter of 1971. Minimum needs for additional mo-tive power in 1971 are estimated at 126 new units, together with major over-haul of 137 units. The backlog of locomotives awaiting heavy repairs has beenreduced more than 30 percent since last September.
5. Freight Car Fleet.—In 1970, Penn Central's own shops rebuilt or madeheavy repairs on 5,300 freight ears. A total of 1,838 new freight cars were ac-quired. The ratio of unserviceable freight cars was 7.4 percent at the end of 1970.The goal foP 1971 is to cut this to about 4 percent. This will require repair andupgrading about 20,000 existing cars at a cost of nearly $80 million. If fundscan be provided, the railroad has plans to acquire about 7,300 new freight cars,costing about $123 million, in 1971. About $10 million is programed for capitalimprovements and additions and betterments to existing equipment.The repair program currently is giving special attention to gondola cars, whichare in heavy demand by steel shippers. Shop schedules now call for returning 60bad-order gondolas a day to active service.
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6. Plant Improvements.—The immediate need for plant rationalization was ex
-

pressed in the Trustees' "Preliminary Report Concerning Premises For A Re-

organization," dated February 10, 1971.
It is estimated that the railroad plant ultimately should be reduced by about

40 per cent in terms of route miles. Approximately 20 per cent of present route

miles have already been identified as redundant. The company is proceeding as

rapidly as possible to retire little-used branch lines and to reduce multiple track

areas on trunk lines such as Philadelphia-Pittsburgh, Pittsburgh-Chicago, and

Pittsburgh-St. Louis.
Almost 3,500 route miles of light density line have been specifically identified

for study leading to abandonment proceedings.
Petitions for abandonment have been filed or will be filed before the end of

March, 1971 with the Interstate Commerce Commission covering more than 800

miles of these lines.
It is expected that by April 30, 1971, an abandonment analysis of approx-

imately 2,660 more route miles will have been made.
Another program will be the phasing out of a number of manually attended

block stations and control towers, which will be replaced by more modern cen-

tralized traffic control installations. Overall operating efficiency will be improved.

7. Transportation.—A number of new trains hauling carload and piggyback

freight have been put into service, providing more convenient loading schedules

and more timely deliveries. So far this winter, over-the-road traffic has been

moving more expeditiously than a year ago. Maintenance work scheduled for

the spring will remove "slow order" restrictions on train speeds along several

principal routes.
Operating flexibility and utilization will be improved by elimination of auto-

matic train stops and cab signals from locomotives. The Federal Railroad Ad-

ministration of the U.S. Department of Transportation has granted permission

for eliminating automatic train stops with resulting savings of $1.4 million an-

nually. An application to the FRA to remove cab signals in other than electrified
territory is being prepared.
Reciprocal arrangements for preblocking large groups of freight cars permits

bypassing yards at several principal interchange locations. This does away with

time and expense required for reclassifying at enroute yards.
Improved ear tracing and car inventory information is bringing a reduction

in "per diem" costs of freight ears on the Penn Central belonging to other lines.
Utilization of freight cars is improving and time on our railroad of foreign-

line cars is being reduced. During the last 15 days of December, 1970, Penn

Central originated and received from connections almost identically the same

number of loads as the same period in 1969. Yet, on January 1, 1971, there were
over 16,000 fewer cars on line. During the first part of this January, Penn

Central handled more freight than last year, but on January 15, 1971, there
were -12,000 fewer boxcars on line, 1,000 fewer covered hoppers and 6,600 fewer
gondolas, than on the same date in 1970.
An Assigned Car Control Center was placed in service by Penn Central at its

Philadelphia headquarters last fall to improve utilization and profitability of
the railroad's specialized cars. More than 50 operating and sales personnel are
working together in the center to achieve optimum utilization, turnaround and
general day-to-day surveillance of specialized equipment.

Reliability of train movement has strengthened steadily. On-time performance
and making interline connections is expected to improve.

8. Transportation and Billing System (TABS).—Implementation of a new,
advanced on-line freight transportation and billing system is beginning on the
Penn Central. When fully developed, the computerized system will gather and
then dispense instantaneously on command a variety of information on the loca-
tion and movement of all on-line freight cars. It also will aid immeasurably in
expediting the preparation of freight bills. Immediate benefits of the system will
be fewer car movement delays, more efficient empty car distribution, reduced
working capital required for unbilled shipments and significant clerical force
reductions. The expense reduction from realignment of accounting and related
data processing operations now in progress will offset many times over the cost
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of the TABS system. The principal source for financing the TABS installationwill be the savings realized through this realignment.
9. Phaseout of Floating Operations.—The company is making a concerted effort

to phase out inefficient and deficit freight car floating operations—and that effort
is paying dividends.
An agreement has been made with the Long Island Rail Road, effective March 1,

to substitute a land bridge (the Hell Gate Bridge) interchange for freight traffic
between the Bronx and Queens, as opposed to expensive marine operations. Some
340 freight cars pe;• day are now being transferred from Penn Central to Long
Island and vice versa via the bridge.

Meanwhile, the company has petitioned the ICC for abandonment of freight car
ferry service across the Straits of Mackinac (Michigan) , jointly owned with the
Soo Line Railroad.
It is also seeking financial aid for car ferry service across Chesapeake Bay

between Cape Charles and Norfolk, Va. A joint study is proceeding in coopera-
tion with the Virginia Port Authority and the Norfolk Southern Railway Com-
pany to develop a plan for leasing or selling the float operation to the VPA, or
obtaining VPA financing for new and more efficient equipment. Unless such aid
can be obtained, the railroad may have to request abandonment of the service.
A study is also being made to substitute other services for car floating between

the Brooklyn Eastern District Terminal and Penn Central's New Jersey yards.
10. Sales and Marketing.—Recognizing the need for a greater volume of profit-

able traffic, the Penn Central is intensifying sales efforts and marketing programs.
An advertising campaign has been resumed, emphasizing the restoration of good
service and the importance of Penn Central to shippers. The president has been
participating with sales and marketing officers in conferences with numerous
Penn Central shippers.
The marketing department and other task force groups are re-analyzing costs

of furnishing many types of service, as a basis for revisions of rates to provide
adequate compensation.
New markets and techniques are constantly under development. As an example,

Penn Central participation is being expanded in the advanced unit train concept,
not only for coal and grain traffic but for other commodities which are suscept-
ible to bulk movement. Marketing programs have been initiated to recover high-
rated traffic such as household appliances and bottled goods.
Penn Central's marketing objective for 1971 is to regain the share of the

transportation market lost since the merger. The railroad now has a better
product to sell and will capitalize on this new opportunity.

//. Intercity Passenger Service.—In preparation for transfer of intercity pas-
senger service to Railpax in May, the Penn Central is joining other passenger-
carrying railroads in assisting the new semi-public corporation. The vice presi-
dent-public affairs is vice chairman of the railroad industry's ad hoc steering
committee to establish procedures to be used in negotiating contracts for operat-
ing trains designated as part of the national network. The company also has a
Railpax task force which is preparing information for negotiating Penn Central's
operating contract with Railpax.
In the meantime, the quality of passenger service has shown improvement,

especially in cleanliness, courtesy of crews and functioning of equipment. On the
main passenger route between New York and Boston, the DOT TurboTrain now
operates from Boston into Penn Station (instead of Grand Central) for direct
north-south connections with Metroliners to and from Washington.
Many improvements have occurred in information and ticketing services at

major stations. A new computerized information retrieval system has been in-
stalled at Penn Station in New York, satellite ticket offices have opened in
Washington, and the new Capital Beltway Station was opened in the Washington
area. A similar Metropark station, in New Jersey, where the railroad crosses
the Garden State Parkway, is scheduled to begin service in June.
A new shop at Sunnyside Yard near New York City is being built to service

Metroliner and Jersey Arrow equipment. Mechanical changes are being made in
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Metroliner cars to increase reliability and utilization, and to reduce maintenance

costs.
At Boston, Penn Central is consolidating and streamlining its passenger car

and locomotive servicing facilities at a cost of $1.75 million. At Trenton, in con-

junction with the State of New Jersey's Department of Transportation, a new

passenger station has been designed for construction with public funds.
12. Suburban Passenger Service.—Since January 1, Penn Central has been

operating its rail commuter service between New Haven and New York City

under contract with the New York Metropolitan Transportation Authority and

the Connecticut Transportation Authority. The equipment and facilities have

been transferred to these authorities and the railroad now receives an annual

management fee of $100,000 while the authorities assume all costs and deficits.

A similar arrangement with the MTA is being negotiated for Penn Central's

Hudson and Harlem commuter lines.
The Southeastern Pennsylvania Transportation Authority, for whom Penn

Central now operates commuter service in the Philadelphia area, is preparing an

order for 130 new multiple unit commuter cars. Penalty payments for operating

failures and behind-schedule performance have been reduced drastically as
compared to a year ago.
In both the New York City and Philadelphia areas, suburban services are

being operated by Penn Central regional groups which are responsible for the
,commuter operations alone, having been relieved of freight train and intercity
pasenger responsibilities. This new method of administration is winning signif-
icant public approval because of better service, station improvements and re-
furbished equipment.
Commuter service in northern New Jersey into Penn Station, New York, is

receiving increased participation by the State of New Jersey's Department of
Transportation. Supervision and service have been improved with the infusion
of state funds.
The concept of support of commuter service by local governmental authorities

is gaining in acceptance, but it is not progressing fast enough to relieve Penn
Central of commuter service deficits during the crucial period of reorganization.

In summary, a significant start has been made toward recovery. Management

has been realigned and redirected with the objective of improving productivity

of people and equipment. Physical plant and equipment are being upgraded as

financing permits, with priority given to improvements producing high return and

better service. Primary consideration is being focused on the company's true

function—furnishing efficient transportation. Sales and marketing activities are

oriented to service, profit, and regaining the company's market share. Passenger

services, both suburban and intercity, are being adjusted to public service pro-

grams and public financial support. Perhaps most important, the company's prob-
lems have been analyzed thoroughly and solutions are being expedited.
The combined effect of the programs outlined briefly in this report clearly

shows substantial progress. Regrettably, however, these recovery programs

amount to little more than treading water in the vast flood of Penn Central's basic

problems. Penn Central Transportation Company, by itself, can go only so far.

The four conditions to Penn Central's viability set forth in the Trustees' Report

to the Court of February 10 are sound and must be satisfied if Penn Central is

to have a proper base for reorganization.

Mr. JARMAN. I can assure you this subcommittee and the full Inter-
state and Foreign Commerce Committee will be standing by to re-
ceive your specific recommendations and give them most careful
consideration.
Let me ask one question as to Railpax. You mentioned it in your

general statement. When will the final decision be made as to whether



Penn Central contracts with the National Railroad Passenger Corp.,
or approximately when?
Mr. LANGDON. It should be very shortly, sir. May 1 is the scheduled

transition date, and we, of course, are negotiating almost around the
clock with Railpax right now.
You will appreciate, sir, whatever we negotiate has to be approved,

of course, by the court and undoubtedly there will be a hearing, and
whatever as I say, we recommend to the court must, to avoid litigation
with creditors and others who are watching this thing very carefully

ito see that the kind of contract we make is n their interest as well as
in the interest of service to the public.
So we have a tough problem here. The Railpax concept is fine. We

have a very strong feeling, however, that it is underfunded and not in
a position really to make the kind of a deal that would avoid litiga-
tion, I will put it that way.
Mr. JARMAN. Thank you.
Mr. Pickle?
Mr. PICKLE. Thank you, Mr. Chairman.
With reference to your passenger services, your statement does not

contain information as to whether you either made money or lost
money on the Metroliner. Can you give me any information on that?
Mr. LANGDON. Yes, sir. Well, I can't segregate the Metroliners from

the entire corridor service. The corridor service in which the Metro-
liners predominate produces a positive cash flow of roughly $10 mil-
lion a year, but the expenses that are taken into account in computing
that cash flow are not the full expenses. In other words, there is no
contribution to maintenance of track, although maintenance of equip-
ment is included, and there is no depreciation and only limited station
expenses, but nevertheless, I may be wrong about this. I have the feel-
ing that it is probably the only service, rail passenger service, in the

icountry that s producing, even on that limited basis, a positive cash
flow sir.
Mr. PICKLE. The point I want to make is, and I think you have

given me the information, that you actually make about $10 million
a year on the Metroliner, the corridor services.
I recognize there must be some accounting to amortize this particu-

lar income or to write off, but at the same time, it is a profitmaking
thing at this point.
I would like to know at a later point, and I wish you would sub-

mit for this committee, information about where this money is going.
It ought to be known that it can be a profitable enterprise, and is

at this particular point. So will you submit that information? I want
to know how much you made, and give me whatever accounting you
can to balance how you arrive at the figure and where you pa the
money.
Can you give us that information for the committee?
Mr. LANGDON. Yes, sir.
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(The following table was received for the record:)
METROLINER OPERATIONS-REPORT OF SELECTED ITEMS

Month of
December 1970

Preliminary
year to date

Salable seat miles operated 
Occupancy (percent) 

30,264, 200
63.2

336,593,430
64

Direct revenue: Total passenger revenue $1,426, 707 $15,017,646

Contractually defined operating expenditures:
Direct road crew labor 
Equated cost of electric power 
Direct parlor attendants labor 2 
Net food service receipts 
Direct yard and shop train crew labor 
Direct Washington terminal joint facility 
Direct car repairs, inspection and servicing 
Incremental station expense 
Incremental train control expense 

86, 737
72, 461
20, 929
8,472
9, 570
69, 007
422, 916
57, 517

886,
734,
169,

1(107,
110,
791,

3,388,
546,

054
530
518
426)
190
551
522
390

Property damage insurance 11,007 128,295
Injuries to persons insurance 11,091 141,819
Gross receipts and personal property taxes 7,653 91,833
Direct accounting and other costs 6, 205 49,467
Muzak, PA system, etc 7,899 93,300
Incremental M. of W. expenses3 102, 634 679,331
Ticket reservation system 25, 000 300,000
Current advertising. 47, 373 138,256
N.e.c. coordinators task force 35, 308 337,869
Employee training 7, 358 128,954
Technical support fees 45, 000 518,923

Rental:
Lease of metroliners (20 years) 111,900 1, 318,340

Total 
Net contribution per accounts 4 

1, 166, 037
260, 670

10,
4,

445,
571,

716
930

Memorandum charges:
Deferred start-up costs attributable to Clluent operations 49, 605 541,923
Provisions for equalizing amortization of leased equipment 
Remainder + 

37, 134
173, 931 3,

470,
559,

068
939

Imputed interest costs at prime rate on new R.R. investment 277,396 3,721.069

I Food service costs understated, being revised; will be a debit.
2 partially estimated.
Klauder Associates has not yet provided data under terms of contract. Field estimates provided.

4 Not comparable with net incremental revenue determined under terms of demonstration contract for profit-sharing
with DOT.

Mr. LANGDON. Of course, when you say "profitable enterprise," sir,
1. would like, with your permission, to emphasize again that the posi-
tive cash flow or so-called profit, if it can be called that, is only after
what we call "above-the-rail expenses," in other words, the expenses
of the crew, fuel expenses, and maintenance of equipment, etc. There
are a number of other properly assignable expenses which are not
comprehended. I just don't want to misstate the situation to you, sir.
Mr. PICKLE. I understand that, and I understand your statement.
One other point with reference to rates, your statement said that

presently your system is losing some $80 million because of improper
rate structure, improper rates, and now, as I understand it, it must
have been long-term contracts that have been in existence for many
years. This comes as somewhat new, if not startling, information that
your system has actually been losing $80 million a year because you
bave too cheap a rate structure.
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Why has that come about and been allowed to exist without any-
body ever raising a complaint about it?
Mr. LA.NGDON. Well, sir, I don't think, in the first place, that the

Penn Central is unique in this. I think that our situation is true also
of other railroads. There are, in other words, certain commodities
and certain shipments throughout the country that are moving at
rates that are less than the long-term variable costs of moving the
traffic. In fact, there was a study made of one of the relatively pros-
perous lines in the Midwest not too long ago, which indicated that
the majority of their individual shipments during the first quarter of
a recent year, moved at less than cost, if you included in the cost the
replacement cost, that is, of the equipment.
We have what I think, sir, is a crazy-quilt rate structure pattern

in this country. So-called "loss" traffic is found pretty much across
the board, although there are certain items of traffic that identify
themselves as loss traffic on not only Penn Central but on a great
many other railroads.
Mr. PICKLE. Why is it that your organization and other organiza-

tions, if this is a national problem, have not complained to the Inter-
state Commerce Commission or have not brought this matter to our
attention in Congress?
I did not know you were actually losing, your one line, because of

rates that were below cost of service, $80 million. Have you com-
plained to the Interstate Commerce Commission?
Mr. I/ANGDON. This is a problem in the industry that we should

have taken care of ourselves. Today, however, it has become an inte-
gral part of, and wrapped into the general rate structure, and the
competitive situation, one railroad versus another, is such that I
think it would help tremendously if the Congress, in eftect, would
tell us, "You cannot put in a rate or publish a rate that is less than
the cost of moving the traffic."
Mr. PICKLE. I would say, sir, we ought to make that statement, and

I think we ought to as a matter of policy. I think you ought to give
your proposal to the Interstate Commerce Commission.
As I stated many years ago, these low rates were established be-

cause a great deal of the freight moved from the east to the west
coast. Now, over the years, this has sort of reversed itself. Now a
great deal of the traffic comes from the west to the east coast, but
because of low rates being established by the power structure many,
many years ago in the East, now, in some sense, the power structure
has gone westward and now they are keeping the low rates:
Now, whatever is the history of it, surely we ought to say Vdry

clearly to the Interstate Commerce Commission, and you people oper-
ating under the rules, that we ought not to have a rate strncture
below the cost of service. I hope that is given.
The only thing I would say in conclusion is that we need to know

what proposal you would have to bring that kind of reduction about,
or elimination of that below-cost service.
Mr. LANGDON. Yes, sir. If I may add, sir, I think your reference

is to the transcontinental rates that were lower in the early days—
they were made so—under that provision of the law which, assuming
the competitive situation justifying it, allowed lower rates to further
distant points than applied at the intermediate points. For instance,
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we—and I mean Penn Central, as an example—participated in rates

to the Pacific coast that were lower than those to the intermediate

mountain territory, and this was because of the competitive situation

of the Panama Canal.
That is not really what I am talking about here. What I am talking

about here is that we have a wide range of commodities—they are

either light loading, balloon freight, or in certain cases sand and

gravel, and even bituminous coal, for all types of hauls, including

particularly shorter hauls, and we are just not making our costs.

What we want—and frankly, this is something which in our own

industry, if we are able to work constructively as an industry in this

respect, we ought to be able to do—is a mandate from Congress that,

in effect, tells a railroad or any form of transportation that it is

illegal to publish a rate that is less than the cost of providing the

service.
This would be, quite frankly, as I conceive it now, noncontroversial.

A simple provision in the Interstate Commerce Act to this effect might

be in the ratemaking rule. I am not quite sure where it goes, but it

is not going to be an elaborate proposal, as I see it now.
Mr. PICKLE. I would like to pursue this later, but I yield.
Mr. JARMAN. Mr. Devine?
Mr. DEVINE. Thank you, Mr. Chairman.
Mr. Langdon, it is refreshing to detect a note of optimism in your

prepared statement, particularly where you say if certain condi-

tions are met, it will not be necessary for you to ask up to half a

billion dollars for the next 3 years.
I note one of the key areas of concern, of negotiation being

 neces-

sary, undoubtedly has to do with repeal and amendment or modif
ica-

tion of certain work rules.
Mr. LANGDON. Yes.
Mr. DEVINE. As you well know, that seems to be the subject of much

of the controversy in collective bargaining currently going on
 in an

effort to resolve certain disputes in the industry. Do you feel optimi
s-

tic that something can be done along these lines, from a coopera
tive

standpoint, between management and labor, in the hope of survival?

Mr. LANGDON. Yes, sir; I am optimistic. One very important aspect

of this problem will be decided next week, or maybe this week, out 
in

Indiana, where there is a proposal, sir, to repeal the full-crew la
w,

under which for all trains over 70 cars operating in Indiana we hav
e

to have a full crew. That means one engineer, a fireman, a conducto
r,

and three brakemen.
Mr. DEVINE. I think you pointed out that 10,000 employees are in-

volved in Indiana, Ohio, and New York?
Mr. LANGDON. Yes. Those full-crew State operations are included,

but there are also included other work rules. For instance, two rules

under consideration now are in the emergency board report, namely,

the radio rule and the interdivisional run. They happen to be of rela-

tively minor importance as far as Penn Central is concerned.
But we have a whole book of rules that, in addition to the full-crew

laws, contribute to and make necessary the employment of these

10,000 or more employees.
If we are successful here, sir, we want to be sure these employees

are taken care of, I mean equitably, by attrition or some fair way of
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separating them. We would not, even if we could, eliminate the jobs.overnight. We want to move in the direction of eliminating the rulesthat require the surplus in employment, and then, assuming we aresuccessful here, move very fairly and equitably, and presumably, byattrition.
We have already agreed, in Indiana, for instance, if the full-crewlaw is repealed, this will not cause anybody to lose his job the followingday. It would simply mean we will not hire people in the period aheadto the extent that it is necessary to make up full crews, and the peoplewho now have jobs will continue to have jobs.
Mr. DEVINE. But you are speaking on behalf of the trustees and youfeel that these work rule problems with "no rate below cost" and soforth are not insurmountable and can be resolved?
Mr. LANGDON. Yes, sir I think so. I hope so. I will put it that way.Mr. DEVINE. Thank you.
Mr. JARMAN. Mr. Podell ?
Mr. PODELL. Thank you, Mr. Chairman.
Forgive me if some of the questions I ask are a bit naive. My arith-metic bothers me somewhat after examining your cash flow for thefirst quarter. Perhaps you could enlighten me, sir. Your estimates forMarch are some $24 million above the actuals for February. In addi-tion there are additional benefit of savings on retroactive wage settle-ments for that month of $20 million, which gives you added income ofsome $48 million between the months of February and March.Now it would appear to /rie that you are still losing money. This isnot a very optimistic note for envisioning a viable railroad for tomor-row when tremendous increase in revenues are coupled with advan-tages of retroactive benefits without still being able to make it go. Justwhat is there that would make you feel you could succeed within thenext 6 months?
Mr. LANGDON. We hope, sir, we will be moving forward on thesefour conditions to viability, as I described them in exhibit 2.Mr. PODELL. May I interrupt one moment? It appears to me youmake a fuss over the fact that the full-crew law is so important, yetwages have only increased between the actual of February and po-tential of March to $8 million which is not a substantial increase inwages when you talk about the total additional benefit of $48 million.It seems insignificant.
Mr. LANGDON. The total wage bill increase, sir, for 1971 over 1970 is$165.9 million, and that it the total wage bill increase, assuming thateverybody, all of the crafts, go along on the Emergency Board report.That is the increase.
Actually, in March, and during the first quarter, you see, we drewdown $65 million, as shown in that line just before the designation oftotal receipts, in trustees' certificates drawn down, and had we notdrawn down that $65 million we would have been underwater, ofcourse.
I want to emphasize two things here—the first quarter in our opinionis not representative. More important than that, however, is our feelingthat this company is not viable and has no chance of being viable, unlesswe can move forward constructively on the four conditions to viability
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in exhibit 2, in Railpax, rate changes, abandonments, and most im-

portantly, the 10,000 people who are on the payroll because of work

rules that in our opinion should be modified.
Mr. PODELL. Is the major cause of losses on the railroad because of

passenger service? Would you say that?
Mr. LANGDON. That is an important contributor, yes, sir.
Mr. PODELL. What percentage do you attribute to passenger service?

Mr. LANGDON. Our passenger losses currently on a fully allocated

basis are running in the neighborhood of between $140 and $150 mil-

lion. Today, and of course, we are caught in the worst possible situa-

tion in that we have not yet got the relief under Railpax, and at the
same time we have not been able to take off the trains that are not
carrying anybody, including 14 trains that the Commission found not
to be needed in the public interest but which were caught up by Rail-

pax under that provision which says, in effect, you cannot take off

any trains until Railpax designates the trains that are to be run and
then presumably you can take off the trains that are not designated.
Mr. PODELL. I would just like to pinpoint this. What percentage, if

you know, sir, of your total losses, would be attributable to passenger
service? Do you have any figure? Is it 30 or 70 percent, or what?
Mr. LANGDON. Our loss for 1970, on a fully allocated basis, pre-

bankruptcy basis, including payment of interest and taxes, expenses
which of course in bankruptcy are not being paid, is going to amount,
although the books are not closed yet, to about $345 million.
So, on that basis, with $150 million attributable to the passenger

service, let's see, that would be about 40 percent.
Mr. PODELL. And don't you feel if Railpax takes away the major

problem of passenger service, it might solve your problem?
Mr. LANGDON. It is going to be a very important contributor, if they

take it over on a basis which, as I say, goes beyond a reimbursement of
the out-of-pocket expense of running the trains and includes reim-
bursement also for part of the common expenses.
You see, Penn Central, so far as passenger service is concerned, is

quite different from the other railroads. We have a large part of our
railroad, large parts of the railroad, that are devoted almost entirely
to passenger service. On Penn Central, passenger service is not a by-
product, but a service that is a large part of our asiness.
For instance, between Philadelphia and New York, we operate, in

large part, six tracks, and if only the freight service were being oper-
ated, we could probably get along with a single track if there was
central traffic control, or at least two tracks. We have tunnels under the
Hudson River that are used exclusively by passenger trains. In other
words, an important part of our business is the passenger service and a
great deal of maintenance and other common expenses can be identified
with the passenger service.
If Railpax in the takeover will recognize the rather peculiar and

different situation of Penn Central, I am sure that the answer to your
question is yes, it will be an important factor in the recovery of Penn
Central. If, on the other hand, they take a narrow view, Railpax,
while possibly helpful, will not be the difference between viability and
n.onviability.
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I want to emphasize again, in any event, whatever deal is made, it
has to meet the approval of the court and is going to be open to criti-
cism and contests by creditors.
Mr. PODELL. That is all.
Mr. JARMAN. Mr. Harvey?
Mr. HARVEY. Thank you, Mr. Chairman.
I would like to say also you have done a very fine job here of focus-

ing on the problem that faces us at the present time.
In speaking of your desire to abandon these lines on the part of the

service of Penn Central, you speak of the alternative of a subsidy. I
notice that you not only do a good job in your statement, but also in
the exhibits following the statement, and particularly in this regard
on page 5 of exhibit 2, you speak of subsidy, and you say there, and I
quote:
If losses are established, the railroad would at once be compensated by public

payments which would in effect constitute a subsidy to the communities and to
the users of the service.

My question is: Is there any present mechanism set up in the Gov-
ernment for such subsidy to be made? Would this be something totally
new?
Mr. LANGDON. I think so, sir. I think we need to have an affirmative

provision in the law.
I should also point out that right now we have pending a case where

since 1964 we have been trying to abandon an operation. It has been
bitterly contested. There is no question but that this line is a loser, and
an important loser. Recently, there have been some suggestions by the
State in which the communities served by this line are located, that for
a period at least of 2 years they might come forward with a subsidy,
that in effect, if we can work it out, would cover the losses.
Now if we can work out something like this, this is fine. We are

in the railroad business, and we want to provide service, provided we
can make our costs.
Mr. HARVEY. Maybe I don't understand you. Are you suggesting

that the subsidy should come from the State or local government or
what?
Mr. LANGDON. On this I think it would be highly appropriate forthe communities that continue to receive the service to come forwardwith the subsidy if they don't want to see the line abandoned. In otherwords, if they want to continue the service, and if it is a loser, I thinkthey might properly be responsible for a subsidy.If, on the other hand, this is politically impossible, maybe it is aresponsibility that the Department of Transportation could assume.Mr. HARVEY. I think the answer to my question is that there is nopresent mechanism by which a subsidy can be paid?
Mr. LANGDoN. You are right. But there is no reason why, in a,proper case, assuming it can be worked out, that we couldn't consum-mate a deal for subsidies locally.
Mr. T-TARVEY. I have one other question.
On No

b
v 5 of your statement, you ask for an affirmative provisionin the Interstate Commerce Act that no rate can be lower than thelong-term variable cost of the service.



25

Isn't the effect of that saying that we should abandon control of
rates? How do you know what long-term variable costs are? How do
you establish it?
Mr. LANGDON. These are now pretty well established, sir. There

have been years and years of cost research on the part of individual
railroads, on the part of the Interstate Commerce Commission, and
we are pretty generally agreed on the techniques that are employed to
show the costs over the long term of moving traffic. I refer to "long
term" because we have to include, I think, the cost of equipment.
Mr. HARVEY. When you say "we," do you mean Interstate Commerce

Commission people and Bureau of Transportation?
Mr. LANGDON. No I am speaking only of Penn Central. I think,

however, this is generally agreed by the railroads as a whole. I don't
think there is any dissension on this point, sir.
Mr. HARVEY. In other words, you feel that it is fairly easy to prove?
Mr. LANGDON. Yes. That was not true 20 years ago there was bitter

litigation. But today I think it is pretty well settled as to what the
proper cost formula is.
Mr. JARMAN. Mr. Adams?
Mr. ADAMS. I will defer, Mr. Chairman, until those who were pres-

ent have asked questions. I apologize for being late, but I was testify-
ing before another committee.
Mr. JARMAN. Mr. Kuykendall ?
Mr. KUYKENDALL. For the record, Mr. Langdon, the recommenda-

tion was made by the Board, and is that unanimous, including Mr.
Wirtz, former Secretary of Labor in the Johnson administration?
Mr. LANGDON. Sir, I have to say he has not seen it. He has been in

Europe and is coming back Monday. I will be glad to tell you after he
reviews it whether he concurs.
It is specifically concurred in by the other two, and the judge has

also read this. I don't think there is any reason to believe that Mr.
Wirtz won't agree, too, but I have to say he has not had a chance to
see it, sir.
Mr. KUYKENDALL. There are suggested changes in the work rules, a

part of which are under litigation in the present negotiations going on,
hopefully, right now! Would not all of your suggested changes have
to be general throughout the industry and not just specifically for
Penn Central?
Mr. LANGDON. Well, I don't think so, sir, because I think many of

the rules we have are peculiar to Penn Central. Railroads are not uni-
form in their work rules. In most cases it is highly appropriate, in
my judgment at least, and I think it is true also in the feeling of other
trustees, to negotiate about work rules on the individual property.
For instance, in the case of the rules that are under discussion now,

the old Pennsylvania part of the Penn Central has no problem about
interdivisional runs. They worked that out some years ago. Again,
railroads, in the use of radio, whether it justifies extra compensation
or not, the railroads have different rules and practices.
Again, the only radio pay that we have on the Penn Central, I think,

is limited to switch crews on the old New York Central. There is no
radio pay on the old Pennsylvania, although they have requested
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radio pay, and there is a section 6 notice which has been pending for
a couple of years. They want 1 day's pay for the use of radio.
Mr. KIIYKENDALL. May I switch?
Are you suggesting, on continuing of losing routes into a given

community, that there be a subsidy here covered preferably by the
local community? Are you familiar with the Railpax law that does. 
requirea local community that asks for and receives service that is not
in the system, as proposed by DOT, that the community has to sub-
sidize it? Are you familiar with that part of the law?
Mr. LANGDON. I am glad you brought it to my attention. That might

furnish a precedent.
Mr. KITYKENDALL. That is what I want to say. It is in the Railpax.

law that a community that demands service not normally given must
subsidize and I might ask, is the subsidy rate 60 percent?
Mr. ADAMS. Up to 100 percent.
Mr. KITYKENDALL. So when a community gets together and demands.

passenger service not in the system, they must be prepared to pay for
the losses, and that is in the Railpax bill.
Mr. LANGDON. That is a very helpful suggestion.
May I go back to the original question about Mr. Wirtz, and Mr.

Blanchette reminds me, and I remember distinctly, he expressly con-
curred in exhibit 2, the basis of my testimony namely, the preliminary
report to the court. In fact, he wrote that part of it having to do with
labor, in the preliminary report to the court.
So I am sure, since this presentation of mine really does no more.

than to bring forward the recommendations in the preliminary report,
to the court, that he would concur, sir.
Mr. KIIYKENDALL. Mr. Langdon, I am certain you don't have it on the

tip of your tongue in toto, but I would like to have for the record your
estimate of the 10,000 reduction in force, and would like to know what
part of that 10,000 you expect to replace simply by attrition, and what
part by early retirement, and what part by separation.
These would have to be, of course, your own educated estimates, but

we would like it for the record, and if you cannot give it to us now,.
supply it ltiter.
Mr. LANGDON. Sir, the only thing which bears on your question that

I know of at the moment is that, since the merger, which was more,
than 2 years ago, there has been attrition to the extent of 14,000 or
15,000 employees.
In other words, although the rate of employment has been slowly.

coming doWn, there have been that many new people since the merger.
On that basis, then, I suppose 10,000 could be pretty well taken care
of by the end of 3 or 4years. It probably would be fairly well taken
care of, sir, in that period. But I will be glad to, if you will give me.
a little time, study this specifically.
Mr. KIIYKENDALL. I think you can see as far as our working with

this, this is probably going to be one of the two or three most vital
points we are interested in, because we are interested in people before.
anything else.
Mr. LANGDON. Certainly.

4. I
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(The following letter was received for the record:)

PENN CENTRAL TRANSPORTATION CO.,
Plvilad,elphia, Pa., March 18, 1971.

Hon. DAN H. KUYKENDALL,
House of Representatives,
Washington, D.C.
DEAR CONGRESSMAN KUYKENDALL : At pp. 33-34 of the transcript of the hear-

ing held by the Subcommittee on Transportation and Aeronautics, March 9,,
1971, in connection with the Emergency Rail Services Act of 1970, you inquired
as to how the proposed reduction of 10,000 people in Penn Central's work force
would be accomplished.
I should appreciate an opportunity to make a more precise reply than I gave

at the time of the hearing.
In my statement I said that approximately 10,000 employes were retained

because of the retention of State Full Crew Laws; work rules that have been
found by Presidential Boards or Commissions to be unjustifiable; and other
work rules which in the light of modern conditions can no longer be justified.
The bulk of the more than 10,000 employes are retained because of the com-

bination of State Full Crew Laws and existing Agreement crew consist rules which
preclude the Penn Central from determining the number of crew members actu-
ally needed to operate its trains. The existence of such state regulatory bar-
riers and crew consist agreement restrictions requires Penn Central to employ
approximately 8,800 unnecessary employes. Other work rule changes which
should be made in agreements account for another 1,800 employes.
With respect to the disposition of those employes, as I stated at the hearing;

they could be absorbed by normal attrition in a relatively short time after re-
moval of the above barriers without undue burden placed upon the employes.
involved or the finances of the Company. The breakdown for such absorption
does not contemplate any severance allowances, and is estimated to be as follows:

1. Compulsory Retirement: 1,200 positions, 1st year only. (Required rule
changes).

2. Early Retirement: 600 positions, 2 years.
3. Normal Retirement: 7,000 positions, 2 years.
4. Deaths, Dismissals, Resignations: 1,800 positions, 2 years.
If you or other members of the sub-committee have any further question

with respect to this matter, I will be happy to answer them.
Sincerely,

JERVIS LANGDON, Jr.

Mr. NUYKENDALL. Lastly, I have heard none of our friends in Labor
make such a statement, but I have definitely heard, in fact, from the
national press, some of the national labor leaders who are not directly
in transportation actually suggest the nationalization of the
railroads.
Have you heard any such suggestion from any of the leaders that

you know connected with transportation?
Mr. LANGDON., No, sir; I have not heard directly, but indirectly I

have been told, as you have apparently, that some of them do favor
nationalization. But I have not heard them say so directly.
In the contacts that we have had so far, and we have not seen all

of them, but in the last 2 or 3 weeks we have tried to see some of the-
labor leaders, and by "we," I mean Mr. Moore and myself, and when
Mr. Wirtz comes back he will join us, there has been no suggestion

iof nationalization, and in fact n two prominent cases I know of, na-
tionalization aA a solution was rejected.
Mr. KIIYKENDALL. Well, my friends in the labor movement have-

said this, and I would hope people in the labor movement who are
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dreaming of the possibility of nationalization would realize that in
the long pull, railroad management is a whole lot easier to deal with
than a bunch of disgusted taxpayers or a hesitant Congress.
Mr. LANGDON. Yes, sir.
Mr. JARMAN. Mr. Skubitz ?
Mr. SKUBITZ. Mr. Chairman, Mr. Pickle has asked some questions

I had in mind.
Mr. Langdon, am I to understand by your statement that the

trustees have recommended an additional $500 million be provided
by the Government to take care of the losses that might come up in
the next 3-year period?
Mr. LANGDON. No, sir. In our original presentation last December,

the trustees suggested that over a 3-year period, 1971, 1972, and 1973,
a total Government commitment of as much as $500 million might be
needed in an effort to test viability.
This $500 million, I might explain, includes an amount of roughly

$180 million or $190 million for the resumption of taxpayments by
Penn Central—State and local taxpayments.
Our program now, however, is that we don't think that there should

be any more guaranteed loans, and that the $100 million that we have
already succeeded in obtaining will last long enough to see whether
the company, through the acceptance of the four conditions I have
been talking about, can be made viable, and that this determination
ought to be ready, ought to be made about October or November.
In other words, we are convinced that within the next 6 months

we ought to be able to determine whether viability is within reach
or not. It is possible of course, that we might get to October and
viability would be almost within reach and only a small accommoda-
tion would be necessary to get us to that point. But we are going to
have to be positive in our proof in this respect, and convinced our-
selves that viability is within reach in order to justify any more loans.
Mr. SKUBITZ. Whether the program is viable will depend upon a

number of factors, and one is being able to discontinue routes; is that
correct?
Mr. LANGDON. Well, sir, we have a number of branch lines and aux-

iliary operations that are losing money, and where we think there
ought to be abandonment, unless the communities want, through sub-
sidy or otherwise, to make up the difference and pay us what amounts
to a subsidy.
Mr. SKUBITZ. What I am trying to say is, this is one factor that

will have to be determined?
Mr. LANGDON. Yes.
Mr. SKUBITZ. The second factor will relate to reaching agreement

with the Railroad Brotherhood with respect to the various orders or
work rules that you have?
Mr. LANGDON. Yes, work rules.
Mr. SKUBITZ. The third will relate to getting increased rates from

the Interstate Commerce Commission?
Mr. LANGDON. No, sir; I wouldn't put it quite that way. If you

don't mind my interrupting at this point, what we are seeking from
the Congress is a mandatory provision that no rate be less than cost.
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This will actually mean that rates will in certain cases come up, but
they will only come up td the level of the cost of proiriding the service.
Mr. SKIMITZ. Would the rates be uniform over the whole country

and apply to all railroads? How do you figure whether a rate is above
cost or more than cost rate, or less than' cost?
Mr. LANGDON. It will be done on a railroad-by-railroad basis.
Mr.' SKI:BIM. You mentioned work rules. You spoke of the full-

crew law, I believe that is the statement.
Mr. LANGDON. Yes, sir.
Mr. Sircrsrrz. Will you define what you mean by "full crew"? What

constitutes a full crew?
Mr. LANGDON. Well, three States that we operate in; namely, In-

diana, Ohio, and New York, each has provided for what we call a full
crew, a crew, that is, that is larger than we think is necessary to operate
the freight train, or in the case of yard services, the switch operation,
or switching operation.
The full crew consists, in Indiana, of an engineer, fireman, conductor,

and three brakemen on all trains over 70 cars, which of course pre-
dominate in Indiana.
Mr. SKITBITZ. This is what I wanted—a full crew applies when over

70 cars are involved.
Mr. LANGDON. In Indiana, yes, sir, but in other States it is different.
In Ohio, the full crew consists of the engineer, fireman, conductor,

and two brakemen. The same is true in New York. In other words, in
none of these three States have we been able in any instance to elim-
inate the firemen, as other railroads have been able to eliminate them.
In fact, only on 34 percent of our trains have we been able to elim-

inate the firemen as we were supposedly permitted to do in the Na-
tional Arbitration Case known as No. 282, which was 4 or 5 years ago,
as you recall, sir.
So today a higher proportion of freight trains on Penn Central has

firemen than on other railroads because of its extensive operations in
these full-crew States.
Mr. SKUBITZ. Doesn't the full-crew rule apply only when the train

itself is composed of 70 cars or more?
Mr. LANGDON. That is true in Indiana, sir. The third brakeman is

dropped in Indiana on trains of less than 70 cars. Also, in the yards in
full-crew States, in certain States, you have to provide a foreman and
two helpers. That is aside from the engine crew.
So we figure that, in connection with the full crews that are required.

by State statute, as well as the other rules, that we believe in the in-
terest of efficient operation should be modified, there are 10,000 more
jobs on the railroads than are really required for an efficient operation.
Penn Central has a much higher labor cost than any other railroad

in the country. We have 68 percent of our costs that are labor costs
' 
as

compared with 58 percent for the railroad industry generally. Part
of the problem there is our extensive operations in these full-crew,
States.
Mr. SKITBITZ. I understand your problem, but you are not quite a n-

swering my question.

58-355-71 3
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If 70 cars in the State of Indiana required the hiring of a full crew,
what happens when there are only 69 cars? Do you drop any em-
ployees ?
Mr. LANGDON. One brakeman.
Mr. SKUBITZ. Suppose it gets down to 25, what happens?
Mr. LANGDON. I am not positive, I think it is the same.
Mr. SKUBITZ. Suppose it is 150 cars that are on the trip, are you

required to put more people on?
Mr. LANGDON. No.
Mr. SKUBITZ. You operate with five people?
Mr. LANGDON. Six.
Mr. SiwBrrz. With six. Is that right?
Mr. LANGDON. In Indiana; yes.
Mr. SKUBITZ. In Indiana. If there are 90 or 100 or 125 cars or 150

cars on this train trip, you still have to hire only six people, is that,
correct?
Mr. LANGDON. That is right.
Mr. SKusrrz. Do you feel as a matter of safety this is the proper

thing to do?
Mr. LANGDON. Yes, sir, our safety experience in those States where

we don't have full-crew laws and have only four-man crews is just
as good as in the full-crew States. I realize the labor people may•
feel differently about this, but in our survey of the problem you
can't really say that safety is influenced by the size of the crew.
Mr. SicusiTz. We will get to the labor people.
Mr. LANGDON. Yes. I don't think you can relate the size of the,

crew to any specific difference in safety experience.
Mr. SKUBITZ. Thank you.
Well, I have one other question, I am sorry. I think you mentioned

that an additional $28 million for losses are due to the merger; is this.
correct?
Mr. LANGDON. Yes, sir, this is the case where, in the merger agree-

ment, and it was made a condition of the Commission's order ap-
proving the merger, no employee today, after the merger, can get
less than his pay during a certain test period preceding the merger,
plus the regular increases.
This means that if an employee was on overtime during this test

period he continues to be paid on an overtime basis, even though he
actually is not on overtime.
Mr. SKUBITZ. But a governmental agency approved that merger

with that proviso in it?
Mr. LANGDON. Yes, sir.
Mr. SKUBITZ. That is all, Mr. Chairman.
Mr. JARMAN. Mr. Adams?
Mr. ADAMS. Mr. Chairman, thank you.
Mr. Langdon, I appreciate your being here and I would also ap-

preciate it if your office will, as they have in the past, keep the.
committee and this member abreast of your cashflow charts and pre-
liminary reports to the courts, so we can follow them during the
course of the next 6 months.
I am very disturbed about your timing. You indicate October and'

November as the time when you will know whether the, Penn Central'
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can survive, and if the Congress adjourns, as it usually does in Octo-
ber or November, you may well go into a state of financial collapse
at the time the Congress is out of business and there won't be any-
body around to help you.
So I would hope that you will have a report for us sometime in

June or July. Taking your exhibit 1, and I know the first quarter
under Penn Central is always bad, you indicate a decreasing cash
position. Your net change drops $11 million in February, $8 million
in March, and you have drawn down or will have drawn down $65
million, so you only have $35 million left.
I am not satisfied that your four conditions can go into effect fast

enough to save you by October. So will you keep us informed on
your cashflow position during June and July?
Mr. LANGDON. Yes, sir.
Mr. ADAMS. Now let me go to another thing quickly. The second

thing is this:
You indicate you need a change in freight rates

' 
and in particular

you want covered terminal cost as well as line-haul cost. I under-
stand the problem of Penn Central having basically the more ex-
pensive terminal charges, as compared to "through freight", but is
it your opinion or your request that we might do this by an amend-
ment to the emergency Penn Central legislation or are you recom-
mending that we do this across the board for all railroads through
amendments to the Interstate Commerce Commission legislation?
Mr. LANGDON. Well, sir, I think it would have to be done across

the board. I think this is a problem that exists with the other rail-
roads, particularly those in the East. They may not have realized it.
What has happened here, if I may explain it, sir, in recent years
our terminal expenses, as distinguished from our line-haul expenses,
have gone up much faster than the line expenses.
Mr. ADAMS. All right; I know that and know what that problem is.

What I want, so we have the information before the committee, is
how big a bite we have to take. As you know, every time we get one
of these bills on the floor, it goes off like a rocket, and to try to do
something for the Penn Central is a much smaller problem than to
try to have industry and labor nationwide agree on an amendment
to the Interstate Commerce Commission rules.
Mr. LANGDON. It may be possible, sir, to work this out through

changes in tariff rules or provisions of the Interstate Commerce Com-
mission. This is one of the things we have under active consideration
at the present time.
In effect, they would require that in the publishing of rates there

be a separation between line and terminal.
Mr. ADAMS. On that point, if we go in with an amendment on costs

being recovered, if we placed that provision generally in the Inter-
state Commerce Commission

' 
that would pick up and cover and pro-

tect your terminal costs, wouldn't it?
Mr. LANGDON. Yes; it would, sir. The real reason, if I may add this,

and you are absolutely right in your answer, but the real reason why
we think it would be smart to separate line and terminal is, as we
move ahead, if there are increases in terminal expenses but not in
line expenses, then we could make appropriate increas,es in the ter-
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minal portion of the rate, as opposed to the line portion. We could
actually, as I am sure would be justified now, make an across-the-
board increase in the terminal charge.
In other words, we could pinpoint the rate increases to the places

where there are cost increases.
Mr. ADAMS. Quickly on that point, I understand you favor, as

many of the industry people do, a selective type of freight rate in-
crease rather than, as we do now, generally across-the-board 5- or 6-
percent increase on everything?
Mr. LANGDON. I have favored that, sir, for 30 years, but the problem

there is that you never can get the industry to agree and so, as a
practical matter, and with the competitive situation being different
on the different railroads, the only alternative is to do what I think is
the wrong thing; namely, make across-the-board increases.

• Mr. ADAMS. All right. You have mentioned also in their contract
charges, you want authority to do contracting, which is very contro-
versial in all of the modes, and you would of course expect that within
that there would be the same limitation that it must be at least above
cost?
Mr. LANGDON. Exactly, sir. It should also be published and available

to all similarly situated.
Mr. ADAMS. That is the next thing. In other words, you would re-

quire your contract rates to be published?
Mr. LANGDON. Yes.

. Mr. ADAMS. The next thing, on abandonment of lines, which you
mentioned as one of your four conditions of viability, are you antici-
pating abandonment of freight lines as well as what would be author-
ized as abandonment of service under Railpax ?

• Mr. LANGDON. Yes, sir.
Mr. ADAMS. In other words you have a certain number of freight

lines that are subsidiary. lines that you would request abandonment of,
and you would want it in the legislation, as well as the legislation you
have now for abandonment of service under Railpax ?
Mr. LANGDON. Yes, sir. The amendment that I had in mind would

be an amendment to section 1, paragraph 18, of the Interstate Com-
merce Commission Act. That is where this could go.
Mr. ADAMS. I will ask them when they come in.
The next question is this: Where are you in your negotiations with

Railpax ? I know that nationwide there are a series of teams doing
this. Are you going to make the May 1 deadline?
' Mr. LANGDON. We have a schedule, sir, that would enable the May 1
deadline to be met. Now it is very close. Of course when we get to
Court, anything could happen. We have to go to court, and the provi-
sional schedule we have contemplates our going to court very much at
the last minute.
Mr. ADAMS. All right. Do you think you have sufficient authoriza-

tion already under Railpax to either, abandon or change your passen-ger service in terms of, if not abandonment of a line at least a changing
of service on it?
Mr. LANGDON. Yes, sir. But this does not mean it won't be contested.

We probably will be faced with all kinds of complaints before State
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Public Service Commissions and maybe the Interstate Commerce Com-
mission and anywhere there is possible jurisdiction, about the takeoff
of trains that Itailpax does not designate as part of their system and
which, theoretically at least, underRailpax we are then entitled to
take off.
We are going to have litigation all over the place on that, I am

afraid.
Mr. ADAMS. You will have drawn down $65 million by the end of

March, which leaves only $35 million of guaranteed loans available,
and as I remember, your cash losses are still continuing; is this an op-
erating loss?
Mr. LANGDON. Yes.
Mr. ADAMS. Day by day?
Mr. LANGDON. Yes.
Mr. ADAMS. Does that figure lasting into October include within it

a calculation based upon what, at least as I understand it, has been
agreed to by three or four major unions as a wage increase that will
become effective sometime within the next 2 months?
Mr. LANGDON. Yes, sir. It contemplates the April 1 part of the in-

crease and then, whether in October we can absorb the increase that is
scheduled for that date, that is, October 1, is at the moment question-
able. We can, without question, absorb the April 1 increase.
Mr. ADAMS. It is my understanding that your October date for sur-

vival is a very contingent one, but it is better than when you reported
to us in December.
Mr. LANGDON. Yes, Sir; I think that is right.
Mr. DINGELL .Will you yield for one question?
This is still talking about the $100 million without any drawing on

the last $25 million?
Mr. ADAMS. Yes. You remember the legislative history made it clear

that the $25 million was for other railroads.
Mr. DINGELL. We are not sure other railroads will claim it. It does,

though, enter into the discussion, and I wonder if you are getting your-
selves in the box, and you almost did last time, Mr. Langdon and is
that $25 million going to be enough to carry you to the first of the year
if there is a problem that arises?
Mr. LANGDON. We understand, sir, that as pointed out in Chair-

man Stafford's memorandum, most of the $25 million has already
been spoken for by the Boston 86 Maine, Central Railroad in New
Jersey, and maybe one other railroad. There is maybe $11 million
that under the applications pending today is still uncommitted.
So that in making the October projection, I had not counted on

any part of that additional $25 million, although the October projec-
tion does take into account the drawdown of the remaining part of
$100 million, which will be accomplished about June.
Mr. ADAMS. Thank you, Mr. Langdon. I just wanted to state one

of the reasons we want to know by June or so where you are, is that
• there is possibly another alternative, which is some type of COMSAT
or Railpax or Government type consortium of railroads and financ-
ing to take over the operating part of Penn Central. I throw out as
something that at least this member has thought about. If we have
to crank something like that up, we need time.
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Mr. LANGDON. I appreciate that, and we will move fast here. Our-whole purpose is to try to avoid the borrowing of money to pay oper-
ating expenses, any further borrowing. It is not right to do it, and we
recognize it, and we are trying, as I say, to propose substantive changes
to make this unnecessary, and if we cannot accomplish those changes,
we will have to find some other answer for Penn Central than a tra-
ditional reorganization along the lines I suggested in my testimony.
We won't let it come to the last minute. I think, frankly, in the

next 2 or 3 months we will know pretty well what the picture is going
to be. We are going to be right on top of it. I don't want to put you
on the spot at the last minute, and we won't.
Mr. ADAMS. Thank you; and thank you, Mr. Chairman.
Mr. JARMAN. Mr. Dingell?
Mr. DINGELL. Thank you, Mr. Chairman.
Continuing the questions raised by my friend, Mr. Adams, we found

ourselves to be very much pressed last year for this matter to be han-
dled just in the last 2 or 3 days before adjournment and get it through
the Senate, and our staff was with the legislation the better part of
many nights.
I want to commend you on the fact you have kept this committee

generally informed the way these matters are proceeding.
Isn't it possible for you to give us perhaps a monthly statement of

how you are faring, and I think that would help us.
Mr. LANGDON. Right.
Mr. DINGELL. I think that would help us. We would then have ca-

pacity in this committee to arrive at an orderly judgment as to when
the crisis will come.
Mr. LANGDON. I will be glad to do it, and in fact come down every

month and talk with whomever you say, and bring them up-to-date,
in addition to a statement.
Mr. DINGELL. I think your time is too valuable for that.
Mr. LANGDON. No, after all 
Mr. DINGELL. If we can get it on the telephone-
Mr. LANGDON. No, it is not. I would be glad to do it, Mr. Wirtz or

some one of us, to keep you up to date. We want to maintain close
liaison to the extent it does not impose on your time.
Mr. DINGELL. Now, you have indicated on page 10 of your state-

ment a sequence of cost savings and benefits that could be attained
through a sequence of changes: a sound arrangement with Railpax,
abandonment of uneconomic lines, recovering their losses, and so forth,
modified pricing practices, and eliminating loss traffic, and changing
work rules requiring employment of 10,000 more people than necessary
in an efficient operation.
I believe in item 3 you have given estimates as to savings to the

corporation. Can you give us some understanding of what the savings
from items 1 and 2, your arrangement with Railpax and abandonment
of uneconomic lines, would be?
Mr. LANGDON. Yes. Start with 1, Railpax, this could, depending on

the contractual arrangement finally negotiated with approval of the
court, this could range from an improvement over our present position
of roughly $35 million to $40 million a year, to maybe $125 million or
even $150 million a year, in that range. So that the improvement there
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depends entirely upon the cost basis which is finally accepted by Rail-
pax as proper for reimbursing Penn Central. But the improvement as
a minimum would be $35 to $40 million a year on an annual basis.
Now, this is, however, before the so-called initiation fee that we are

going to have to put up and also the separation pay that we are going

to be responsible for, for employees on trains that are discontinued as
a result of Railpax. It is hard to estimate what the initiation fee is
going to be, but it will be in the neighborhood of $40—$50 million pay-
able over a 3-year period, and apparently this can be borrowed.
Mr. DINGELL. Or paid for in the service on equipment?
Mr. LANGDON. On equipment, I understand, sir, their latest plan is

to lease it. We counted on turning in our equipment and we estimated
it would be worth, not an exact figure, but a. substantial part of the
entry fee would be payable in equipment, but I think they have changed
signals on that and are planning on leasing equipment.
As far as separation pay is concerned, it won't be payable all at once,

but over a period of a couple of years, and this will run as much as $30

million.
Railpax may not benefit us at the beginning, but it does promise, if it

works and is viable and is properly funded, it does promise to make
an important contribution to viability for Penn Central as a heavy
passenger-carrying line, and that contribution, once these initiation
fees are taken care of and labor is separated, may range anywhere

from $40 million to $50 million each year to more than $100 million.
Insofar as abandonment of uneconomic lines or receiving of sub-

sidies, this is probably the least important from a money standpoint.

There is going to be an estimated $25—$30 million of salvage from our

program on the first 3,600 miles, and 1,000 miles of yard and side

tracks.
Of course, this salvage will be claimed by the bondholders. So .we

don't see much of that coming through to the railroad. The operating
savings, mostly in maintenance, that will come about through the
abandonment applications we are now in the process of filing, will be
in the magnitude of $2.5 million a year. This will be stepped up as we
proceed with further abandonments down the road.
So far as No. 3 is concerned, the modification of pricing prac-

tices and elimination of loss traffic, the elimination of loss traffic alone,
in our opinion, will benefit us to the extent of $80 million a year if we
keep the traffic. If we lose the traffic, the benefit will still be substantial.
Now insofar as the modification of pricing practices is concerned,

this depends on the imagination of our own people. If we can, with
these changes in the law, do the kind of job that is possible here, they
may mean a great deal. On the other hand, if we proceed along the
line that has been followed in the railroad business in the past, they
may mean very little.
Mr. DINGELL. You alluded to the business of modifying pricing

practices and eliminating loss traffic, and does this have to be done by
regulatory action of the Interstate Commerce Commission or do you
need statutory changes?
Mr. LANGDON. We have to have, or at least we think we have to

have changes in the statute to require that no traffic be carried at less
than the cost of moving the business.
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Mr, DINGELL. Will you submit to this committee what you regard
, as appropriate legislative changes?

Mr. LANGDON. Yes that is what I promised to do within a couple
of weeks. The reason it is not here today is that I am trying or we are

• trying to coordinate it with the other interests that are affected, so that
when we do propose it to you, we can say it meets the concurrence of
the other railroads.
Mr. DINGELL. Railroads? 
Mr. LANGDON. Yes railroads, other shippers and truck lines and

others who might be concerned.
I would like to come here with something that is noncontroversial.
(The following proposed amendments were received for the record:)

PROPOSED AMENDMENTS TO PART I OF THE INTERSTATE COMMERCE ACT (49 USC §1
ET SEQ. ) To FACILITATE ELIMINATION OF NON-COMPENSATORY CHARGES OF
RAILROADS IN REORGANIZATION

1. Amendment to Section 1(4) of the Act to exempt railroads in reorganization
from the obligation to participate in joint rates which produce revenue
for the railroad less than its long run variable costs.

.2. Amendment to Section 13 of the Act by adding new paragraphs "b" and "c"
to provide that increased intrastate rates and charges which result from
efforts of a carrier in reorganization to eliminate non-compensatory rates
shall not be subject to suspension.

3. Amendment to Section 15(7) of the Act to provide that increased interstate
rates and charges which result from efforts of a carrier in reorganization
to eliminate non-compensatory rates shall not be subject to suspension.

4. Amendment to Section 1 of the Act by adding new paragraph 23, which de-
fines procedures and standards in abandonments proposed by railroads in
reorganization.

AMENDMENT TO SECTION 1 ( 4) OF THE ACT TO EXEMPT RAILROADS IN REORGANIZATION
FROM THE OBLIGATION TO PARTICIPATE IN JOINT RATES WHICH PRODUCE REVENUE
FOR THE RAILROAD LESS THAN ITS LONG RUN VARIABLE COSTS

Sec. 1(4) It shall be the duty of every common carrier subject to this part to
provide and furnish transportation upon reasonable request therefor, and to
establish reasonable through routes with other such carriers, and just and rea-
sonable rates, fares, charges, and classifications applicable thereto; and it shall
be the duty of common carriers by railroad subject to this part to establish rea-
sonable through routes with common carriers by water subject to part III, and
just and ,reasonable rates, fares, charges, and classifications applicable thereto.

-- It shall be the duty of every such common carrier establishing through routes
to provide reasonable facilities for operating such routes and to make reasonable
rules and regulations with respect to their operation, and providing for reason-
able compensation to those entitled thereto; and in case of joint rates, fares, or
charges, to establish just, reasonable, and equitable divisions thereof, which
shall not unduly prefer or prejudice any of such participating carriers; provided,
however, that a carrier in reorganization under the provisions of Section 77 of
the Bankruptcy Act (11 USC § 205) shall not be required to continue its concur-
rence in and participation in joint rates and charges if the trustee of said car-
rier certifies to the Commission that in the Trustee's opinion the revenues re-
ceived by such carrier from such joint rates and charges are less than its long
run variable costs of performing the service required of it on such joint rates

• and charges and that the loss caused by participation in such rates adversely
affects the carrier's ability to reorganize, and shall be permitted to cancel its
participation in such joint rates and charges by the filing of tariff schedules in
the manner provided in Section 6 of this Act, except that a carrier which can-
cels its participation in joint rates or charges may, after hearing, be required
by the Commission to reestablish joint rates prescribed by the Commission,
which joint rates are, to be divided on a basis prescribed by the Commission in.
conformance with Section 15(6) of the Act, the basis of divisions so prescribed
to apply for the period subsequent to the cancellation of participation in the
joint rates.
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AMENDMENT TO SECTION 13 OF THE ACT BY ADDING NEW PARAGRAPHS "B" AND "C"
TO PROVIDE THAT INCREASED INTRASTATE RATES AND CHARGES wincri RESULT
FROM EFFORTS OF A CARRIER IN REORGANIZATION TO ELIMINATE NON-COMPENSATORY
RATES SHALL NOT BE SUBJECT TO SUSPENSION.

• Sec. 13b Whenever the trustee of a carrier subject to the provisions of the
Act which is in reorganization under the provisions of Section 77 of the Bank-
ruptcy Act (11 USC §205) certifies to the appropriate state authority that in
the trustee's opinion intrastate local rates and charges of the carrier are less
than its long run variable costs of performing the service required on such rates
and charges and that the loss caused thereby adversely affects the carrier's
ability to reorganize the carrier may file schedules increasing such local rates
or charges for the performance of intrastate service with the state authority
of the involved state and such increased local rates or charges shall become
effective on the date specified in the schedules which shall not be less than
thirty days after filing, the law of any state or the decision or order of any
state authority to the contrary notwithstanding. Nothing in this provision shall
be deemed to deprive state authorities of their jurisdiction to investigate the
lawfulness of said increased local rates or charges under the statutes of the
state involved and to enter orders in respect to said local rates and charges as
a result of said investigation, and the carrier shall refund, with interest, to
the persons in whose behalf such amounts were paid, such portion of the in-
creased rates or charges as by the valid decision of the state authority may
be found not justified, provided however, that refund shall not be made during
the pendency of any proceeding under paragraphs (3) and (4) of Section 13
of this act involving such increased intrastate rates and charges and shall not
be made if inconsistent with the ultimate findings of the Commission in such
proceeding. Nothing in this paragraph shall be interpreted as modifying the
provisions of paragraphs (3) and (4) of Section 13 of this Act.

13c A carrier subject to the provisions of this Act which is in reorganization
under the provisions of Section 77 of the Bankruptcy Act (11 USC § 205) shall
not be required to continue its concurrence in and participation in joint rates
and charges for the performance of intrastate service if the trustee of said
carrier certifies to the appropriate state authority that in the Trustees' opinion
the revenues received by such carrier from such joint rates and charges are less
than its long run variable costs of performing the service required on such joint
rates and charges and that the loss caused by participation in such rates ad-
versely affects the carrier's ability to reorganize, and if any increased charges
result from the cancellation by a carrier in reorganization of participation in
such joint rates or charges such increased charges shall become effective thirty
days after filing of tariff schedules with the appropriate state authority, the
law of any state or the decision or order of any state authority to the contrary
notwithstanding; provided, however, that nothing in this provision shall be
deemed to deprive state authorities of their jurisdiction to investigate the law-
fulness of such increased through charges under the statutes of the state involved
and to enter orders in respect to said local rates and charges as a result of said
investigation, and the carrier shall refund, with interest, to the persons In
whose behalf such amounts were paid, such portion of the increased rates or
charges as by the valid decision of the .state authority may be found not justi-
fied, provided however, that refund shall not be made during the pendency of
any proceeding under paragraphs (3) and (4) of Section 13 of the act in-
volving Such increased intrastate rates and charges and shall not be made if in-
consistent with the ultimate findings of the Commission in such proceeding.
Nothing in this paragraph shall be interpreted as modifying the provisions of
paragraphs (3) and (4) of Section 13 of this Act.

AMENDMENT TO SECTION 15(7) OF THE ACT TO PROVIDE THAT INCREASED INTERSTATE
RATES AND CHARGES WHICH RESULT FROM EFFORTS OF A CARRIER IN REORGANIZA-
TION TO ELIMINATE NON-COMPENSATORY RATES SHALL NOT BE SUBJECT TO
'SUSPENSION
Sec. 15(7) Whenever there 'shall be filed with the Commi'ssion any schedule

Stating' a new individual or joirit rate, fare, or charge, or new individual or joint
classification, or any new individual or joint regulation or iiractice affecting any
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rate, fare, or charge, the Commission shall have, and it is hereby given, authority
either upon complaint or upon its own initiative without complaint, at once, and
if it so orders without answer or other formal pleading by the interested car-
rier or carriers, but upon reasonable notice, to enter upon a hearing concern-
ing the lawfulness of such rate, fare, charge, classification, regulation, or prac-
tice; and pending such hearing and the decision thereon the Commission, upon
filing with such schedule and delivering to the carrier or carriers affected thereby
a statement in writing of its reasons for such suspension, may from time to
time suspend the operation of such schedule and defer the use of such rate,
fare, charge, classification, regulation, or practice, but not for a longer period
than seven months beyond the time when it would otherwise go into effect;
and after full hearing, whether completed before or after the rate, fare, charge,
classification, regulation, or practice goes into effect, the Commission may make
such order with reference thereto as would be proper in a proceeding initiated
after it had become effective, provided, however, th,a,t if the trustee of a car-
rier in reorganization under the provisions of Section 77 of the Bankruptcy Act
(11 USC § 205) certifies to the Commission that in the trustee's opinion the
revenue received by such carrier from divisions of joint rates or charges or from
local rates and charges is less than its long run variable costs of performing
the service required of it on such joint or local rates and charges, and that the
loss caused thereby adversely affects said carrier's ability to reorganize the Com-
mission's power to suspend may not be exercised in respect to increases in
through charges that may result from the cancellation of participation in joint
rates by said carrier on increases in local rates or charges filed by said car-
rier, which increases must be permitted to become effective.
If the proceeding has not been concluded and an order made within the period

of suspension, the proposed change of rate, fare, charge, classification, regula-
tion, or practice shall go into effect at the end of such period, but in case of a
proposed increased rate or charge, including increased rates or charges filed by
a carrier in reorganization or increased charges resulting from the cancellation
of participation in joint rates by a carrier in reorganization, for or in respect
to the transportation of property, the Commission may by order require the
interested carrier or carriers to keep accurate account in detail of all amounts
received by reason of such increase, specifying by whom and in whose behalf
such amounts are paid, and upon completion of the hearing and decision may be
further order require the interested carrier or carriers to refund, with interest,
to the persons in whose behalf such amounts were paid, such portion of such
increased rates or charges as by its decision shall be found not justified. At
any hearing involving a change in a rate, fare, charge, or classification, or in a
rule, regulation, or practice, after the date this amendatory provision takes effect,
the burden of proof shall be upon the carrier to show that the proposed changed
rate, fare, charge, classification, rule, regulation, or practice is just and reason-
able, and the Commission shall give to the hearing and decision of such ques-
tions preference over all other questions pending before it and decide the same
as speedily as possible.

AMENDMENT TO SECTION 1 OF THE ACT BY ADDING NEW PARAGRAPH 23, WHICH
DEFINES PROCEDURES AND STANDARDS IN ABANDONMENTS PROPOSED BY RAILROADS
IN REORGANIZATION.

23(a) Anything in paragraph 20 of this section to the contrary notwithstand-
ing, a carrier in reorganization under the provisions of Section 77 of the Bank-
ruptcy Act (49 USC § 205) which pursuant to order of the court having juris-
diction of the carrier in reorganization files notice of abandonment of one or
more lines of railroad or the operations thereof with the Commission and with
the Governor of each state in which the line or lines of railroad are situate and
posts notice of abandonment at every freight depot on said line or lines of rail-
road sought to be abandoned at least thirty days in advance of the proposed
abandonment may abandon the line or lines of railroad or the operation thereof
pursuant to said notice except as otherwise ordered by the Commission pursuant
to this paragraph.
Upon the filing of such notice the Commission shall have authority during

said thirty-day notice period, either upon complaint or upon its own initiative
without complaint, to enter upon an investigation of the proposed abandonment
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and pending such investigation and the decision thereon, the Commission may
by order prohibit the abandonment of operations of the line or lines of railroad
for a period not longer than four months beyond the date when such abandon-
ment would otherwise have occurred. If prior to the date when the abandon-
ment would otherwise have become effective the Commission institutes an in-
vestigation without requiring continued operation of the line or lines sought to
be abandoned, the carrier shall not remove the line or facilities from place dur-
ing the four-month period immediately following the date on which the aban-
donment would otherwise have occurred. If the Commission does not complete
its investigation during the four-month period immediately following the date
on which the abandonment would otherwise have occurred, the carrier may
discontinue operation of the line if it has not previously done so. If the Commis-
sion does not complete its investigation during the seven-month period imme-
diately following the date on which the abandonment would otherwise have
occurred, the Commission shall be deemed to have approved the abandonment
at the end of said seven-month period and the carrier may abandon said line or
lines of railroad.
In its investigation the Commission shall determine whether the line involved

is being operated at a loss, as that term is defined in subparagraph (b) of this
paragraph 23. If the Commission determines that such line is being operated at a
loss, the Commission, prior to the expiration of said seven-month period, and with
or without a hearing officer's report, shall approve the abandonment unless the
Commission finds that funds are immediately available to eliminate such loss in
the operation of the line through participation in state, local or federal programs
for the financial support of the operation or maintenance of such line or other-
wise. If the Commission determines that the line is not being operated at a loss
or determines that the loss has been or immediately will be eliminated by State,
local or federal programs, the Commission shall issue an order requiring the rail-
road to continue operation of the line or lines involved, which order shall be
without prejudice to the subsequent filing of a notice of abandonment of said line
under this paragraph or the filing of an application for a certificate of public con-
venience and necessity under paragraphs 18-22 of this section.
(b) In this paragraph 23 "being operated at a loss" in relation to any line

means that abandonment of the line would permit a reduction of the railroad's
avoidable costs, including depreciation on equipment and structures and the costs
of rehabilitation during the following five-year period, or would produce other
economic benefits, in an amount exceeding the probable revenue loss which would
result from such abandonment during said period.
(c) All suits to set aside or review the action or inaction of the Commission

under this paragraph 23 shall be brought before the court having jurisdiction of
the carrier in reorganization under the provisions of Section 77 of the Bank-
ruptcy Act (49 USC § 205), the provisions of 28 USC § 2284, 2321, 2324, 2325 to
the contrary notwithstanding.

Mr. PICKLE. Will you yield?
Mr. DINGELL. Glad to.
Mr. PICKLE. In line with submission to us of a proposal of rates that

would not be below the cost of service, I see the Chairman of the
Interstate Commerce Commission will be here and is scheduled to
testify. I assume, tomorrow.
Mr. JARMAN. Yes.
Mr. PICKLE. I would hope, although he has a prepared statement

here already to present to the committee, that he might now be able
to give us his recommendations or the Commission's recommendations
particularly as applies to across-the-board rather than just to Penn
Central alone.
Mr. DINGELL. One more question, Mr. Chairman.
I observe also you have suggestions with regard to separating your

line-haul and terminal service?
Is this a matter that must be done inhouse, must be done by ICC,

or statutory change or some combination?
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Mr. LANGDON. I think, sir, that we should exhaust the possibilities
'of administrative action on this through the ICC before we• come
here with this suggestion. I put it in the form of a statutory change,
but it may be possible to work it out administratively -with ICC, if
they concur, sir. This is peculiarly a Penn Central proposal and may
_meet a storm of criticism.
The whole point, of course, is, as I said before, that terminal ex-

penses respond directly to volume and the more terminal business you
have the higher the unit terminal cost because terminals get con-
gested and there is not the same opportunity with volume increases
to modify and affect favorably the unit terminal expenses.

Line, on the other hand, when there is more business, there are
more cars on the train and you have an opportunity to bring down
to net a substantial part of the increased revenue that you get as a
result of increased volume. This is not true in terminals and since
we are the biggest terminal operator in the country these general rate
increases have not compensated us, because, as I say, the terminal
expenses have gone up much faster than line.
If we had separated terminal and line in our ratemaking, I think

the overpricing of the long haul would have been detected and the
underpricing of the short hauls which predominate on the Penn Cen-
tral would have been detected also.
Mr. DINGELL. I would like the request made by my friend, Mr.

Pickle, Mr. Chairman, that the gentleman from the ICC be prepared
to discuss this point when they are before us.
One other question. Have you given any thought to, or made appli-

cations for, general revisions of your rate structure in the light of
your findings so far and if you have not done so, when do you antici-
pate doing so?
Mr. LANGDON. As soon as the Commission decides the pending rate

increase case, the final phase of the so-called ex parte 267 proceeding
which involves 7 percent of the original 15-percent increase applica-
tion that we applied for some time ago, then Penn Central is pre-
pared to move, depending on the outcome of that case, with a proposal
for a terminal charge, that will be deducted and kept by us before
being prorated with other lines. This is actively under consideration
.at the moment.
'In the meantime we are undertaking revision of our piggyback

rates.' I don't think they are right and we are trying to consider what
revision should be made in our piggyback rate structure. We have
other rate changes in mind, too. Those are the most important ones.
Mr. PICKLE. Are your piggyback rates too low or too high?
Mr. LANGDON. At the moment I am afraid they are too high.
What happened is, and of course piggyback is the most directly

competitive part of our service with motor carriers that the motor
carriers, despite the cost increases that they apparently incurred, have
not increased their rates to the same extent as the railroads and the
result is, the railroads are hurting.
' Mr. DINGELL. Thank you very much and thank you, Mr. Chairman.
Mr. PICKLE. Mr. Chairman, may I ask a question?
Mr. JARMAN. Certainly.
Mr. PICKLE. Sir, can we exneet any relief from the liquidation of

assets of the Pennsylvania Co.?
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Mr. LANGDON. I wish we could confidently look forward to that,
sir. We are working overtime trying to dispose of those nonrailroad
assets. We have a number of problems.
The first problem is that everybody who is interested in these things

believe that they are attending a "fire sale," and we have not had any
offers yet although we have been actively promoting the disposition
of this property, that remotely approaches the value. We are hoping,
though, that through some other means we may be able to dispose of
the Pennsylvania Co. in its entirety.
We will take back the railroads that are now part of the Pennsyl-

vania Co., but let the whole thing go—and we are trying to work
out an arrangement whereby the railroad has some advantage from
this. Of course, we realize there is not going to be a dime come through
to the railroad. The creditors are all going to move in. There is going
to be litigation, whatever happens. There is going to be litigation, ty-
ing the thing up almost indefinitely.
The prospect of cash is just nonexistent.
Mr. PICKLE. Well, I simply observe, as I am sure we are all in agree-

ment, it took a considerable amount of effort on behalf of this commit-
tee and the leadership on both sides of the aisle to pass emergency
legislation last December.
There is a strong feeling by many Members of Congress and the pub-

lic that Penn Central and its subsidiaries have ample cash if they
would just liquidate it. Unless that information is fully given to the
public, we will have difficulty going forward in this field. It is some-
thing we must recognize and you must be able to give us the latest
complete full information as you go along.
Mr. LANGDON. We appreciate that and I couldn't agree with you

more, sir.
Mr. JARMAN. Mr. Langdon, we very much appreciated your being

with us and we count on staying very close with you subsequently and
the  subcommittee will now stand adjourned until 10 o'clock tomorrow.
( Whereupon, at 11:50 a.m. the subcommittee adjourned, to recon-

vene at 10 a.m. of the following day, Wednesday, March 10, 1971.)





REVIEW OF THE EMERGENCY RAIL SERVICES ACT
OF 1970

WEDVESDAY, MARCH 10, 1971

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON TRANSPORTATION AND AERONAUTICS,

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE,
Washington, D.C.

The subcommittee met at 10 a.m., pursuant to notice in room 2123,
Rayburn House Office Building, Hon. John Jarman (chairman)
presiding.
Mr. JARMAN. The subcommittee will please be in order.
Today we will continue our hearings on review of the Emergency

Rail Services Act of 1970. Yesterday, we heard from Mr. Jervis Lang-
don on behalf of the trustees of the property of the Penn Central
Transportation Company.
Today, our first witness will be Chairman George Stafford of the In-

terstate Commerce Commission.
Mr. Chairman, I know that you were here yesterday morning and

I am sorry that the subcommittee was unable to reach you at that time.
If you would introduce your associates, and please proceed with your
testimony in the order that you prefer.

STATEMENT OF HON. GEORGE M. STAFFORD, CHAIRMAN, INTER-
STATE COMMERCE COMMISSION; ACCOMPANIED BY FRITZ R.
KAHN, GENERAL COUNSEL; THADDEUS W. FORBES, ASSOCIATE
DIRECTOR, OFFICE OF PROCEEDINGS; MATTHEW PAOLO, DIREC-
TOR, BUREAU OF ACCOUNTS; AND JOSEPH FITTIPALDI, CHIEF,
SECTION OF RATES

Mr. STAFFORD. Thank you, Mr. Chairman.
We have several of our staff here with us. At the head table this

morning, I have Mr. Fittipaldi, who will be in the area of rates and,
of course, our general counsel Fritz R. Kahn, who has been here a
number of times and Ted Forbes, our financial section representative.
And, of course, we have Mat Paolo, accounting section, who is in charge
of a great deal of this work.
If I may, in view of what was said yesterday, I would like to sum-

marize my statement a bit because it is a bit redundant, and do a little
of what you gentlemen call educated reading.
Mr. JARD/IAN. The committee will be glad to accept the statement in

full. Please proceed as you wish.
Mr. STAFFORD. Penn Central Transportation Co. last year found

itself in critical need for outside funding in order to keep oper-
(43)
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ating. Responding to that need, Congress passed the Emergency Rail
Service Act of 1970. That act allowed railroads undergoing reor-
ganization to apply to the Secretary of Transportation for authority
to issue trustee certificates guaranteed by the Federal Government.
The act limits the total amount of outstanding guarantees to $125
million. .
The Penn Central immediately applied for issuance of $110 million

trustee certificates guaranteed under. the new law.
On January 9, this year, we approved that application. The De-

partment of Transportation, upon consultation with the Commission
and after attaching a number of conditions, approved a $100 million
guarantee on January 13 of this year. Thus within a period of a few
days the Department and the Commission were able to proceed and
dispose of the application.
There are now two pending applications by other railroads for a

portion of the remaining loan guarantee available under the new act.
The Roston & Maine Corp. has received court approval to apply
for $3.4 million, and the Central Railroad Co. of New Jersey has
applied for $10 million in Federal guarantees of trustee certificates.
Both applications are now being processed by the Department and
the Commission.
If both applications were fully granted, this would only leave ap-

proximately $11.6 milli on in unused guarantees under the Emergency
Rail Service Act of 1970.
Turning now to our appraisal of Penn Central Transportation Co.,

that railroad started this year with cash of only $18.7 million, or well
below the $30 million it needs for orderly operations. On January 26,
this year, its trustee certificates were sold for $100 million, and the
next day it could ask the U.S. District Court for the Eastern District
of Pennsylvania for permission to use $15 million of the proceeds for
payrolls and related expenses.

Additional amounts drawn •down were $20 million on February 16,
$15 million on February 26, $10 million on March 2, leaving $40 mil-
lion available for future needs. The company income forecasts by
months for calendar year 1971 did not include the $100 million from
the sale of these certificates, and we have adjusted the company's cash
forecast to include the $100 million.
As adjusted, the company's cash balances are expected to decline to

$27.3 million as of April 30, and in absence of additional loans to $19.7
million by the end of 1971. It is obvious that the cash shortage will
continue during the remainder of 1971, even though most of the com-
pany's debts and interest payments are suspended during the reor-
ganization period.
As to other railroads, there are of course many variables which affect

railroad viability. One important external factor will be health of the
national economy in 1971. Railroad traffic tends to match the change
in real economic growth. If business continues to recover, as many ex-
pect, it is probable that railroad traffic will move upward. Such im-
provement, together with the application of rate increases already
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authorized in ex parte 267, and those still under consideration by the
Commission to the extent granted should help to ease some of the
difficulties being experienced by marginal roads.
Railroad revenue ton-miles held up well during 1970, considering the

business downturn. The estimate is a loss of less than 1 percent from
.1968. Thus far, in 1971, rail ton-miles have decreased about nine-tenths
of 1 percent over the comparable period in 1970. Railroads which failed
to earn net income in 1969 or in 1970 should be considered marginal.
There are two sets of tables attached to my statement which provide a,
general summary of the operating and financial condition of these rail-
roads. The tables contain the latest information reported by these rail-
roads.
Attachment I shows a quarter trend in revenue ton-miles for each

of the 18 marginal railroads, beginning: with 1967. These trends may
be compared with figures for total United States as well as for the
geographical regions in which the railroads operate. For all class I
railroads, revenue ton-miles moved' upward over the period, rising 31/2
percent in 1968 over 1967, 3.1 percent in 1969, but decreased nine-
tenths of 1 percent for 1970.
As can be seen from the tables, most of the increase over this period

occurred in the South and West; while ton-miles in the East showed a
decline in 1970. Traffic volume of marginal railroads, but especially
those having traffic declines in 1969 and 1970 should be watched care-
fully as 1971 progresses.

Declines in their traffic in the face of general economic recovery, sig-
nal increased difficulty for them. The long-term decline in ton-miles
for certain railroads causes even greater concern. Attachment II pro-
vides a set of -pertinent data and ratios to gain a quick impression of
the 18 individual marginal railroads' financial condition. The total
assets and total operating revenues indicate the relative sizes and im-
portance of the individual railroads. The list includes seven railroads
with assets of $100 million or more, two having in excess of $500
million, and these are 'Chicago Northwestern and the Milwaukee.
As of the end of 1970, these railroads were in precarious condition,.

Continuations of inflationary pressures, which had spread work stop-
pages on railroads or in particular industries or a major national dis-
aster might be enough to push some over the brink. We cannot predict
bankruptcy, yet we know it could happen. We are alert to the serious-
ness of this situation and will advise you of significant developments.
Assuming no other railroads are forced to apply for Federal guar-

antees within the next few months, it is our hope that the remaining
$10 to $15 million of authority will be sufficient to meet Penn Central's
short-term needs as well as those of the Boston & Maine and Central
Railroad of New Jersey.
Because of Penn Central's impaired cash position and the poor finan-

cial health of some other eastern railroads, we do expect that some-
time in the future the Congress will be apt to grant additional
amounts of Federal guarantees to railroads in reorganization. How-
ever, it would be my hope that a request of that nature be considered
within the framework of the overall needs of surface transportation.

58-355-71 4
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Such an approach would take into account the ever-increasing de-
mands for surface transportation facilities, quality and quantity ofservice rendered, and the prices charged the consumer for those
services.
Thank you.
(Chairman Stafford's prepared statement and attachments I and

II follow:)

STATEMENT OF HON. GEORGE M. STAFFORD, CHAIRMAN, INTERSTATE COMMERCE
COMMISSION

Mr. Chairman and Members of the Subcommittee: We are pleased to havethis opportunity to appear before you for the purpose of discussing with youthe present needs for emergency loan guarantee legislation for the aid of rail-roads in receivership. I am accompanied by several staff members and they areavailable to be of assistance to the Subcommittee if the need arises. If you wouldlike, I can have their names and positions submitted to the reporter for therecord.
In accordance with your request, my statement includes the latest informationthat is available to the Interstate Commerce Commission on the status of finan-cially distressed railroads, with particular emphasis on the Penn Central Trans-portation Company.
Last June we appeared before you in support of the railroad loan guaranteelegislation you then were considering. We noted that many railroads were ex-periencing financial difficulties and that they might have need for Federal assist-ance to finance equipment acquisitions and capital improvements. By December,one of these—the Penn Central Transportation Company—found itself in criti-cal need for outside funding in order to keep operating.
Responding to that need, Congress passed the Emergency Rail Services Act of1970. That Act became Public Law 91-663 on January 8, 1971. Briefly, it allowsrailroads undergoing reorganization pursuant to section 77 of the BankruptcyAct upon court approval to apply to the Secretary of Transportation for author-ity to issue trustee certificates guaranteed by the Federal Government.The secretary, after consultation with the Commission, has authority to re-quire conditions to insure that the proceeds from the sale of the certificatesguaranteed under the Act will be applied to the fullest extent possible to main-tain service and to pay expenses that necessarily must be met to keep the rail-road going.
The Act limits the total amount of outstanding guarantees to $125 million.The Penn Central immediately applied for issuance of $110 million of trustees'certificates guaranteed under the new law, and on January 8, 1971, we approvedthat application. The Department of Transportation, upon consultation with theCommission and after attaching a number of conditions, approved a $100 millionguarantee on January 13, 1971. Thus within a period of a few days the Depart-ment and the Commission were able to process and dispose of the application.There are now two pending applications by other railroads for a portion ofthe remaining loan guarantees available under the new Act. The Boston andMaine Corporation has received court approval to apply for $3.4 million and theCentral Railroad Company of New Jersey has applied for $10 million in Federalguarantees of trustee certificates. Both applications are now being processed bythe Department and the Commission. Even if both applications were fully granted,this would only leave approximately $11.6 million in unused guarantees underthe Emergency Rail Services Act of 1970.
Turning now to our appraisal of the Penn Central Transportation Company,that railroad started this year with cash of only $18.7 million or well below the$30 million it needs for orderly operations. On January 26, 1971, its trustees'certificates were sold for $100 million, and the next day the Company asked theUnited States District Court for the Eastern District of Pennsylvania for per-mission to use $15 million of the proceeds for payrolls and related expenses.Additional amounts drawn down were $20 million on February 16, $15 million onFebruary 26 and $10 million on March 2, leaving $40 million available for future

r
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needs. The Company's cash and income forecasts by months for the calendar y
ear

1971 did not include the $100 million from the sale of trustees' certificates, and

we have adjusted the Company's cash forecast to include the $100 million. 
As

adjusted, the projected cash balances are expected to decline to $27.5 mi
llion as

of April 30, and, in the absence of additional loans, to $19.7 million by the end of

1971.
It is obvious that the cash shortage will continue during the remainder of 1971

,

even though most of the Company's debt and interest payments are suspended

during the reorganization period.
The Company's 1971 forecasts were based on the following major assumptions

:

(1) that freight volume would increase approximately eight percent, (2
) that a

freight rate increase of seven percent will become effective May 1, 1971, (3
) that

the recommendations of Emergency Board No. 178 will apply to all labor 
disputes

remaining unsettled in 1970 and to the wages payable in 1971, namely, four 
per-

cent effective April 1, 1971, and five percent effective October 1, 1971, (4)
 that

work rule changes in 1971 will follow the Emergency Board No. 178 ruling
, (5)

that Railpax will be operational by May 1, 1971, and will include all of
 Penn

Central's intercity passenger service, and (6) that the Metropolitan 
Transit

Authority (MTA) and the Connecticut Transit Authority (CTA) will t
ake over

the former New Haven commuter operations.
With these assumptions the Company's income forecast for 1971, 

projects a

net income deficit of $188.2 million. While the projected loss is 
substantial, en-

couragingly it represents an improvement over the $309.2 million lo
st for 1970.

We believe that these assumptions were reasonable when made; 
however, as

with any forecast, revisions are necessary from time to time. For
 example, the

Trustees previously have expressed concern that the Nation's e
conomy may not

improve sufficiently to provide the eight percent increase in the f
reight volume

originally forecast. They also have indicated their concern that 
the recent

general rate increases even though beneficial to the industry as 
a whole, in the

case of Penn Central may result in pricing the transportation of 
certain com-

modities at rates which will divert the business to other modes.

We are somewhat apprehensive about the ability of the Nati
onal Railroad

Passeneger Corporation to become fully operational by May 1. Its t
imetable was

extremely short, and the burden of preparing to assume operati
ng responsibility

for a large portion of the Nation's rail passenger service is an enorm
ous one. More

particularly, we are concerned about the ability of the Railpax in
corporators and

the Penn Central to agree to terms under which the Corporation wo
uld take over

all of Penn Central's intercity passenger service—and especia
lly that in the

northeast corridor.
As to other railroads, there are, of course, many variables whi

ch affect rail-

road viability. One important external factor will be the health
 of the National

economy in 1971. Railroad traffic tends to match the change in 
real economic

growth. If business continues to recover, as many expect, it is 
probable that

railroad traffic will move upward. Such improvement together 
with the ap-

plication of rate increases already authorized in Ex Parte No. 2
67 and those

still under consideration by the Commission, to the extent gr
anted, should

help to ease some of the difficulties being experienced by marg
inal roads.

Railroad revenue-ton miles held up well during 1970 considerin
g the business

downturn; the estimate is a loss of less than one percent from 19
69. Thus far

in 1971, rail ton miles have decreased about 0.9 percent over th
e comparable

period in 1970.
Railroads which failed to earn net income in 1969 or in 1970 sho

uld be con-

sidered marginal. There are two sets of tables attached to my 
statement which

provide a general summary of the operating and financial 
condition of these

railroads. The tables contain the latest information reported by
 these railroads.

Attachment I shows the quarterly trends in revenue-ton mile
s for each of

the 18 marginal railroads, beginning with 1967. These trends
 may be compared

with figures for total United States as well as for the geogr
aphical regions in

which the railroads operated. For all Class I railroads, revenue-
ton miles moved

upward over the period, rising 3.5 percent in 1968 over 1967, 3.1
 percent in 1969,

but decreased 0.9 percent for 1970. As can be seen from t
he tables, most of

the increase over this period occurred in the South and West, 
while ton miles in the

East showed a decline in 1970.
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Traffic volume of marginal railrog.ds, but e,speciajly those having traffic declinesin 1969 and 1970, should be watched carefully as 1971 progresses. Declines in theirtraffic in the face of general economic recovery could signal increased difficulty forthem. The long-term decline in ton.miles for certain railroads causes even greaterconcern.
Attachment II provides a set of pertinent data and (ratios by which to gaina quick impression of the eighteen individual marginal railroad's financial con-dition.
The total assets and total operating revenues indicate the relative size andimportance of the individual railroads. The list includes seven railroads with as-sets of $100 million or, more—two have in excess of $500 million, the ChicagoNorth Western and the Milwaukee.
Long-term debt and shareholders' equity are important indicators of a rail-road's capital structure. The ratio of debt to equity is quite high for several ofthe 'railroads including the Erie-Lackawanna, the M-K-T, and the WesternPacific.
Earning ability is measured at different levels by the several income figuresand ratios including the operating ratio, net railway operating income, andincome available for fixed charges, and net income after the payment of fixedcharges. While sOme of the marginal railroads were able to produce net railwayoperating income and some income for payment of fixed charges, all failed toproduce net income in 1970 except for small profits reported by two railroads.In some instances, the net deficits for 1970 were severe compared to 1969. The-Erie-Lackawanna, Reading, Rock Island, M-K-T, and Western Pacific are ofparticular concern for this reason.
A primary test of financial viability is whether. income is available to cover-fixed charges. The relationship is measured by determining the number of timesfixed charges are earned. Only the Bangor & Aroostook and the Erie-Lackawannaearned fixed charges in 1969 but by 1970 even these two carriers had earnings.below fixed charges.
Net working capital and the current ratio are important indicators of a rail-road's ability to meet current obligations. Only four of the eighteen marginalrailroads had current assets in excess of current liabilities at the end of 1970.All the others had net working capital deficits. Only three railroads showedeven modest improvement over the December 31, 1969, working capital position.Another major test of financial health is whether net income plus cash flowfrom depreciation and other non-cash items is sufficient to meet payments onlong-term debt. Excluding certain railroads noted in the tables whose debt isheld by controlling railroads, only five railroads had sufficient funds from 1969net income plus depreciation to meet long-term debt payments of 1970. The situ-ation substantially worsened during 1970 for five of the larger railroads ( Erie-Lackawanna, Reading, Rock Island, M-K-T, and Western Pacific).Net deficits and low cash flow make it difficult to repay or refund large debtmaturities as they come due. The Erie-Lackawanna has debt maturities, exclud-ing equipment obligations of $12.5 million due in 1971 and a total of $40.5 milliondue in 1971-1978. Maine Central has $13 million in bonds due in 1978.As of the end of 1970, these railroads were in a precarious condition. Con-tinuations of inflationary pressures, widespread work stoppages on the railroadsor in a particular industry, or a major natural disaster might be enough topush some over the brink. We cannot predict bankruptcy, yet we know it couldhappen. We are alert to the seriousness of this situation and will advise you'.of significant developments.
Assuming no other railroads are forced to apply for Federal guarantees withinthe next few months, it is our hope that the remaining $10 to $15 million of'authority will be sufficient to meet Penn Central's short-term needs, as well asthose of the Boston & Maine and Central Railroad of New Jersey.Because of Penn Central's impaired cash position and the poor financial health.of some other Eastern railroads we do expect that sometime in the future theCongress will be asked to grant additional amounts of Federal guarantees torailroads in reorganization. However, it would be my hope that a request of thatnature be considered within the framework of the overall needs of surface trans-portation. Such an approach would take into account the ever-increasing de-mands upon surface transportation facilities, the quality and quantity of servicerendered, and the prices charged the consumer for those services.Thank you for this opportunity to appear.
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ATTACFIMENT I

REVENUE TON MILES BY QUARTERS

[In millions]

Districts

U.S. East South West

Ton miles

Percent
change
from

year ago Ton miles

Percent
change
from

year ago Ton miles

Percent
change
from

year ago Ton miles

Percent
change
from

year ago

1967:
1st quarter 177, 249 63, 358  32, 516  81,375
2d quarter 183,997 66,622  33,137  84,239
3d quarter 174, 895 62,432 29, 778  82,685
4th quarter 182, 609 65, 843  32, 552  84,215

Year 1967 719,397 258,254  127,982  333,160

1968:
1st quarter 181,776 2.6 63,604 0.4 32, 691 0.5 85,482 5.0

2d quarter 191,458 4. 1 69,293 4.0 33, 544 1.2 88, 621 5.2

3d quarter 183, 630 5.0 63, 495 1.7 31, 181 4.7 88,954 7.6

4th quarter 188, 023 3. 0 62,637 -4.9 33, 463 2.8 91,923 9.2

Year 1968 744,479 3. 5 259, 469 0. 5 130, 878 2.3 354, 131 6.3

1969:
1st quarter 184,638 1.6 61, 391 -3. 5 34, 323 5.0 88, 924 4.0

2d quarter 196,489 2.6 68,310 -1.4 35,534 5.9 92,645 4.5

3d quarter 188, 757 2.8 63, 058 -0.7 33, 135 6.3 92, 564 4. 1

4th quarter 197, 893 5.2 66, 789 6.6 36,265 8.4 94, 839 3.2

Year 1969 767, 867 3. 1 259, 700 O. 1 139, 256 6.4 368,911 4.2

1970:
1st quarter 186, 377 0.9 61,618 0.4 34,907 1.7 89, 852 1.0

2d quarter 198, 570 1. 1 67, 984 -0. 5 35,622 0.3 94, 964 2.5

3d quarter 189, 198 0.2 61,497 -2. 5 33, 873 2.2 93, 828 1.3

4th quarter 
. 35, 632 -1.7 88,959 -6.2

Year 1970 1 761, 100 -0.9 140, 034 . 5 367, 603 -0.4

'Per AAR.

Note: Data for 1970 are preliminary.
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REVENUE TON MILES BY QUARTERS-EASTERN RAILROADS

II n millions]

Ann Arbor
Bangor and
Aroostook Central Vermont

Chicago and Eastern
Illinois

Ton miles

Percent
change
from

year ago Ton miles

Percent
change

from
year ago Ton miles

Percent
change
from

year ago Ton miles

Percent
change
from

year ago

1967:
1st quarter 114 175 114 6442d quarter 121 171 117 8343d quarter 115 121 105 8204th quarter 116 129 114 875

Year 1967 465 596 450 3,173
1968:

1st quarter 117 2.6 155 -11.4 107 -6.1 812 26.12d quarter 122 .8 161 -5.8 119 1.7 839 .63d quarter 121 5.2 115 -5.0 102 -2.9 890 8.54th quarter 138 19.0 146 13.2 118 3.5 953 8.9
Year 1968 498 7.1 577 -3.2 446 -.9 3,609 13.7

1969:
1st quarter 149 27.4 149 -3.9 123 15.0 928 14.32d quarter 168 37.7 151 -6.2 118 -.8 929 10.73d quarter 154 27.3 109 -5.2 98 -3.9 488 1 -45. 24th quarter 167 21.0 151 3.4 108 -8.5 567 1 -40.5
Year 1969 637 27.9 559 -3. 1 447 .2 2,913 1 -19.3

1970:
1st quarter 146 -2.0 149 0 112 -8.9 525 1 -43. 42d quarter 167 -.6 143 -5.3 107 -9.3 624 1 -32.83d quarter 149 -3.2 109 0 92 -6.1 610 25.04th quarter 155 -7.2 111 -26.5 101 -6.5 601 6.0

Year 1970 616 -3.3 512 -8.4 412 -7.8 2,320 -20.4

1 Not comparable-sold Evansville-Chicago line.
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REVENUE TON MILES BY QUARTERS-EASTERN RAILROADS-Continued

(In millions]

Erie Lackawanna Grand Trunk Western Illinois Terminal Maine Central

Ton
miles

Percent
change
from
year
ago

Ton
miles

Percent
change
from
year
ago

Percent
change
from

Ton year
miles ago

Ton
miles

Percent
change
from
year
age

1967:
1st quarter 3,341 675  116  272  

2d quarter 3,493 714  130  263  

3d quarter 3,534 623  109  225  

4th quarter 3,642 714  119  243  

Total year 1967 14,010 2,725  474  1,003  

1968:
1st quarter 3,607 8.0 736 9.0 120 3.4 262 -3.7

2d quarter 3,806 9.0 751 5.2 126 -3.1 264 0.4

3d quarter 3,651 3.3 661 6.1 120 10.1 232 3.1

4th quarter 3,875 6.4 743 4.1 119 0 252 3.7

Total year 1968 14,938 6.6 2,890 6.1 485 2.3 1,011 0.8

1969:
1st quarter 3,888 7.8 742 0.8 115 -4.2 271 3.4

2d quarter 4,111 8.0 718 -4.4 119 -5.6 280 6.1

3d quarter 3,662 0.3 747 13.0 109 -9.2 246 6.0

4th quarter 3,844 -0.8 743 0 130 9.2 254 0.8

Total year 1969 15, 505 3.8 2,949 2.0 474 -2.3 1,051 4.13

1970:
1st quarter 3,485 -10.4 711 -4.2 129 12.2 266 -1.8

2d quarter 3,830 -6.8 774 7.8 146 22.7 249 -11.1

3d quarter _  3,836 4.8 648 -13.3 120 10.1 215 -12.6

4th quarter 3,889 1.2 592 -20.3 124 -4.6 220 -13.4

Total year 1970 15, 039 -3.0 2,724 -7.6 518 9.3 950 -9.6

Pennsylvania-
Monongahela Reading Seashore Reading

Percent Percent Percent
change change change

Ton from Ton from Ton from
miles year ago miles year ago miles year ago

1967:
1st quarter (9  41  1,386  
2d quarter (1)  38  1,321  
3d quarter (1)  34  1, 132  
4th quarter (1)  34  1,247  

Total, year 1967 147  5, 086  

1968:
1st quarter 153  31 -24.4 1,300 -6.2
2d quarter 139  35 -7.9 1,239 -6.2
3d quarter 131  28 -17.6 1,240 9.5
4th quarter 114  31 -8.8 1, 188 -4.7

Total, year 1968  536  125 -15.0 4,967 -2.3

1969:
1st quarter 111 -27.5 29 -6.5 1, 125 -13.5
2d quarter 130 -6.5 29 -17.1 1,293 4.4

3d quarter 89 -32. 1 31 10.7 1,086 -12.4

4th quarter 113 -0.9 38 22.6 1, 105 -7.0

Total, year 1969 443 -17.4 126 0.8 4,609 -7.2

1970:
1st quarter 120 8.1 31 6.9 1.058 -6.0
2d quarter 118 -9.2 36 24.1 1,063 -17.8

3d quarter 91 2.2 36 16.1 1,093 0.6
4th quarter 117 3.5  1, 197 8.3

Total, year 1970 446 0.7  4,402 -4. 5

I Not class I.
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REVENUE TON MILES BY QUARTERS-WESTERN RAILROADS
[In millions)

Chicago, Milwaukee, Chicago & North Chicago, Rock Island
SP&P Western & Pacific Fort Worth & Denver

Ton
miles

Percent
change

from
year ago

Ton
miles

Percent
change
from

year ago
Ton

miles

Percent
change
from

year ago
Ton

miles

Percent
change
from

year ago

1967:
1st quarter 4,212 4,525 4,458 3872d quarter 4,005 4,851 4,440 367
3d quarter 4,228 4,552 4,048 2924th quarter 4,296 4,680 4,338 421

Total, year 1967_ 16,740 18,608 17,283 1,466

1968:
1st quarter 4,312 2.4 4,432 -2.1 4,741 6.3 431 11.62d quarter 4,202 4.9 4,553 -6. 1 4,689 5.6 376 2. 5
3d quarter 4,401 4. 1 4,085 -10.3 4,364 7.8 312 6. 84th quarter 4,281 -0.4 4,728 1.0 4,835 11.5 327 -22. 3

Total, year 1968 17,196 2.7 17, 798 -4.4 18,629 7.8 1,447 -1.3

1969:
1st quarter 4,036 -6.4 4,282 -3.4 4,590 -3.2 318 -26.4
2d quarter 4,390 4. 5 4,431 -2.7 5;014 6.9 393 4.5
3d quarter 4,322 -1.8 4,821 18.0 4,776 9.4 353 13. 1
4th quarter 4,441 3.7 5,091 7.7 5,224 8.0 356 8.9

Total, year 1969. 17,188 -0.047 18,625 4.6 19,604 5.2 1,420 -1.9

1970:
1st quarter 4,221 4.6 4,419 3.2 5,353 16.6 418 31.42d quarter 4,533 3.3 5,108 15.3 5,.288 5.5 383 - -2. 53d quarter 4,569 5.7 4,993 3.6 4,955 3.7 311 -11.94th quarter 4,187 -5.7 5,028 -1.2 4,961 -5.0 381 7. 0

Total, year 1970 17, 510 1.9 19, 548 5. 0 20, 557 4.9 1,493 5. 1

Missouri-Kansas-Texas Northwestern Pacific Western Pacific

Ton miles

Percent
change

from year
ago Ton miles

Percent
change

from year
ago Ton miles

Percent
change

from year
ago

1967:
1st quarter 1,088 94 1,1092d quarter 1, 125 147 1, 0643d quarter 1,055 119 1, 123 .4th quarter 1, 191 149 1, 102

Total, year 1967 4,459 510 4,440

1968:
1st quarter 1,446 32.9 136 44.7 1,110 0.12d quarter 1,216 8.1 165 12.2 1,180 10.83d quarter 1, 159 9.9 154 29.4 1,310 16.74th quarter 1,212 1.8 143 -4.0 1,298 17.8

Total, year 1968 5,034 12.9 599 17.5 4,898 11.3

1969:
1st quarter 1,140 -21.2 154 13.2 1,231 10.92d quarter 1,316 8.2 148 -10.3 1, 173 -.63d quarter 1,217 5.0 95 -38.3 1,253 -4.44th quarter 1,200 -1.0 92 -35.7 1,231 -5.2

Total, year 1969 4, 873 -3.2 488 -18: 5 4,886 -.2

1970: .
1st quarter. 1,251 9.7 109 -29.2 1,166 -5.32d quarter  . 1,371 . 1 121 -18.2 1,197 2.03d quarter 1,228 .9 107 12.6 1,248 -.44th quarter 1,203 .3 88 -4.3 1, 190 -3.3

Total, year 1970 4,999 2.6 425 -12.9 4,802 -1.7

•
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Mr. JARMAN. Thank you, Mr. Chairman. You were, I know, pres-
ent yesterday during Mr. Langdon's testimony. Mr. Langdon men-
tioned four areas where changes could favorably affect the earn-
ings of the Penn Central, and he mentioned the possibility of affect-
ing it to the extent of $200 to $400 million a year.
These areas, as you remember, are—and I might say he condi-

tioned it on if (a) the passenger service is handled in accordance
with broad principles of the National Railway Passenger Service
Act of 1970, (b) the freight service plant is rationalized, (c) changes
are made in regulation of the freight rates and (d) employment and
labor policies are significantly modified.
It would be helpful to the subcommittee if you could give us your

comments on these items.
Mr. STAFFORD. Well, of course, we too are hopeful, on the first

one, on passenger service. We, too, are hopeful that there are sufficient
funds in the account. I believe he suggested some question as to the
manner of settlement between his railroad and the Railpax Corp.,
or the National Railway Passenger Service setup.
These matters of course, still have to be ironed out as between

themselves and the Railpax Corp. We do have some concern our-
selves that there will be insufficient funds in this account, but hope-
fully I will be wrong.
On the freight service plant rationalization, meaning of course

his suggestions of getting rid of considerable mileage, I believe he
said he thought this was probably the least important of all of them.
I believe that was his comment yesterday. Yet it is an important
one.
About all I can say there, if he wants to make those applications

to us, we will go into them, although we are bound by the law on.
that. And I believe his indication or hope was that if these particu-
lar sections of track, or if they were losing money over those sec-
tions of track, that they would be permitted to drop that. Of course,
the public interest is involved, as the present law and procedures
are set out.
Now, they have already filed some 16 applications with us. This

is pad of that 3.800 miles. Those 16 applications amount to 394.5
miles, and we will move forward rapidly on these. In fact, if there
is no opposition filed to these, in other words, communities being
concerned about it, or other strong opposition, then I can see—and I
might add, if their applications have been finalized—then I can see
us handling those within 30 days.
Al] right, the third one was, changes are made in regulation of

freight rates. I believe yesterday he suggested that he would hope
that something could be done toward breaking down the rates or the
charges as between their line haul and their terminal areas. I believe
he said their terminal area costs skyrocketed. And of course this is
true not only in the railroad area, but other forms of transportation
as well.
I have a feeling he may have oversimplified it a little bit. I have no

doubt this is a proper request or suggestion, but we must of course
consider rates on a nationwide basis. Generally speaking, breaking
them down as between line haul and terminal rates will be quite an
issue in the industry itself throughout the Nation.
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This of course results because there is not always agreement be-
tween the long-haul type railroads and the eastern railroads; but we
are willing to consider anything of this type, if they file such a
request.
Employment and labor policies, I believe, is the fourth one which

he spoke to. We are, of course, involved a very great deal whenever
there are any work stoppages of any kind, or because the cost of labor
becomes part of the rate requirements And yet, we do not feel that
at the Interstate Commerce Commission we have the expertise or
authority to get involved deeply in a matter that belongs in another
agency; but we do feel that we should be concerned with these things.
Mr. DINGELL. Mr. Chairman, permit me to interrupt.
You mentioned here, Mr. Stafford, you don't feel you should be

deeply involved in a matter involving another agency. The whole
question of railroads is a matter which should be of most deep con-
cern to you, and I think you should be deeply and intimately in-
volved. And I hope you clarify that statement for the benefit of this
committee.
Mr. STAFFORD. We are deeply concerned with it. I am just trying

to show a difference between our authority in labor relations as com-
pared to the Department of Labor. I believe the courts themselves
have suggested in years past there is a difference in our authorities
in this thing.
But we are concerned and we will continue to be concerned in this

area. We hope that Congress will be able to resolve some of these
questions for us, for the country.
Those are about all the things I have to say in a general way on

those four items.
Mr. JARMAN. I understand. One other question at this time. Do

you feel the loan guarantee legislation should be extended or
expanded ?
Mr. STAFFORD. The railroads are going to need more money as time

goes on, I feel certain. However, I would hope that instead of con-
tinuing on a bailout approach, that perhaps you could consider making
this a part of a total package. I think it is necessary for us to have
a profitable railroad system m this country. That is, no matter what
form of transportation or mode of transportation may be involved,
it is still to the benefit of all people of this country and all modes of
transportation to see that we do have a financially viable trans-
portation system.
So I would think that this might be one of the things that should

be considered at this time.
Mr. JARMAN. Thank you.
Mr. Adams?
Mr. ADAMS. That concerns me very much, Mr. Stafford, because I

understand your agency is the one in charge of setting rates and gee-
ing that the railroad industry remains viable. Yet, by your testimony,
18 of the railroads in the United States are marginal. And we had
testimony yesterday that the rates are below cost.
Now, why is that so?

• Mr. STAFFORD. If there are any rates below cost, I am not, or I don't
believe we are responsible for them. It may be that they are.
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Mr. ADAMS. Why not?
Mr. STAFFORD. It may be that they are, but there is a quick way they

can remedy this. They can drop those rates or come to us for an in-

crease. But I am sure you must know that a great deal of those below-

cost rates perhaps emanate from State regulations.
Mr. ADAMS. Why? You have regulations over the rates that are

basically interstate and most of our railroads are interstate. What

bothers me about your testimony is that your testimony indicates, at

least to this member, that the railroad industry, of the United States

is in a position where its debt-to-equity ratio is such that it cannot

survive, and that all of them that you mentioned, which are some 18,

are operating at basically a rate of return that will not allow them to

-fund their present long-term debt, or to remain in operation.

Now, we have only one of three choices. I want to know from you

which one you favor. One is to let them go down and wipe out the

equity positions and the debt positions. And believe me, that is favo
red

by agreat many Members of Congress who believe that these railroad

empires—and this goes back historically; it is an emotional fa
iling as

much as anything—are improperly set up; that they are holdi
ng com-

panies on holding companies; that they are inefficient and t
hey ought

to be wiped out and let go through bankruptcy and start all 
over.

The second thing is to come in with some kind of bailout. 
At least I

don't see how we are going to pass that again.
The third is that your agency gives them enough money

 with their

present structure and has enough confidence in their prese
nt structure

that they get a rate that allows them to get a return.

Which of the three do you prefer? Or have you anot
her one? Tell

me if you have.
Mr. STAFFORD. I think there are probably several prob

lems with all

of them.
First, I would like to say we have instituted Ex parte 2

70, as we call

it; a study to arrive at the costs of rail transportation 
among the vari-

ous commodities or various items and various areas o
f this country,

to get to the basic problem that is involved here.

Second, you know that the rates that we handle mus
t be initiated

by the railroads themselves. They must make thei
r own requests and

justification .for these rates. In this last filing, we hav
e this situation.

Mr. ADAMS. Don't you have the authority if a rai
lroad—and you

have indicated that at least 18 of them, which I assume
 is a majority

part of the country—if they are in a position where t
hey will finan-

cially fail, to require them to place themselves in a position so 
they are

viable'? Is not that your agency's authority?
Mr. STAFFORD. We are charged with the responsibility of 

keeping

them viable. But I don't know whether we are charged wit
h respon-

sibility of keeping every railroad in the country viable.

Mr. ADAMS. Now, that is what I want to know. Do you also 
have

authority to require adjustments in equity debt ratios within that
 com-

pany to make it a viable company; in other words' 
to require, for ex-

ample, the long-term debt holders or junior security holders or equ
ity

holders retreat in their position until it is a viable entity or else 
goes

sout of business?
Mr. STAFFORD. They go into bankruptcy then.
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Mr. ADAMS. Anyone can answer.
Mr. STAFFORD. All right, Mr. Forbes.
Mr. FORBES. We have no authority to change the corporate structure

of the railroad or their debt, except through reorganization and if therailroad files under section 20(b) of the act known as the 1VIahaffieAct. Section 20(b) is a voluntary filing by the carriers. Of course,reorganization is always voluntary or involuntary by the carriers.Mr. ADAMS. What do you do when you arrive at the position, andyou have on page 6 of your testimony here, for example, that Erie-Lackawanna, Reading, Rock Island, M. K. & T., and Western Pacificare going into worse trouble; and you give as an example that the Erie-Lackawanna cannot meet its debt maturities—at least I think that iswhat you are saying on page 8—what do you do at that point when arailroad is going under?
Mr. STAFFORD. Of course, when they go under, it is to a great extentdetermined by their business judgment if they decide to go under.Mr. ADAMS. But what do you do?
Mr. STAFFORD. But a number of these roads are making arrange-ments with their financial houses on these things whenever there needsto be set aside their debt foil a month or two until they are back intoan ability to handle their debt. We have to approve that.Mr. ADAMS. I want to know what you do and whether we have tohave a change in your authority or if there is to be a whole new wayof looking at these railroads. I want to know what you do in termsof these railroads going under. Do you stand and watch them? Tell uswhat is your authority.
Mr. STAFFORD. Our general counsel can answer that.Mr. KAHN. Mr. Adams, Mr. Langdon yesterday referred to approxi-mately $80 million annually that the Penn Central TransportationCo. estimates it was losing because of the below-cost rates.Mr. Langdon did not further identify these as between interstateand intrastate rates. Mr. Langdon, I am quite sure, would be the firstto acknowledge that in either case the bulk of these rates were initiatedby the railroads for competitive reasons—this is wholly consistent withthe general pattern of the Interstate Commerce Act, which leaves theinitiative with the carriers.
Mr. ADAMS. Yes, but not for below-cost rates. The whole purpose ofhaving an agency regulate the truckers, regulate the bargelmes, regu-late the railroads, regulate the airlines is that the Government is giv-ing them a monopoly and you are to prevent below-cost rates whichput everybody out of 'business.
I thought that is what we were all about. If not, let's abolish theagency and start over.
Mr. STAFFORD. We are speaking primarily of Penn Central at themoment, I believe.
Mr. ADAMS. Yes.
Mr. STAFFORD. We noted recently in some of our studies it wouldtake a 33-percent rate increase for the Penn Central to get into—Imean if they can take it all—to get into a position of having the properincome. And yet, competitively, they couldn't possibly take that much,nor could we give that much based on relationships with competingrailroads.
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Mr. ADAMS. I have this question, and then. I will stop and come back,

Mr. Chairman. But this is the whole point.
Do you need, for example, authorization? And certainly with some-

thing like the Penn Central Railroad, we can, as the Congress, in gov-

erning interstate commerce, give you authority over all rates, even

though between one point and another within the State—and you can

check me on this, Counsel, but I am sure we can do that as part of an

interstate system in order to make a regulatory system available. Do

you need that authority? Because it looks to me like if you don't have

an overall rate authority we are going to face a series of continuing

bankruptcies.
Mr. STAFFORD. Mr. Fittipaldi ?
Mr. FITTIPALDI. If I may answer. And I might say I was not here

and don't know in detail Mr. Langdon's testimony, but referring to

his statement—and I have a copy—particularly referring to the $80

million loss on below-cost rates, the first question, rather than seeking

any type of legislation on this particular point, the Penn Central

can on their own initiative raise those rates themselves.
Mr. ADAMS. I thought they had to go through a long hearing be-

fore you to do it and it can be opposed by anyone who wants to oppose

it and it takes weeks and months. Isn't that right?
Mr. FITTIPALDI. Sir, the way it would work as a practical matter,

they would file a tariff increasing these particular rates. In all prob-

ability, somebody would object to the increases, and then it would be

our job to decide whether we should let these increased rates go into
effect on the 30-day statutory notice requirement, or to hold a hearing,.
Now this is where it becomes long and drawn out if the Commis-

sion suspends these rates and institutes an investigation to obtain the
facts to determine, for example, whether these rates are in fact below

cost. Because, I am sure, Mr. Adams, some of the shippers would argue
that they are not. But be that as it may, this is where we get the

factual issue which does take time to present and takes time to

adjudicate.
Now, so the first answer, sir, is they can at least initiate the increase

in these rates if they are interstate rates.
Mr. ADAMS. Well, now, what do you mean interstate rates? If you

are running an interstate system and even though it is from one point
to another within the State, I want to know if you are telling me you
do not have authority to set any of those intrastate rates on the Penn
Central?
Mr. FITTIPALDI. We do, sir, if the carrier filed a petition under sec-

tion 13, we have a right to be involved in a strictly intrastate rate to
the extent it may prejudice or prefer an interstate shipper, or to the
extent it may discriminate against interstate commerce or to the ex-
tent it may cause an undue burden on interstate commerce. But our
statutory authority to attack an intrastate rate is limited.
Mr. ADAMS. Is there any question in your mind after the collapse

of the Penn Central that all rates on the Penn Central should be sub-
ject to your control in order to make available transportation system
for the Northeast part of the United States? Is there any question in
your mind? If there is, we need to know it, because we will start on
legislation. Is there?



60

• Mr. Fil 11PALDI. Sir, Mr. Adams, I wouldn't want to make a state-
ment on it because I am not too familiar with the facts in relation to
the past matters.
• Mr. ADAMS. You don't have to go to specifics of Penn Central, The
largest railroad in the country collapsed. It connects with 139 lines: In
fact, as I understand it, every railroad in the country connects with it
except the Union Pacific. It is in the process of going out of business
and in here to ask us to bail them out, so they will have operating cash.
Now I want to know if there is a question in your mind as a Commis-
sion that you have authority to go in and set any rate any place on the
Penn Central system. Because you have certainly interstate shippers
and interstate commerce involved, and if you dOn't haw such authority
we want to know it and we will go to work on the statute.
Mr. FrrriPAIDL Mr. Adams, our authority as far as intrastate rates

are concerned is limited to, I think, three precise areas.
Mr. ADAMS. You told me that.
Mr. FrrrirALDi. Right. Now, the point as to whether we could, in

answering your question as to whether we need additional authority,
sir, I can't answer because I don't know how much revenues of the Penn
Central are tied up in these intrastate rates.
Mr. ADAMS. Mr. Chairman, I have other questions, but I certainly

want the other members to have their chance and I will come back
later. I apologize.
Mr. JARMAN. Mr. Harvey?
Mr. HARVEY. Thank you, Mr. Chairman.
Mr. Stafford; I would like to get back to our chairman's original

question relative to Mr. Langdon's testimony yesterday before the com-
mittee and to the four things that he recommended at that particular
time. I gathered from what you have told us in your statement that if
I had to summarize your observations of what he had to say, you would
say by and large he was too hopeful in the four things he recom-
mended. Is that correct?
Before you answer, let me say he said first of all he depended on

Railpax, and you said in your statement that you thought maybe he
was a little optimistic; that Railpax would be operational by May 1.
He expects to get rid of certain mileage or else get a subsidy from the
local communities, apparently, and I gather you feel he is too opti-
mistic in that regard. You have not said that precisely, but generally
from what you said I gather you feel that.
Now Igather the same thing is true with regard to his dependence on 

ichanges n the rate structure' and also with regard to a change in the
work rules. I would gather from what you have said you feel he is a
little too hopeful and optimistic.
Mr. STAFFORD. Well, I was trying to speak to' each item as we came

to them. I would rather hate to generalize on the whole thing and
say he was too optimistic, because you recall on Railpax he was saying
that he thought that Railpax people were being too limited in their
interpretations as to what costs they should take over. He was, as I
recall, saying he had six tracks I believe going' into New York, of
which he perhaps only needed two fot the freight service and that four
of those tracks and tunnel,q, believe also be was speaking of yester-
day, should in his opinion become part of the costs- to ' be taken "over
by Railpax.
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I don't believe there is enough money in Railpax at this moment to
take over all those costs. So I think there is a lot of interpreting to
come about as between the railroads—I keep calling it Railpax—
before they can start arriving at whether they have enough money to
meet this need.
Now, on getting rid of the mileage of tracks. I think he indicated

that some of that mileage he was wanting to get rid of had no opposi-
tion or little opposition. And if this is true and if their applications
are complete, then he can have it out of the way certainly in about
30 days. So I don't say that is too optimistic, if the facts are as I
understood him to say. I may be a great deal wrong.
Now, on the rate structure, all railroads in this country will prob-

ably want to become very definitely involved in any breaking down
the rates as between line hauls and terminal costs. I don't believe that
we can make a decision effective as to one railroad without considering
the effects and considerations provided by the other railroads.
Mr. HARVEY. I gather Mr. Langdon's statement contemplated a

fairly immediate decision in that regard. I say that it is there that you
feel he is too hopeful. Is that correct?
Mr. STAFFORD. It would be hard for me to think in that case there

could be a quick answer on it, because it would be a little hard for me
to believe that the other railroads of this country would not want to
be heard. Perhaps, to the contrary, considerably to the contrary, I
would imagine.
Mr. HARVEY. I gather from what you have already stated that you

feel your department does not have authority with regard to changes
in the work rules, and that you are not optimistic about any immediate
change in that regard.
Mr. STAFFORD. Well, I don't know that I have any knowledge from

which to say that I think that I should be optimistic or not about that.
I would hope that some settlement could be worked out where we
would not have to face these stoppages every so often in our transpor-
tation system.
Mr. HARVEY. Well, do you think Mr. Langdon's recommendations

here are going to solve the problem over the long run?
Mr. STAFFORD. I would say that if all of these recommendations he

has made were possible, that they would probably be helpful to their
railroad.
Mr. HARVEY. Well, that is not exactly what I asked. Let me ask you

this question, Mr. Chairman. Do you know of any recommendations
you feel have been overlooked by Mr. Langdon ?
Mr. STAFFORD. Well, I don't. To get back to the rate breakdown, a

number of railroads are not going to think it is going to be helpful to
them in the short run or long run. I would have to guess at those again.
I think I indicated in my statement it would be the Southern—no, I
didn't indicate that in my statement, but I would guess perhaps the
Southern and Western roads would have some question about the ad-
visability. It is a question of between the long haul and the short haul.
Mr. DINGELL. Will the gentleman yield?
I think you asked a good question, but would you allow me to go

ahead?
Mr. HARVEY. I will be glad to yield to the gentleman.

58-35-71 5
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Mr. .DINGELL. Can you tell us whether the Interstate Commerce
Commission has any proceeding pending down there to look at the rate
structure of Penn Central?
Mr. STAFFORD. Yes, we have 270; that is, 270 is pending, looking at

all of these rate structures. But this goes to the entire national picture.
Mr. DINGELL. The entire railroads? How long will it be you are go-

ing to be going on that?
Mr. STAFFORD. Do we have a report?
Mr. Firrirmmi. Sir, if I may say, the Commission issued an order

on December 15, starting an investigation into the railroad rate struc-
ture nationwide. We requested response from the public and we asked
everyone; all of the railroads, consumer groups, and everyone we
thought would be interested, to give us their ideas as to the nature of
this investigation. Because it could conceivably include most every
commodity that is moving in transportation.
Mr. DINGELL. I am intruding on my colleague's time. But what are

you going to cover in your statement?
Mr. STAFFORD. We hope to break this down by commodities and

items to get into the major items, to get into coal and grain and this
kind of item, which becomes kind of a major part of hauling.
Mr. DINGELL. I want to thank my friend for allowing me to intrude

on his time, I am grateful to him.
Mr. STAFFORD. I think you will find a great deal of benefit from this,

Congressman.
Mr. HARVEY. Mr. Chairman, I have one more question, if I might.

You concluded your statement to the chairman, Chairman Stafford,
by telling us you felt the railroad trustees were going to need more
money in the future years. But then you said, I believe, that you hope
that requests of that nature would be considered within the framework
of overall needs of surface transportation.
I am a new member on the subcommittee and I wonder if you would

care to explain that and what the framework is?
Mr. STAFFORD. What I am really trying to get at is I would hope

that Congress would try to make or put together a program with ad-
vice and consent, or advice, rather, of the Department of Transporta-
tion, Interstate Commerce Commission, and others toward an overall
program that is not just a bailout program, because that will never
succeed. It would just continue to be a bailout program. I think you
need to go into tax items, and into various other areas. Perhaps you
should go ahead and pass this.
Mr. HARVEY. Were you thinking of other modes of transportation?
Mr. STAFFORD. I was speaking only to the railroad system as of

today.
Mr. HARVEY. Thank you, Mr. Chairman.
Mr. JARMAN. Mr. Metcalfe ?
Mr. METCALFE. No questions.
Mr. JARMAN. Mr. Pickle?
Mr. PICKLE. Thank you, Mr. Chairman.
It is good to see you, Mr. Chairman.
Mr. STAFFORD. It is good to see you.
Mr. PICKLE. We are glad to have you here and we know you are

as concerned as the rest of us about trying to find an answer. We do

•
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need leadership and some strong recommendations, and I think you
sense from this committee that we want more of this from the Inter-
state Commerce Commission.
Now, I want to ask you a question pertaining to a speech that you

made, I assume recently, published in the "Traffic World," and you
make this statement—
The trustees of the Penn Central in a statement recently made to the Bank-

ruptcy Court suggested that Congress condemn any rate that is below the cost
of providing the service. To me it is appalling that below-cost rates are in
effect, and it would seem clear that where they are published voluntarily by
the carriers they should be rooted out of the tariff.

Mr. STAFFORD. That is right.
Mr. PICKLE. Now, that to me indicates the fact that there is below-

cost rate service, you say. You say it comes as a surprise, yet your
testimony here this morning is you are very much aware of these
problems?
Mr. STAFFORD. Our testimony was written considerably after this

earlier statement was made.
Mr. PICKLE. Now, are you saying that you didn't know that rail-

roads were having below-cost service rates before you did this?
Mr. STAFFORD. I think we knew there was some. What I am saying,

if the railroads got some below-cost figures they should get rid of
them right now; they should immediately drop them and/or come to
us to ask us to intervene with the States who may be forcing low rates
on them.
Mr. PICKLE. You say, quote, "Where they are published voluntarily

by the carriers."
Now, are you saying that the carriers then have rates which are not

published; that is, the railroads?
Mr. STAFFORD. No; they must have.
Mr. PICKLE. What do you mean? You say it would seem clear that

where they are published voluntarily; that is, where regulated by the
Commission, that it should be rooted out. You are assuming, I have
to assume, that you say they have rates below the cost of service.
Mr. STAFFORD. They apparently have a number of rates below, if

we permitted any low rates we should be aware of it. I mean if we
granted them the right to publish them.
Mr. PICKLE. Isn't it fair for me to assume you know that the Com-

mission knows they do have rates below the cost of service from this
statement, and have known it for perhaps years?
Mr. STAFFORD. Let me ask the rate expert down here what the situ-

ation is.
Mr. FITTIPALDI. Mr. Congressman, I don't think we could, in all

fairness, say we do know of any specific rates or any group of rates
below cost.
Mr. PICKLE. Perhaps they have not come to you and hit you over the

head with a bat and said, "We do have some of these rates." But isn't
it reasonable to assume you must have known this?
Mr. FITTIPALDL No; I wouldn't say it is reasonable to assume it. If

I may digress and give you an idea as to how this thing works as a
practical matter, I might be able to make the point a little better.
These carriers file hundreds of rates a month and nobody generally

looks at them at the Commission, because we don't have people to look
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at these tariffs that are filed. If nobody objects to the rates, they gen-
erally become effective.
Mr. PICKLE. I can see how this is operated, because that is the sys-

tem. I think what we are doing, though, is that you, by being quiet or
by following a policy of acquiescence, are allowing rates to go along
that are not only below cost but are illegal. I say that we must ex-
pect more leadership from the one agency that we have to rely on for
recommendations for improvement of these services.
Mr. KAHN. May I interrupt, Congressman Pickle to point out two

things that might help this discussion? First, when kr. Langdon was
talking about below-cost rates, he defined them as—well, the costs that
he referred to as long-term variable costs are not necessarily the out-of-
pocket costs incurred by the railroads in rendering the service. And as
he defined below-cost rates there may be a broader, a larger number
of rates that are below costs than would normally be deemed to be
below costs.
Secondly, however, I think the problems of Penn Central and its

cost structure cannot be looked at in isolation. It would do Penn
Central no good to publish higher rates between Chicago and New
York if the C. & 0. and B. & 0. system can competitively cut its rate
to perfectly compensatory rates, and capture all of the traffic.
Mr. PICKLE. Aren't all rates published?
Mr. KAHN. All rates, yes are published.
Mr. PICKLE. All regulated?
Mr. KAHN. Yes, regulated, and in the case of the railroads you will

find through their conference ratemaking they are all on precisely the
same level. The shipper normally has his choice, either Penn Central
or C. & 0. and B. & 0., in obtaining services between Chicago and
New York.
Mr. PICKLE. I want to ask another question now as to cost of service

rate. If you, the Interstate Commerce Commission, at our suggestion,
or approval, did pass regulations on all rates so that none would be
below the cost of service, are we tampering with free competitive
enterprise? Are we doing it much good or more harm than we would
if we let it operate as it is now?
Mr. STAFFORD. I think in most instances you would be telling the

State utility commissions that in effect they could not bring about
lower ones.
Mr. PICKLE. Actually, when we talk about the State and these regu-

latory commissions within the State, we really must not ascribe to
them a major portion of this problem, because approximately 90 per-
cent of all of our tariff, or traffic are in interstate matters, are they
not?
Mr. STAFFORD. Yes; but for instance when we give a rate increase

to the railroads then the States have to then approve new intrastate
rates. And we find a number of States who are rather slow in getting
around to permitting them to have them. In fact, we figure if we give
a rate increase to the railroads that we should figure in an area of, or
figure that they only get about 82 percent of that. Because, among
other things, of the States being slow or because of other reasons not
permitting these to be approved. I believe that is right.
Is that right, Mr. Fittipaldi?
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Mr. FITTIPALDI. I don't know the figures but this is the problem
we have afterwards.
Mr. STAFFORD. It seems to me, then the railroad, after a while,

should come back to us and petition us to intervene in the State.
Mr. PICKLE. Now, it seems to me that for over 50 years the Congress

has given to you the authority to regulate rates and you, as a judicial
body have sat there and ruled on them when they have been thrown
into your lap. Otherwise

' 
because of lack of staff, as you said, you

have not really concerned yourself too much about rates.
Now, that is perhaps understandable as policy when everything was

downhill with the wind and traffic moved on our rails. But this is a
different time and we are in a national crisis and it would therefore
seem to me that the Congress must say to you, "Give us your recom-
mendation for rate structure and all other improvements that you see
ought to be approached in the rail industry."
We have to look to you. Now, we can shoulder our own share of re-

sponsibility because you weasled out as to operating as an agency and
creature of Congress. But we together must do more than this, because
the entire system will go out of business if we don't take action.
Mr. STAFFORD. We will soon be coming up with a rather extensive

legislative package.
''Mr. PICKLE. Yesterday we asked you to give us your recommenda-

tions. I was hoping you might tell us something this morning more spe-
cifically about what kind of rate changes there would be, if it is that
complex we can leave it.
Mr. STAFFORD. Well, our legislative package has not been approved

by the Commission as yet. We still have to go through the process of
the Commissioners themselves deciding whether these items, meaning
numerous items that are to be considered by us, should then become
final and a part of the package to be presented to the Commission. This
is not a prerogative of the Chairman of the Commission.
Mr. JARMAN. Mr. Kuykendall ?
Mr. KTTYKENDALL. Mr. Chairman, getting back to the question of

rates with relation to your State regulatory agencies, would it not be
true if you granted, with a clearcut regulation, or at all, if it was
legislated, that it would say in black and white that no rate may be
below the cost of doing business, even on or above the track basis, or on
a continuing basis like Penn Central suggested yesterday, would it not
be true that if such a law were passed or even under the present rules,
if railroad X comes in and asks for a rate increase based on the cost of
doing business and you granted it under a Federal statute, would it
not be mandatory then for the State on that basis only?
Mr. STAFFORD. It depends on how the State is going to interpret it,

I presume.
Mr. KTTYKENDALL. Wouldn't you be like the Supreme Court in this

case where the Federal law says you cannot sell below the cost of doing
business? Would you grant an increase on that basis?
Mr. STAFFORD. There have been a number of recommendations made

that we do away with State regulation of rates, but we have not con-
sidered it in any manner.
Mr. Ku Y _KENDALL. Does the State have to rule on interstate rates

that comes through their State, or is it just intrastate only?
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Mr. STAFFORD. That is right.
Mr. KUYKENDALL. I suppose that you would automatically waive

the cost of doing business provision if railroad X was more efficient
than railroad Y and railroad X has a cost of doing business which
would make railroad Y's rate, if the same, illegal. I suppose you would
be bound because of competition to waive the situation, if the ability
to operate efficiently of the two railroads competing with each other
over the same route is not the same, then one of them could operate
below cost legally as long as the other one is operating above cost.
Isn't this correct?
Mr. STAFFORD. That is right.
Mr. KAHN. Of course, I tried to make this point before, Penn Cen-

tral's problems may be because of greater inefficiency than competing
modes of transportation which are contending for this traffic. But, as
you posed in your earlier question, I think you really put your finger
at the heart of the problem. You posed a question of the chairman,
"What might the Commission do if the railroads came to the Com-
mission with compensatory rates?" And I think this is really the nub
of the problem. sir.
In the Interstate Commerce Act of this Congress, when this Con-

gress approved it, it left initiative for establishing rates with the
carriers. The Commission's task is not to prescribe rates, except when
they are found, upon complaint or upon its inquiry, to be unjust and
unresponsible.
No railroad deliberately prices its services to become a bankrupt

corporation. Managerial judgment has indicated that certain rates
should bear more of the burden of transportation costs than others.
If Mr. Langdon now finds that the prior management had priced its
services improvidently, Mr. Langdon of Penn Central has the means
of correcting that situation very promptly.
Beyond that, the Commission does have an inquiry underway—Ex

Parte 270, in which a very large issue is the distribution of the trans-
portation burden. And the Commission will, I am sure, be able to make
a far better judgment at the conclusion of that proceeding as to
whether rates should not be brought up to higher levels than presently.
Mr. K17YKENDALL. Let me ask you to comment on a discussion I sat

in on yesterday, and the meat of it was this: A railroad, of course that
you would know about, was discussing with a Member of Congress
the fallacy of giving automatic percentage increases across the board
on commodities on everything hauled instead of being more selective.
He said, "For instance, my per car gross income on chemicals, bulk
chemicals, is good and we make good money." He said, "Every time
I put a car of grain on the track, I lose money."
Of course, this particular man competes with other modes and yet

he, who is in trouble, who has been one of the railroads that has testi-
fied here about the financial plight of the railroad, said to a Member
of Congress that, "Every time I haul a carload of grain I lose money,
every single time." So he was discussing the fact that your across-the-
board increases did not solve his problem with grain and increased
the burden on the car of chemicals because the price was higher and
therefore the percentage increase made the dollar increase higher, it
made the burden greater where he didn't particularly need the help
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and gave him practically no help because of the fact the margin of loss
was greater than the increase in the first place. And the price of grain
is so low that the margin percentage awarded didn't help that much.
Would you like to comment on that mess?
Mr. KAHN. I think you aptly illustrated, sir, the rate structures are

very complicated and no matter how one approaches it, someone is
bound to be complaining, someone is bound to conclude that the in-
creases on his traffic were unwarranted and disproportionate.
Mr. Ku iii.ENDALL. Will you yield right here and let me ask you to

comment on this specifically? Is it not true, however, that when you
use flat blanket percentage increases that the expensive freight com-
modity automatically bears a disproportionate share of the burden in.
dollars? You remember in railroad labor they were taking cents in-
creases for many, many years and it finally caught up to them in the
opposite way that their top paid people were simply not getting
enough money because they used the cents instead of the percentages.
You are doing the opposite, and using straight percentages instead
of dollars, and therefore you don't seem to give so much relief where 

ithe area s in trouble and give all of the relief in the sector not in
trouble.
Mr. FirripAimi. If I might stick my foot in it, so to speak, again

these two carriers are the ones that react toward the percentage in-
crease.
Mr. KUYKENDALL. I will say a lot of them don't know what is good

for their own business and maybe you need to help them.
Mr. FITTIPALDI. The second thing is they don't have to take the in-

creases on chemicals. This is a permissive order that the Commission
issues in the general increase.
Mr. KUYKENDALL. I think it comes down to this: You prevent them

from getting together and doing anything jointly, because it becomes
collusion •and violation of a trust, and you don't tell them how to
operate and one does not dare operate alone. So where are we?
Mr. FITrIPALDI. Sir, they have the right to make rates in concert.
Mr. KUYKENDALL. You mean four or five railroads can get to-

gether?
Mr. FITTIPALDI. Yes.
Mr. KUYKENDALL. So antitrust laws do not apply?
Mr. FIrrIPALDI. No, sir. These proposals and the last group I am

not up to date, one (Troup of railroads, eastern railroads, asked for
different increase than the southern railroad and there is nothing
to bar the railroads from coming in and asking for a 10-percent in-
crease on grain and 2-percent increase on chemicals.
Mr. KUYKENDALL. They have just not done it that way?
Mr. FITTIPALDL That is true. But I don't want to just duck our

whole responsibility. We can, in this case tell the carrier, "Yes, you
can take 2 percent although you ask for 6, we will only give you 2
on chemicals and maybe the entire 6 on grain."
We could do it on the ex parte increases. This is our responsibility

and we have done it.
Mr. KUYKENDALL. You see every railroad operator we ever talked

to, if we are talking about the profit-and-loss statement, complains
to us about below cost selling. And yet, on the other hand, when



68

talking about the barge competition they want the right to sell below
cost to meet barge competition.
Mr. FirrreALDI. That is our dilemma.
Mr. KIJYKENDALL. We don't get much help either, because it seems

all of the parties involved contribute to the problem rather than to
the solution.
Mr. STAFFORD. I would like to say involved in this is the importa-

tion problem that is involved in all rates which is being upheld by
the courts, and this creates a problem with ratemaking.
Mr. KAHN. Let me comment further, Mr. Kuykendall, that so far

as I know the Commission, in the contested rate proceedings, has
never allowed below-cost rates. There may be one or two isolated in-
stances, but by and large we have condemned this situation.
Mr. KUTKENDALL. But to have investigated an existing rate,

charges have to be brought by another carrier. Correct?
Mr. KAHN. I was referring to the kind of situation with which

you were concerned, in railroads meeting barge competition with
below-cost rates.
Mr. KITYKENDALL. I have seen a lot of rates which a railroad, ifthey could operate that efficiently, would all be rich on some of their

other rates. I know that.
Mr. KAHN. Yes.
Mr. THOMPSON. You mentioned, in response to a question by thegentleman from Washington, it would take a 30-percent increaseby Penn Central to break even?
Mr. STAFFORD. I don't know if I said break even.
Mr. THOMPSON. Do you know this for a fact? Is this a ball parkfigure?
Mr. STAFFORD. No it is pretty clear.
Mr. THOMPSON.All right, you also made the statement, "But theynot competitively possibly make such a rate increase even ifthere were no objections to the increase from other sources?"
Mr. STAFFORD. I doubt that they would ever ask for that much,because they would probably start losing traffic.
Mr. THOMPSON. You used the word "competitively" they couldnot possibly take that much.
Mr. STAFFORD. For competitive reasons.
Mr. THOMPSON. Then is it the position of the Commission that we inCongress should look forward to a sick Penn Central Railroad simplybecause compensatively they cannot put the rates into operation thatare necessary for self-supporting operation and that we should expectyou and other members of the Commission to come before us asking

for relief?
Mr. KAHN. If I may point out, Mr. Langdon said that he wanted

an industrywide declaration from the Congress that there should not
be below-cost pricing.
He understood perfectly well that Penn Central alone could not in-

crease its charges and hope to continue to participate in the competi-
tion for traffic.
Mr. THOMPSON. What competition would they have that would

make it impossible for them putting the necessary rates into effect?
Would it be the truck lines?



69

•

Mr. STAFFORD. As we suggested, runs from Chicago to New York
with competing railroads.
Mr. THOMPSON. This would be competing railroads and not truck?
Mr. STAFFORD. It could be both.
Mr. THOMPSON. Let me say this then. Is it the position of the Com-

mission then that you are willing for the U.S. Government to in
effect, support an industry which cannot operate on a break-even basis
because of competition from some other source?
In other words, if it is not efficient, if it cannot maintain its own

operations because of some other competition, then we in Congress
should be called upon to make the necessary arrangements, whatever
would be the situation, guaranteeing trust certificates that eventually,
would have to be redeemed to keep them solvent is that your position?
Mr. STAFFORD. I think, of course, there is a certain amount of sub-

sidization for all forms of transportation, and the question of where
it goes and what to do with it I might say is in your hands.
Mr. THOMPSON. Then, as I read your answer, you are basically say-

ing, "Yes, we should look for a Federal subsidy, continuing Federal
subsidy, operational subsidy for a railroad such as the Penn Central?
Mr. STAFFORD. Well, the airlines have a very heavy subsidy.
Mr. THom-psoN. I am not speaking about the airlines, but Penn

Central right now, and I would like to know what the Commission's
viewpoint is?

Basically, your viewpoint is that we in Congress should look for-
ward to a continual operational subsidy because they simply cannot
competitively put the rates into effect that would allow them to break
even?
Mr. STAFFORD. No. The gentleman who appeared yesterday made

a number of recommendations that he would hope would improve at
least his operations to make them so cost oriented that, with an upturn
in business, they could compete so they would not be coming here for
further help.
Mr. THOMPSON. You still have not answered my question. You are

evading the point I am making, and I am making a very pointed ques-
tion, and that is simply this, that if Penn Central cannot, because of
competitive reasons, put in a rate structure necessary to support their
own operation, then we, in Congress, should look forward to a Federal
subsidy, continual Federal subsidy, to support the deficiency is that
the viewpoint of the Commission?
Mr. STAFFORD. I think that is about right.
Mr. THOMPSON. You also made the statement that only 82 percent of

any rate increase goes to a railroad because of State action.
Mr. STAFFORD. Isaid that was one of the factors that is involved. We

have a rule of thumb that indicates from past studies, as a general rule
industry will not, railroad industry will not, get a full 100 percent.
Mr. THOMPSON. In response to the gentleman from• Tennessee's

question, "Can a State overrule the Commission's action?" I did not
feel you gave a clear answer on it.
Is it a fact that you do not obtain 100 percent of the rate increases

because of the inaction of the Commission on insisting that your in-
creases are going into effect, or do the States have legal authority on
which they can overrule the Commission?
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Mr. KAHN. The Interstate Commerce Commission has been vested
with jurisdiction only over interstate rates, and, under an act of Con-
gress, to bring up to the level of the interstate rates, intrastate rates that
are found to be burdensome on interstate commerce.

Constitutionally, of course, the Congress can only act to regulate
interstate commerce.
Mr. THOMPSON. May I ask this question along that point? If we

can tell a wheat farmer in Kansas that he is affecting interstate com-
merce when he grows wheat unless he has a quota, can you not tell an
intrastate railroad that they are affecting interstate commerce and
therefore your rate does apply, or is the language that broad in the act?
Mr. KHAN. As I said a moment ago, sir, we have jurisdiction to in-

validate a State rate upon a finding that it is burdensome, unduly
burdensome on interstate commerce.
Mr. THOMPSON. Then, in effect, the 82-percent figure (=riven is be-

cause of the Commission acquiescing to the objections of the State?
Would that be a fair statement?
Mr. STAFFORD. Probably, because the railroads have never come in

to petition us; that would be my guess.
Mr. THOMPSON. Well, your statement was it was because of State

action that only 82 percent went in.
Do you ever acquiesce when a State says, "Well, we are not going;

to put this into effect even if it is required to have a profitable opera-
tion on intrastate, that it simply is not going into effect?" Does the
Commission ever stand up and say, "Well, you are going to put them
into effect?"
Mr. KAHN. The Commission has done it many times. We have been

challenged in court and consistently sustained by the courts.
Mr. THOMPSON. In effect, you do have authority over interstate as

well as intrastate?
Mr. KAHN. Insofar as we can make a statutory finding of undue

burden on interstate commerce.
Mr. THOMPSON. Well, today's court decisions should not be very

difficult because almost everything affects interstate commerce.
Mr. KAHN. We have encountered no difficulty.
Mr. STAFFORD. Congressman could I go back a second to the pre-

vious thing you stated where I said, "Yes," and what I was trying to
say in connection with that was that Mr. Langdon yesterday pointed
out four areas in which he hoped that by their institution he could
make his railroad a viable institution and so based on that, if those
things come about, then he thinks that it will not be necessary, and
then I will say in that case I agree.
Mr. THOMPSON. Well, the thing that concerns me about a continu-

ing operating subsidy is that we have seen them in the airline industry,
we see them now being asked for in metropolitan transit operations,
rapid transit, even the local bus operations, the railroads; who is ao-
ing to pay all of the money? We see in the Post Office that everybody
says we ought to have Federal subsidy.
I frankly think when a service is provided, the people using that

service should pay the cost of it. This is my philosophy, unless there is
some great overriding reason, and I do not see why this should not
apply to the transportation of goods by the railroad.
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It will increase the cost of products eventually because it is going
to have to be paid. Further, it concerns me when you indicate that
competitively a rate increase may not be able to go into effect because
of overriding competition.
I do not want to continually support a sick system. If management

changes cannot be made to make it a profitable operation, certainly
we should not have a continuing subsidy. That is the reason I asked
you your question and I was concerned by your answer, and I appre-
ciate your clarifying it.
Mr. STAFFORD. Based on what he said, I would agree with him it

would not be necessary to come back.
Mr. JARMAN. Mr. Metcalfe.
Mr. METcALFE. Mr. Chairman, I would like to ask Mr. Stafford a,

few questions. I am a new member and these will be more or less in-
formative questions to help me be updated since you had had hearings
during the previous Congress.
The first one is this: "What happened in the period to railroads after

aviation took a lot of their business away and railroads were then in
a good financial position, and then after that, we saw the necessity,
from a business point of view of the merging of the Penn Central
Railroad, we thought at that time, at least the general public thought
at that particular time, it was just another merger in order to
strengthen the services, but I guess actually it was a matter of finances?
Now, why is it, or what has happened in that interval that causes

the railroads to be in such a precarious position that they now have
to come before the Congress and ask for a subsidy?
From what I have heard in yesterday's testimony and today's testi-

mony, there is no clear answer as to what the future of the railroads
will be as a result of the information that I have gotten.
What happened in there when they were a viable business, profit-

making industry, and now they are in such a serious condition?
Mr. STAFFORD. Well, in the first place, the New York Central and

the Pennsylvania Railroad both had very low earnings at that period
of time.
The reason I am a little slow is that I was not a member of the Com-

mission at the time all of this took place. I have to look back on it.
But you say now what has happened to it since they have gone into

the merger?
Mr. ifETCALFE. I am not restricting my remarks to the Penn

Central.
While it is germane in this part of our public hearings today, I

am thinking generally in terms of the railroad industry, because I
mean, not only what is happening to the Penn Central, but the other
railroads I gather are also in a delicate position financially.
Mr. STAFFORD. Some are, but some are very strong.
Mr. METCALFE. But they can be weakened, and if the Penn Central

has been weakened, what assurance do we have that the others will
not?
Mr. STAFFORD. Well, of course, basically the long-haul roads are

in a considerably better position generally.
Mr. KITYKENDALL. Will you yield? Mr. Metcalfe, I will continue

with a supplementary question that I think might help.
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What is the relationship between the amount of total revenue 15
years ago that was involved with passengers and the present health
of the railroads ?
Mr. STAFFORD. Of course, your passenger system has become a costly

item and this is the reason the Congress saw fit to pass the so-called
Railpax legislation, to take the extreme cost off of the backs of the
railroads and yet help the people of this country maintain passenger
transportation.
Whereas transportation of people was at one time a very major

source of income for the railroads, since that time we have built all
of these airways with public funds helping all of this; we have built
tremendous highway systems, and the love of the automobile by the
owner
' 

his desire to get into that car and drive rather than riding a
train, has just killed off the passenger system.
Mr. METCALFE. No; I mean you have indicated that all of the rail-

road companies are not in the same financial position as the Penn
Central is, which means they must have some system of operating.
Now you mentioned about the long haul. But I am talking about

what has happened in the last 2 or 3 years, I mean, because we have
had our system of highways, I mean we have had competition from
the trucking industry, we have even had competition from barges,
but what has happened, I mean in there, because they were losing, or
the railroads were losing passenger service and it is true that they
did not update their equipment, I mean, to be in competition with
the airlines, but they were still a viable going commodity or business.
Mr. STAFFORD. Of course, this is not the first downturn we have had

and it appears to me that if you have even a very slight downturn
in the economy it creates problems first for the railroads.
This is because your carloading is affected first. When the car-

loading drops, there goes the profitability.
This is what has been the situation, there has been a downturn, as

I stated in my prepared remarks here, that 1970 had a downturn in
the carloadings and in the profit picture, and this was particularly
true in the eastern part of the country.
As I then said, as soon as business generally begins to pick up, and

I think it will very shortly, then I think this will be one of the best
things that can happen to the railroads, to get them started, and I
don't think it is a final answer because I think some of these other
steps that you gentlemen are considering will have to be given some
further thought.
But I do think an upturn in economy is going to show some marked

effect on the marginal roads.
Mr. METCALFE. What is wrong with my thinking, if I follow you

logically, then, according to the economy, whether there is an upturn
or a downturn, that Congress will eventually and will continuously
feed more money into it when there is a downturn in the economy ?
Is this what I am hearing you say, and is this the future, I mean,

for our country?
Is this what Congress has to be faced with right now?
Mr. STAFFORD. Hopefully not. You did it in 1958, sir, you set this up

under part V, I believe.
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Mr. METCALFE. What I want to find out is, whether or not, I mean
through your Commission, you have been aware of these trends and
have taken any precautionary steps in that particular direction?

Particularly am I concerned about the rate increase. Of course, we
know that there are some commodities that are carried where there is
a larger profit. Why isn't that carried like any other business?
I mean why aren't the rates based upon a larger margin of profit for

one commodity and then anticipating that if you are going to be in a
competitive market that you have to have a smaller rate for the others?
I don't think this has been done, and I am appalled at why it has not

been done.
MT. STAFFORD. This is the old business know-how, to try to compete

with his opposition. Could I have Mr. Fittipaldi answer?
Mr. FITTIPALDI. I am not quite sure, sir, I have your question.
As I take it, you are pointing up the fact that some commodities

bear a larger burden of the transportation system than other commod-
ities is that it?
Mr. METCALFE. Well, that is the specifics of it, but the real question

I have is, why is it that the railroads have not been on a more sound
base of operation in terms of anticipating what the percentages of
loss are going to be?
I just used the rate structure as one example of why they are in the

position they are in right now.
Mr. FITTIPALDI. Again sir, I don't think I can answer the question

as to the extent of why they couldn't, why the railroads couldn't antic-
ipate the problem.
Mr. METCALFE. The reason I raise the question about why they

couldn't is because I am concerned about what we are going to do for
the present and future of our country, and I think I need to know
those answers before I can give intelligent judgment as to what direc-
tion we need to go to in the future.
Mr. FrITIPALDI. Right, sir, but on that particular point I couldn't

very well state why they failed to anticipate the downturns and up-
turns and so on.
Mr. METCALFE. I know, but you, as a Commission, isn't that your

responsibility to determine these, because, as you issue rate increases,
as you regulate intra- as well as interstate, that these would be the
factors involved?
Mr. STAFFORD. Congressman, I am afraid I may be getting a little

too morbid on this stuff, but I do foresee a very bright future for the
railroads. Some of them of course will continue to have problems, but
competition has a very great deal to do with it.
Mr. METCALFE. Of course, you have a more vast knowledge of it,

but I don't share that enthusiasm or optimism, and this is the reason
for my questioning.
Thank you very much, Mr. Chairman.
Mr. JARMAN. At this point, may I mention that we have scheduled

the Department of Transportation for testimony this morning also,
and witnesses are standing by.
Are there additional questions?
Mr. Adams?
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Mr. ADAMS. I have just one area, Mr. Chairman, and I will make it
very brief.
Have you intervened in the Penn Central bankruptcy proceedings

in Philadelphia as a party?
Mr. STAFFORD. Did we intervene?
Mr. KAHN. Not yet, Sir.
Mr. ADAMS. Why not?
Mr. KAHN. There has been no occasion for intervention. We have

followed that proceeding very closely. We have received in our office
copies of all pleadings and orders entered by the court. There is no oc-
casion for a formal entry in that proceeding as yet.
Mr. ADAMS. Do you have an administrative procedure or do you need

additional legislative authority to go to the 18 railroads that you have
testified to in order to require correction of their capital structure so
they can be competitive?
Mr. KAHN. We have presently no authority to amend on our initia-

tive the capital structure of the railroads.
Mr. ADAMS. I just posed this because, Mr. Chairman, from what the

gentleman from Tennessee mentioned, you simply take the position of
letting the private enterprise system work and that these railroads go
into reorganization and the debt people and equity people are wiped
out and the roads are squeezed down to a size where they are competi-
tive and therefore do not have to have the rate increase?
What I want to know from you is whether or not that is the posi-

tion that the committee should take. Should Congress give you author-
ity in those areas to let those who lose, lose, and those who win, win?
Or we should continue throwing peanuts to the elephant? Which is
like what we have done with the Penn Central?
Mr. KAHN. I think the primary concern of the Interstate Commerce

Commission is, as it has been in the past, to assure that transportation
services are rendered to the shipping public at a fair and reasonable
price.
Mr. ADAMS. I know that. I mean that is all final. Do you want us

to give you authority or do you need authority so that this system
shakes out or are you going to come in with a subsidy program?
Mr. KAHN. I think it is relevant, Congressman, and the reason is

that if a railroad has to go through bankruptcy and there is no threat
to continuing service to the public, then this may be an appropriate
way to assure the future profitability of the operation.
Mr. ADAMS. That is in the 77 reorganization that is what the 77

reorganization was all about.
Mr. KAHN. Yes, but as was the case on the New Haven, when there

was a distinct threat of the cessation of service, that had an altogether
different posture.
Mr. ADAMS. Mr. Stafford, do you agree with what he has said, that

maybe we let the private enterprise system function with its downs
as wells as ups?
I know it is hard, but we are going to face it with Penn Central be-

fore October and we want to know which way you can, which way
you recommend we go. Then I will be finished, Mr. Chairman.
Mr. STAFFORD. I will try to give you a Commission position on that

shortly.
Mr. ADAMS. Would you, please.
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(The following letter was received for the record:)
INTERSTATE COMMERCE COMMISSION,

OFFICE OF THE CHAIRMAN,
Washington, D.C., March 31, 1971.

Hon. JOHN JARMAN,
Chairman, Subcommittee on Transportation and Aeronautics, Committee on

Interstate and Foreign Commerce, House of Representatives, Washington,
D.C.

DEAR CHAIRMAN JARMAN : During the March 10th hearings before your sub-
,committee, Mr. Adams raised a question on how to correct the capital structure
of financially foundering railroads and restore them to a competitive status. He
asked specifically whether administrative procedures have been established for
that purpose or whether additional legislative authority is needed. I agreed to
seek a Commission consensus and report thereon to the Committee.
As we view the colloquy (transcript, pp. 112-113), Mr. Adams portrays the

problem in terms of two alternatives: government aid or reorganization (more
precisely, "shaking out" excess debt and equity and "squeezing down" the rail-
road to a competitive size). And he appears to envision a possible answer in a
regulatory power to force the carriers to correct their capital structure; and, in
the exercise of that power, to let the chips fall where they may.
We do, not believe the problem or the answer is reducible to those simple al-

ternatives—so long as this country remains committed to the private enterprise
system. Nor do we believe all situations are susceptible of the same remedy.
In two pending railroad reorganization proceedings under section 77 of the

Bankruptcy Act, we have heard parties and the reorganization court speak of
such things as conserving the estate for the creditors, of liquidation, and of con-
fiscation violative of the Constitution. Even the Supreme Court of the United
States, noting these statements in passing, seemed unperturbed. Yet, all these
ideas are, at least in some degree, inimical to continued performance of service
for the public by a financially distressed railroad. And the very fact that they
have been voiced in places of authority is significant indication that no simple
solution lies in a statutory authority to step in and, by administrative fiat, force
a financial restructuring, or in precipitating a section 77 bankruptcy.
One of the principal reasons for the enactment of section 77 of the Bankruptcy

Act was to provide a ready remedy for overhauling a railroad's financial struc-
ture without impairing its primary responsibilities as a regularly functioning
carrier. See St. Joe Paper Co. v. Atl. Coast Line R. Co., 347 U.S. 298, 309 ft. 12
(1954). Unfortunately, section 77 has turned out to be neither an inviting nor a
ready remedy.
Owners and managements are hesitant, in the first place, to file in reorganiza-

tion for fear of forever foreclosing their interest. And once in reorganization, the
-new managements under supervision of reorganization courts seem both reluc-
tant to rationalize the operations and physical plant and incapable of devising
acceptable plans for scaling down debt to manageable size.
In addition, section 77, conceived for statesmanship rather than disparity, con-

tains (1) numerous steps for passing a reorganization plan back and forth re-
peatedly among the Court, the Commission and the security holders, and (2)
procedures for repeated reopenings on the basis of new facts. It has been said
that section 77 is a lawyers' paradise, a railroad statute with no terminal
facilities.
Thus, the processes of "shaking out" and "squeezing down"—even to let the

chips fall where they may—can go on and on almost interminably. It took 23
years (with the help of a "war-boom" economy) to bring the Missouri Pacific out
of reorganization; 38 years for the Boston and Providence. In the meantime, we
walk the tenuous line between the maintenance of essential public service by rail
and the undue consumption of private property for public purposes without just
compensation.
This raises the question of what is essential service. It might be advanced that

loss-producing services should not be sustained; but we would warn against such
a proposition for indiscriminate application. Essentiality of a service should not
be determined solely on the basis of a particular carrier's costs in producing it.
The Commission has regularly considered other factors.
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The problem seems not so much in determining the question as in having it
duly brought to the Commission. Before bankruptcy, a railroad is free to survey
its business, identify the low-volume non-productive lines, and seek their aban-
donment under section 1 (8)—(20) of the Interstate Commerce Act. After bank-
ruptcy, section 77(o) of the Bankruptcy Act contemplates that the trustee and
reorganization court will likewise seek the abandonment of unneeded lines. But
i.n neither circumstance has the Commission thus far been overwhelmed with
abandonment applications.
The railroad industry in its recent Astro Report, and railroad spokesmen

throughout the land have cited excessive facilities and operations as a serious
cause of the industry's current malaise, and have indicated the beginnings of a
major effort to eliminate the alleged redundancy. In anticipation, the Commis-
sion has taken special steps internally to deal expeditiously with an increased
workload in this area. We shall keep a close watch on developments, and in the
event the need for staff or budgetary augmentation or for statutory change be-
comes evident, we shall be prepared with a timely proposal for Congressional
assistance.

I would also point out that section 77 of the Bankruptcy Act contemplates the
rapid submission by the debtor railroad of a feasible plan of reorganization. Just
as section 77(b) contemplates a scaling-down of the debt, section 77(o) specifi-
cally provides for reduction in the size of the debtor's plant. Yet, in several recent
instances, the debtors in reorganization have been disinclined to propose plans
for rationalizing the railroad and its operations, choosing instead to rely on the
hope that all its services and all its financial obligations might be included in
and taken over by another, healthier, rail system. Thus we find that sufficient
utilization has not been made of section 77(o), even though, in some instances
at least, its use might well have brought a speedier end to the proceedings. This
failure to exploit the means provided by section 77 for whittling down debt and
plant may be due in some part to the many difficult collateral problems relating
to a debtor road's bonded indebtedness, which trustees and reorganization courts
must face.
The Bankruptcy Act contemplates in section 77(d) that a reorganization plan

be devised and submitted rather quickly—within six months of the court order
approving the petition for reorganization. But this section also permits the court
to grant extensions for periods up to six months, and, in fact, repeated exten-
sions appear to be the normal course. As a result it takes much longer than six
months before reorganization plans are presented to the Commission for con-
sideration. Perhaps what is needed, and this is something the Commission will
continue to explore, is some revision of section 77 which would impose a clear
duty upon the parties to produce a reorganization plan and, if they are unable
to do so within a specific time, to direct a government agency—either the Com-
mission or the Department of Transportation—to promulgate a plan which would
be binding upon all the parties and upon the Bankruptcy Court. It may also be
that other modifications of section 77 to eliminate some of the opportunities for
delay should be considered at this time.
Turning to Mr. Adams' reference to "subsidy" as the alternative to regulatory

action, I will make just two points and leave further comment to our legislative
program soon to be presented. First, we believe it is inaccurate to consider the
guaranteed loans a subsidy, and second, we would remind you that Congress
itself has attributed the railroads' difficulties in part to the massive and out-
right public subsidies given the competitor modes.
The guaranteed loans were used to pay the wages of labor, to provide essential

maintenance work and to buy essential equipment—in other words, to keep the
service going for the benefit of the public and not to protect excessive debt. More-
over, of the $242.5 million of total loans in our Part V program, almost one-
third has been fully repaid and more than $92 million is current. The part in
default, some $71 million, is in the hands of the Department of Justice for col-
lection and much of that will be recovered.
We believe our upcoming legislative proposals, when taken together with other

bills we are commending to you and with administrative actions being under-
taken, will provide a sound course for dealing with the major problems in
transportation.

Sincerely yours,
GEORGE M. STAFFORD, Chairman.
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Mr. ADAMS. Thank you, Mr. Chairman.
Mr. JARMAN. Mr. Dingell.
Mr. DINGELL. Thank you, Mr. Chairman.
I want to express my apology for being called away for another

committee of which I am a member. If these questions have been
asked, gentlemen, I want you to indicate.
Mr. Stafford, I read your statement in between my trips to and

from the committee, and reading pages 5, 6, 7, and 8, it looks like
the Interstate Commerce Commission is just standing aside and let-
ting nature take its course preparing not at all for the winter or
deluge that is sure to come when these other people go under.
I would like to have you tell us, if you please, what power you

need, first of all, or what power you have to see to it the rate struc-
tures of railroads now in bankruptcy and then railroads going into
bankruptcy are compensatory and adequate, first of all, to secure
viability of the railroads, and I am asking about you doing it on your
own and not waiting until someone files a pleading before your agency,
and do so expeditiously, to eliminate the complaints the Penn Central
trustees were discussing yesterday with regard to the below-cost rates.
What specific powers do you have in the Interstate Commerce Act

or related acts and what powers do you need?
Mr. KAHN. We believe adequate powers now, but, as we responded, I

believe perhaps while you were out of the hearing room, the problems
of the Penn Central in bringing the prices it charges to a compensatory
level cannot be looked at in isolation. They must be viewed in the con-
text of the railroad competition with other railroads and other truck-
ing concerns.
If it were simply a matter of Penn Central raising its rate to a com-

pensatory level, I assure you it was worked on a good long while ago
and it can be done now.
Mr. DINGELL. That is a very good statement, and your answer is you

have enough power to handle the problem and to see to it the rates
are brought up and so forth.
Can you do it expeditiously? I am sorry, Mr. Stafford, I have heard

your comment, but I want to hear his answer for the record in full.
'Can you do it expeditiously?
Mr. KAHN. Definitely.
Mr. DINGELL. Then your time limit is October, November, or Decem-

ber of this year before they go bankrupt and look for more money?
Mr. KAHN. Mr. Langdon's testimony, as I understood it, was if these

four areas showed some promise of success, they will not be back ever.
Mr. DINGELL. No, his statement was they were going to be back if

these four areas don't show promise, that is, they would be in to recom-

mend to us we do something about dissolution of the railroads in one

of the series of enumerated fashions set out in the statement.
Mr. THOMPSON. Will you yield?
While you were out of the room, I asked a question concerning the

statement it would take a 33-percent rate increase in order to bring

rates up to a breakeven point and it was pointed out competitively the

Penn cannot.
Even if the Commission has authority to impose this rate, are they

going to impose a rate that would cause the Penn to lose their competi
-

tive position?

58-355-71-6
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It appears to me as though we are faced with a continued subsidy
considering the position taken by the Commission.
I just wanted to make that observation since you might have been

out of the room.
Mr. DINGELL. I observed, you have informed me through a note you

have a proceeding pending down there with regard to Penn Central,
and I assume this is the one you referred to earlier, which deals with
the question of the rate structure at Penn Central. Am I correct?
Mr. KAHN. We were referring to two proceedings. We have a sepa-

rate investigation of Penn Central and the circumstances that led to
its bankruptcy and another proceeding, ex parte 270, an inquiry into
the rate structures of the railroads, including Penn Central.
Mr. DINGELL. All right, when will these be concluded?
You know this committee is going to be looking to you gentlemen,

with your substantial staff and capability, to inform us so we can
make proper judgment when the matter is back before the committee
in the fall, and when do you anticipate the two studies will be com-
pleted to give guidance to the committee?
Mr. KAHN. I don't think the 'Commission's opportunity to render

assistance to the committee is necessarily limited to the proceedings.
Mr. DINGELL. I assume the proceedings, though, will answer a lot

of the important questions before the committee with regard to Penn
Central and other railroads.
Mr. KAHN. Yes, sir.
Mr. STAFFORD. I would like to make one other point in helping

Penn Central. They have to cut their costs and this is what he spoke
to yesterday to a great extent.
Mr. DINGELL. He spoke to cutting costs but also spoke toward get-

ting a rate structure which will be compensatory, about eliminating
below-cost rates. Some of the other things were matters in which you
indicated the Interstate Commerce Commission does not have primary
jurisdiction. I am not holding you, insofar as regards labor costs

' 
and

things of this kind, but I want to know when you are going to have
the two studies you have alluded to completed, so they may bear on
the considerations of this committee with regard to a request for
significant further guarantees.
We have already guaranteed $100 million and we might be calledon to guarantee as much as $500 million, and I am sure these studies

will be highly relevant.
When will they be completed so the committee will have the benefit

of judgments that the Interstate Commerce Commission will make
with regard to whether or not we are going to make further loan
guarantees?
Mr. STAFFORD. There was just put before me the order of our hearing

on the Penn Central, which will start on April 15, with the filing of a
verified statement on the matter, and we hope then to start supplying
certain information.
Mr. DINGELL. Well, can you tell us when you will have those judg-ments made or when will you have those finished so we can have

benefit of your guidance on these matters?
Mr. STAFFORD. This depends a great deal on legal procedures whichare forces that are outside of our control.
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Mr. DINGELL. I am aware of that and am aware of the difficulty
you have in answering this, but you know in October, November,
December, this committee is going to be considering whether we will
extend further guarantees.
Now, Mr. Wirtz has said it may well be that he will make a recom-

mendation to the committee and to the court that the whole matter
be allowed to go under.
Mr. KAHN. Mr. Langdon yesterday was appealing to the help of

this committee to get industrywide increases of rates, not simply the
Penn Central's, and for this no further hearings are required.
Mr. DINGELL. Don't you people have inhouse authority to go into

these matters on your own?
Mr. KAHN. Very definitely but we do not have a congressional

declaration that costs which are below long-term variable costs should
not be permitted.
If the Congress makes that determination, the Commission will

administer that program.
Mr. DINGELL. You don't have authority in this particular area then?

Mr. KAHN. We have no legislative standards that suggest that the
rates below the long-term variable costs should not be permitted.

Mr. DINGELL. What steps are you taking to see there is no default

with regard to something which would create liability on the part of

the Treasury?
We had an unhappy experience with the Interstate Commerce

Commission with regard to New Haven. What steps are you taking

to assure the rate structure is going to be such there will be no de-
fault which will lead to liability on the part of the United States
under the guarantee?
I would like to have you name specific steps.
Mr. KAHN. If you are referring to the $100 million authorization.

Mr. DINGELL. With regard to the $100 million guarantee, yes.
Mr. KAHN. I think, Congressman, that question had better be ad-

dressed to Secretary Beggs, since the loan authorization was approved
by the Department of Transportation and not the Commission.
Mr. DINGELL. Well, I saw to it that it was done in consultation with

the Commission so as to impose a responsibility on you and Mr. Beggs

and on the Department of Transportation and have it coordinated.
I get the feeling you folks are sitting idly back calling balls and

strikes rather than causing affirmative action.
This kind of impression, let me say, is not good when there is an

active move on the Hill to abolish the Interstate Commerce Com-

mission. It may be, if I see your agency continuing to proceed in the

fashion that I get the impression it is proceeding with regard to this

loan guarantee and the rates and other matters, I may just join that

particular stampede.
Mr. KAHN. Well, Congressman, certainly the Commission is fully

aware of the needs of the Penn Central and we are processing their

rate increase applications and we are set to receive their abandonment

applications and doing everything that I think the law permits us t
o

do to be of assistance to Penn Central.
All of this, of course, will permit it to become a viable operation

and hence to make the repayment of the trustee certificates guaranteed

by the Government.
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Mr. DINGELL. Well, now, in conclusion, Penn Central said that tho3ywere going to have to make some judgments in 6 or 7 months as to,whether or not there would be a careful plan for breakup of PennCentral.
Does your Commission have any orderly steps so you can guide theCongress at the time this 6- or 7-month period is up and the PennCentral trustees are going to be making some recommendations withregard to further actions by the Federal Government?Are you taking any steps so you will be ready when that judgmentis forced upon you?
Mr. STAFFORD. We think we will have, as soon as the Commissionacts on our legislative proposals.
Mr. DINGELL. On your legislative proposals?
Mr. STAFFORD. Yes, sir. We will have several. In addition, we havethe program underway right now preparing for what we call whole-sale applications for doing away with certain mileages of track.Mr. DINGELL. That is all well and good, but it still does not get us atthe below-cost problem.
The fundamental question is do the recommendations which willbeset the Congress when the trustees come forward, if they do, withregard to the sequence of alternatives, that I have alluded to and youhave not comforted me at all with regard to this particular, and Ithink really you have a responsibility to start gearing the Commis-sion up to come forward with appropriate recommendations or to.conduct day-to-day supervision of the matters related to Penn Centralinsofar as you have responsibility, which I understand is the rates, andyou have a duty to coordinate your approaches to the Department ofTransportation to see what they are going to do and how they areconducting these matters, and I must tell you again I just do not getthe impression you folks down there are doing this job, and I havebeen seeking some comfort in it, and I must say you have given mevery cold comfort this morning.
Mr. STAFFORD. We think we are working closely with Penn Centralin trying to help them.
Mr. DINGELL. I know our chairman has problems on time and Ihave been delayed. Suppose you give us a memorandum in responseto a communication I will direct to you and ask to have inserted inthe record at this point, outlining these particular matters.I just want you to know, Mr. Stafford, I am not satisfied on thebasis of the record as I see it at this time and on the basis of your state-ment that you have properly and fully carried out your responsibil-ities to anticipate the future circumstances.Certainly, the situation as it arose last fall with Penn Central rush-ing into bankruptcy on relatively short notice and the demand by trus-tees that there be a guarantee of hundreds of millions of dollars ofcertificates, I don't believe was adequately anticipated by your agency,and I don't honestly believe you have shown us circumstances whichwould indicate that you are anticipating future outrages of thiskind.
Mr. STAFFORD. We will be happy to have you—I believe you saidyou would send a written request?



81

(The following correspondence was received for the record:)

CONGRESS OF THE UNITED STATES,
HOUSE OF REPRESENTATIVES,

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE,
RAYBURN HOUSE OFFICE BUILDING,

Washington, D.C., March 12, 1971.

Hon. GEORGE STAFFORD,
Chairman, Interstate Commerce Commission,
Washington, D.C.
DEAR MR. CHAIRMAN: I am certain that you will recall our colloquy on

March 10, 1971, when you appeared before the Subcommittee on Transportation
and Aeronautics with respect to the Emergency Rail Services Act of 1970. It
was suggested to you that you bring the discussion that we had to the personal
attention of each member of your Commission.
Be assured that my dissatisfaction with the operation of the Interstate Com-

merce Commission is not directed at you but rather at the full Commission and
past Commissions for too many years. You explained to me as candidly as I
believe you could why you were not able to answer all of my questions the other
clay. I recognize that you have to consult and clear many, many projects with
the other Commissioners. I firmly believe that consultation and clearance in the
Commission is working more ill than good.
In order to expedite the work of the Commission, I am introducing a bill

to reduce the Commission from 11 members to 5 members (a draft is enclosed).
Of course I do not expect this to solve all of your problems, but it should bring
some solutions to the surface sooner. In addition to answers to the specific
questions I asked the other day concerning when your studies will be completed
and what the Commission proposes to meet the needs of the railroads, we should
have your legislative proposals now. They will not be of much help if 18 roads
go under while your proposals await clearance.
I make the point here that my evaluation of the Commission for some time

has been that it operates in fields of primary nonaction and secondary reaction.
In short, this should be turned around and we should have an action Com-
mission actively pursuing its regulatory responsibilities and not a "study"

Commission or a service organization for the carriers. We are at a crossroad
where we must choose to either improve regulation or to choose a new course.

What do you suggest? Your early responses will be appreciated.
Sincerely yours,

JOHN D. DINGELL, M.C.

Enclosure.

A BILL To provide for a gradual reduction in the membership of the Interstate Com-
merce Commission from eleven members to five members

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That, upon the expiration of the term of
office of any member of the Interstate Commerce Commission on and after the
date of enactment of this Act, the President shall not appoint an individual to fill

the vacancy so created until the number of members of the Commission is re-

duced from eleven members to five members. Thereafter the qualifications of

the members and the manner of payment of their salaries shall be as already

provided by law.

INTERSTATE COMMERCE COMMISSION,
OFFICE OF THE CHAIRMAN,

Washington, D.C., March 24, 1971.

Hon. JOHN D. DINGELL,
House of Representatives, Washington, D.C.

DEAR CONGRESSMAN DINGELL: Thank you for your recent letter which refers

to my March 10 appearance before the Subcommittee on Transportation and
Aeronautics. Your remarks and the attached copy of your bill, which has been

enrolled as H.R. 6229, have been reviewed by all of the Commissioners.
We are determined to present a timely package of constructive legislative

proposals which would enable the Commission to effectively deal with some of

our Nation's more pressing transportation problems. Mindful of the pressing

nature of these problems, each of the Commissioners is actively engaged in

1
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this priority enterprise. For your information, I have scheduled the matter forCommission conference on March 26 to finalize our legislative proposals. Ianticipate that we will tender our proposals to the Congress shortly thereafter.We are not unmindful of your criticisms. However, I am confident that ourlegislative program will attest to the constructive value of teamwork and fullyacquit the extensive and conscientious deliberations which have preceded thefinal product.
You may be assured that we are eager to cooperate with the Congress to theend of achieving an adequate and economical national transportation system.Sincerely yours,

GEORGE M. STAFFORD, Chairman.
Mr. DINGELL. But I also want the dates when you anticipate thesestudies will be concluded. You have some questions before you andyou have not been able to tell us who is going to need $100 million,or something like that, more than the guarantees than you have beforeus, and what is the fundamental information we are going to needand when will it be available?
Mr. STAFFORD. We gave you the report today on 18 roads that werevery close to bankruptcy. Management can make that determinationanytime they desire.
Mr. DINGELL. That is one of the things that makes me apprehensive.Here you are telling us this morning these 18 roads are close to bank-ruptcy, but to the best of my knowledge we had no advance warningof 18 roads on the brink of bankruptcy.
But we have known for a long time there were a bunch of them.Here this morning there is flying into us that there are 18 roads introuble.
Frankly, on the basis of your statement and colloquy with my goodfriend, Mr. Adams, I come to the conclusion they are in serious trou-ble. I think we are going to have to consider, are we going to doguarantees, or, as Mr. Adams mentioned, let them go under.Penn Central's situation is, in my view, about 50 percent rascality,and 50 percent stupidity, and yet they rush in and try to stimulatethis committee into guarantee of loans under all manner of circum-stances that would perpetuate what is clearly a continuing pattern ofoutrage.
I don't get the feeling you are giving the kind of guidance and helpwe need, and after all, you are an arm of Congress, so we can arrive atappropriate anticipatory judgments so we not find others in bank-ruptcy with demands for guarantees and others rushing in here forguarantees. I think it is a very bad performance, sir.
Mr. STAFFORD. Congressman, of course a lot of this has been broughton by the inflationary problems we have.
Mr. DINGELL. I am aware of it. I am aware of it because you folks arethe custodians of the welfare of railroads. The Interstate Commerce

Commission Act charges you with the duty to see to it that the rail-
roads remain in reasonably good financial health.
You can't protect against criminality and stupidity and pyramiding

of assets into A to Z-type blue-sky castles but nevertheless you must
do something to protect us in this matter and give us guidance, and I
don't see any sign that you have given us guidance and I see no kind
of therapeutic guidance that you have given.
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I don't mean just you you have a goodly number of Commissioners
and you have not been doing what you are supposed to. I very much
mean that, and I am very much distressed.
Mr. PICKLE. I want to comment that I have the distinct feeling that

you, the Commission, also would like to have a specific directive, legis-
lative statement from the Congress that you are to do these things and
perhaps this is also an order of things.
Mr. STAFFORD. That would be very helpful.
Mr. DINGELL. I hope you will get such requests up here because this

committee is anxious to work with you and give you the help you need
to do the job. We are not just criticizing you, but we are begging you
to tell us what help you need and how we can work together to head
off further Penn Centrals and work together to see to it that taxpayers
are preserved and we are not going to have to nationalize the railroads.
Mr. STAFFORD. I think an increase in business will be the first thing

that will help.
Mr. DINGELL. That is not within the power of anybody in this room

I know of.
Thank you, Mr. Chairman.
Mr. JARMAN. Let the Chair announce now that time limitations be-

ing what they are this morning, and the House going in at 12, we have

had to schedule the Department of Transportation spokesmen for 10

o'clock tomorrow morning.
Are there any additional committee questions before the Interstate

Commerce Commission leaves?
Mr. ADAMS. No, Mr. Chairman.
Mr. JARMAN. The subcommittee will stand adjourned until 10.

o'clock tomorrow.
(Whereupon, at 11 :55 a.m., the subcommittee adjourned, to recon-

vene at 10 a.m., Thursday, March 11, 1971.)

IP
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REVIEW OF THE EMERGENCY RAIL SERVICES ACT Or
1970

THURSDAY, MARCH 11, 1971

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON TRANSPORTATION AND AERONAUTICS,

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE,
Washington, D .0 .

The subcommittee met at 10 a.m., pursuant to notice, in room 2123,.
Rayburn House Office Building, Hon. John Jarman (chairman)
presiding.
Mr. JARMAN. The subcommittee will please be in order.
Today we expect to complete this series of hearings on a review of

the Emergency Rail Services Act of 1970. Our witnesses today are
from the Department of Transportation and are Mr. James M. Beggs,
Under Secretary of Transportation, and Mr. Carl V. Lyon, Acting
Federal Railroad Administrator.
Gentlemen, I know that you were here yesterday and I regret that

we were unable to receive your testimony then. However, as I am sure
you are aware, the status of the Nation's railroads is a subject of great
importance; therefore, the Chair did not wish to cut your presenta-
tion short by attempting to work you in, in the last few minutes of
yesterday's session.
Thank you for your patience and now you may proceed as you see

fit.

STATEMENT OF HON. JAMES M. BEGGS, UNDER SECRETARY, DE-

PARTMENT OF TRANSPORTATION; ACCOMPANIED BY CARL V.

LYON, ACTING ADMINISTRATOR, FEDERAL RAILROAD ADMINIS-

TRATION

Mr. BEGGS. Thank you, Mr. Chairman.
Mr. Chairman and members of the committee, let me say in the

beginning that we in the Department of Transportation are indeed
very much concerned about the railroad situation in the country today
and have been ever since we came into town 2 years ago.
I am pleased to appear before you today to discuss the Department's

activities under the Emergency Rail Services Act of 1970, particularly
with respect to the Penn Central Railroad.
Before examining Penn Central's situation, I would like to review

briefly the general earnings picture in the rail industry. The pre-
liminary figures for railroads earnings in 1970 vary little from what
we had expected. While gross operating revenues reached a record.
high of $12 billion, the increase in expenses outpaced revenues. We

(85)
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believe the final figures will show net railway operating income ofabout $500 million, as compared to $655 million in 1969.
Net ordinary income is expected to be about half the $514 millionof 1969 and return on investment will decline to 1.76, the lowest since1938.
We are hopeful that both traffic and earnings will improve in 1971.However, there is no discernible trend in either from the figures avail-able for January and February. Any optimism is contingent on manyimponderables.
Revenue will increase in 1971 as a result of freight rate increases andhopefully major gains in carloadings and revenue-ton miles, but op-erating expenses will continue to climb. The recent wage settlementsand those yet to come, plus increased material costs, are major factorsinfluencing any projection of recovery or further decline in 1971.
At this point, I am not optimistic that any really significant im-provement in the industry's revenue-costs ratio will occur in 1971.Therefore, for those roads in reorganization or on the brink of bank-ruptcy, the picture continues to look very bleak.
The Penn Central witnesses have given you their latest estimates of

oash needs and cash resources. I think it is clear to all that the railroadis running today because this committee and the Congress acted to pro-vide the emergency loan guaranty assistance.
On January 7, 1971, the trustees filed an application with the De-

partment under the provisions of the Emergency Rail Services Act of
1970 for the guarantee of trustee certificates in the principal amount of
$110 million. The purpose of the guaranty was to meet payroll andother expenses necessary to prevent cessation of essential transporta-
tion services. The trustees advised that without the guaranty of certifi-
oates they would have a cash deficit of $5.3 million by the end of Jan-
uary which would necessitate the termination of service.
On January 11, 1971, we advised the trustees that, in addition to in-

formation contained in the loan guarantee application, we would need
to examine alternative means of generating cash, including the factor-
ing of accounts receivable, equipment refinancing, the prospects of di-
vestment of affiliated companies, and the possible sale of real estate. In
other words, all sources of funding had to be fully explored. This ma-
terial was furnished in a supplemental submission received in the De-
partment on January 12, 1971. We had analyzed Penn Central's actual
cash flows between July 1 and December 31, 1970, and its forecasted
cash flows through March 31, 1971, and determined that a minimum
operating cash balance of between $20.1 and $22.3 million should be
maintained to assure operational liquidity.
After examination of all relevant data, and after consulting with the

Interstate Commerce Commission and other executive departments, we
concluded that the guaranty of trustee certificates in the principal
amount of $100 million were justified. Accordingly, the Secretary ap-
proved the guaranty of trustee certificates, subject to the terms and
conditions set forth in exhibit A to the agreement on terms and condi-
tions. A copy is attached to my testimony, and I request that it be made
a part of the record.
Mr. JARMAN. The committee will be glad to receive it.
Mr. BEGGS. The agreements for the guarantee and sale of the certifi-

cates were executed on January 26, 1971. The proceeds from the sale

1.
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were placed in short-term Government securities and bank certificates
of deposit and made immediately available to the trustees to be drawn
out as needed. The trustees are required to give the Secretary advance
notice of their intention to make a draw down and to consult with
him regarding the need for the draw down.
The trustees drew down $15 million on January 28, 1971, which

was applied to cover payroll and associated payroll costs due on
January 28, 29, and February 2, 1971. On February 16, 1971, the
trustees were authorized to draw down $50 million to meet the 1970
retroactive wage increase and associated payroll costs. These funds
were disbursed to employees beginning on February 16, 1971.
Under the terms and conditions, the trustees were required to sub-

mit, within 30 days from the execution of the guaranty agreement, a
plan for the sale of nontransportation assets of the company and its
corporate subsidiaries. This would include security holdings. That
plan was due on February 25, 1971. On February 23, 1971, we re-
ceived a telegram from the trustees requesting a postponement of the
filing date. An extension of 18 days, from February 25, 1971, to
March 15, 1971, was granted.
A plan for abandonment of uneconomical lines of railroad was

also requested by February 25, 1971. The trustees submitted phases
I and II of a three-phase plan outlining proposed abandonments.
Phase I consists of 16 lines or segments of line in four States and one
Province in Canada, consisting of 114 route miles varying in length
from 1 or 2 miles up to 60 miles. Applications for abandonment of
these lines have already been filed with the Interstate Commerce
Commission and the Transport Commission of Canada.
Phase II of the program consists of 67 lines or segments of line

comprising a total of 705 route miles. The trustees have petitioned the
reorganization court for authority to abandon 63 segments comprised
both of Penn Central and leased line ownership, and in the interim to
file applications with the Interstate Commerce Commission for cer-
tificates permitting such abandonments. Appropriate abandonment
applications for these 63 segments, as well as four additional segments
of affiliated companies, are being prepared and are expected to be
filed with the Commission this month.
The trustees have advised that a study is underway to determine the

lines which will be included in phase III of the immediate abandon-
*ment program. This determination involves analysis of approxi-
mately 2,662 route miles. It is expected that the specific content of
phase III will be decided by April 30, 1971, and a request for authority
filed with the reorganization court. Subsequent phases will be de-
veloped and processed promptly. The trustees estimate that the total
program will ultimately result in a reduction of about 5,000 route
miles, or 25 percent of the present total.
As to Penn Central's future cash requirements, it is anticipated that

the $100 million will carry Penn Central through the third quarter
of 1971. We are carefully watching Penn Central's onerations and its
cash flow and will keep the committee fully advised.
The Central Railroad of New Jersey and the Boston & Maine also

have filed applications for guarantees of trustee certificates in the
principal amounts of $10 million and $12 million, respectively. These

1
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applications are now under consideration and it is expected that
decisions will be reached within the next 2 weeks.
Mr. Chairman, this completes my prepared statement. I shall be

pleased to answer any questions the committee may have.
(The attachment to Mr. Beggs' statement, "Agreement on Terms

and Conditions," follows:)

AGREEMENT ON TERMS AND CONDITIONS

This Agreement is made this 26th day of January 1971, by and between the
Secretary of Transportation of the Department of Transportation of the
United States (the Secretary) and George P. Baker, Richard C. Bond, Jervis
Langdon, Jr., Williard Wirtz, as trustees of the property of Penn Central Trans-
portation Company, as trustees and not individually (the trustees).
The trustees have applied to the Secretary, pursuant to Section 3(a) of the

Emergency Rail Services Act of 1970 (P.L. 91-663) (the "Act"), for a guaranty
of their Certificates in a principal amount not to exceed $100 million. The Sec-
retary has made the findings required by Section 3(a) of the Act and, on this
date, is entering into a Guaranty Agreement with the trustees.
The Secretary has established certain terms and conditions to be observed by

the trustees as a condition to the making of the guaranty, said terms and condi-
tions being attached hereto and made a part hereof as Exhibit A. Pursuant to,
the authority granted them by Order No. 124, dated January 13, 1971, in pro-
ceedings for the reorganization of Penn Central Transportation Company under
Section 77 of the Bankruptcy Act in the United States District Court for the
Eastern District of Pennsylvania (the reorganization court), the trustees are
authorized to comply with said terms and conditions.
In consideration of the foregoing and of the agreements made herein, the

parties agree as follows:
1. The trustees shall observe the terms and conditions set forth in Exhibit A

hereto, subject to the jurisdiction of the reorganization court over specific ac-
tions of the trustees under the provisions of the Bankruptcy Act.
2. The guaranty fee required by Section 3(b) of the Act shall be % of one

percent of the principal amount of the Certificates guaranteed. The fee shall be
payable, pro rata, on the maturity dates, or cancellation following redemption,
of the Certificates guaranteed. In the event that such sum shall not be paid, the
Secretary may treat such amount not paid in the same manner as he may treat
amounts paid by him on account of outstanding Certificates pursuant to Section
3(b) (4) of the Act.

3. Prior to notifying parties in interest of their intention to withdraw proceeds
from the sale of their Certificates, the trustees shall advise the Secretary of
their intention to apply for said withdrawal and shall consult with the Secre-
tary thereon.

4. Nothing herein shall be deemed to affect the rights of holders of trustee
Certificates issued pursuant to Order No. 124 of the reorganization court and to
the Guaranty Agreement of January 26, 1971.

JOHN A. VOLPE,
Secretary of Transportation.
GEORGE P. BAKER,
RICHARD C. BOND,
JERVIS LANGDON, Jr.,
WILLARD WIRTZ, Trustees.
By JERVIS LANGDON, Jr.

EXHIBIT A

TERMS AND CONDITIONS To BE OBSERVED BY THE TRUSTEES OF THE PROPERTY OF
PENN CENTRAL TRANSPORTATION COMPANY

DEPARTMENT OF TRANSPORTATION, OFFICE OF THE SECRETARY

Section 3 of the Emergency Rail Service Act of 1970 ("Act") authorizes the
Secretary of Transportation to guarantee the timely payment of principal and
interest on certificates issued by the trustees.
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Section 3(b) of the Act directs the Secretary to establish certain conditions

precedent to a guarantee. Section 3(d) of the Act further authorizes the Secre-

tary to prescribe such other terms and conditions as he deems appropriate.

Accordingly, the following terms and conditions are hereby prescribed:

(1) The proceeds of the sale of certificates guaranteed under this Act will be

used solely for meeting payroll and other expenses which, if not met, would pre-

clude continued provision of essential transportation services by the com
pany.

(2) Other revenues of the company will be used to the fullest extent possible

for such expenses.
(3) Proceeds from the sale of assets will be devoted to the fullest extent pos

-

sible, to the provision of essential transportation services by the compan
y.

(4) In the event of actual or threatened cessation of essential transportatio
n

services by the company, the Secretary shall have the option to procure by p
ur-

chase or lease trackage rights over the lines of the railroad and such equipme
nt

as may be necessary to provide such services by the Secretary or his assignee,

and, in the event of a default in the payment of principal or interest as pro
vided

by the certificates, the money paid or expenses incurred by the United States
 as

a result thereof shall be deemed to have been applied to the purchase or
 lease

price. The terms of purchase or lease shall be subject to the approval of the 
re-

organization court and the operation over the lines shall be subject to the ap-

proval of the Commission pursuant to the provisions of section 5 of the Int
er-

state Commerce Act, but in no event shall the rendition of services by the Sec-

retary or his assignee await the outcome of proceedings before the reorganiza-

tion court or the Commission.
(5) The trustees shall, prior to the last day of the month following the first

full month following execution of the Guarantee Agreement, and prior to the last

day of the month following each month thereafter, until otherwise directed by the

Secretary, furnish the Secretary six copies of a monthly cash flow statement and

a monthly income statement.
(6) The trustees shall, on March 31, 1971. and each calendar quarter there-

after, furnish to the Secretary six copies of a balance sheet accurately reflecting

the financial condition of the company together with such supporting documents

as the Secretary may require.
(7) The trustees shall, within three months from the date of execution of the

Guarantee Agreement, submit to the Secretary their plan for assuming and ex-

ercising such control of corporate subsidiaries of the company as necessary to

insure the greatest financial benefit to the company and facilitate its emergence

from reorganization.
(8) The trustees shall, within 30 days from the date of execution of the Guar

-

antee Agreement, submit to the Secretary a plan for the sale of non-transporta-

tion assets of the company and its corporate subsidiaries (including, but not lim-

ited to, security holdings).
(9) The trustees shall. within 30 days from the date of execution of the Guar-

antee Agreement, submit to the Secretary a plan for the abandonment of lines of

railroad of the company which are uneconomical and, in their judgment, not re-

quired by the public interest.
(10) With respect to conditions 7, 8, and 9 above, the trustees shall initiate

and diligently pursue such actions as may be required to carry out the plans sub-

mitted and any recommendations of the Secretary with respect thereto.

(11) The trustees shall permit the Secretary, as necessary, to inspect and copy

all accounts, books, records, memorandums, correspondence, and other docu-

ments of the company concerning any matter which may bear upon (1) the abil-

ity of the company to repay the certificates guaranteed within the time fixed

therefor, (2) the interest of the United States in the property of the company,

and (3) to insure that the purpose of the Emergency Rail Services Act of 1970

is being carried Out.
JOHN A. VOLPE,

Secretary of Transportation, Department of Transportation of the United

States, as Gucvrantor.

JANUARY 13, 1971.

Mr. JARMAN. Let me ask Mr. Beggs, will Mr. Lyon have any tes-
timony to submit at this time?
Mr. BEGGS. No, sir; not at this time, sir.
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Mr. JARMAN. Certainly one thing that concerns us is that if as you
indicate, this $100 million carries Penn Central through the third
quarter of this year, we then arrive at a time of the year when Con-
gress may not be in session, and in a position to consider and to act
on this very serious problem.

It is of such great importance to us on this committee and in the
Congress to have as much information as possible on this, as much
information as possible as to what can be done by the railroad or by
the railroads in trouble, and you have mentioned three and there are
others certainly that we know about that face financial problems.
Would you have any comments to make on the items mentioned

by Mr. Langdon in his testimony as to things that he felt conceivably
may help the Penn Central situation and perhaps other railroads in
the country?
Would you comment as to whether from a practical standpoint wecan hope for results in time to be helpful in this situation that con-

fronts us?
Mr. BEGGS. Mr. Chairman, Mr. Langdon touched on four majorpoints in his testimony and I will address them one at a time. Someof these, of course, are things that it is incumbent on the railroad to

take the initiative and some of them, of course, require the Federal
Government to take the initiative.
Insofar as the passenger service is concerned, and this has been acash drain as near as we can tell in the order of $40 to $50 million ayear, we fully expect the Railpax Corporation to be operational byMay 1.
I have been personally following this with David Kendall, chair-man of the incorporators of the corporation, and with my deputy,John Olsson, who is also an incorporator and who has been keeping meadvised on a daily basis. It is a tight schedule. We knew when theschedule was written into the statute that it would be a tight schedule.We felt that the urgency of the problem demanded that we moveahead on that schedule and we believe that it can still be met. It willrequire a great deal of hard work between now and May 1 in the ne-gotiations with the railroad.
I might add here that it has been stated by several individuals, in-cluding Mr. Langdon that the corporation is underfinanced. I donot believe that that is the case at the present time.
I think it is overlooked sometimes in the comments on the financingof the corporation that, in addition to the S40 million in direct Fed-

eral aid that the Congress put into the statute for the organization of
the corporation, and the S100 million Federal guarantees on loans
to the corporation, the railroads themselves make contributions to
the corporations based on their avoidable losses on their passengerservices. So there is approximately an additional $200 million in cap-ital which will flow into the corporation over the coming 3 years. TO
assure that these payments could be made, the statute authorizes Fed-
eral guarantees of loans to the railroads.
So I think there is sufficient capital available at this time to ade-quately finance the corporation. Let me say that even if this happens,and as I say, I expect it to happen by May 1, it will result in a stem-ming of the cash flow in the Penn Central of perhaps in the order of
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$2 or $3 million a month in the early stages while the program gets
underway.

Ultimately, of course, it will result in cash savings in the order of
$40 to $50 pillion a year. This will be realized only over a period of
time so it.is not a very large immediate cash help to the corporation
although in the long term it is very, very significant.
So, in regard to that comment by Mr. Langdon, I think we are on

schedule and will do what he has suggested is necessary to be done
to help the Penn Central unburden itself from what has been a very
severe burden on passenger service.
The second point he mentioned relates to the freight service plant

and the need to rationalize that plant, particularly in regard to its
terminal operations.
. In my simple way, I look on transportation as being a relatively

isimple business n its essence but made terribly complex by the deci-
sions that have been made over the last 60 or 70 years.

Basically a railroad makes money if it can haul its trains fully
loaded in both directions and can run them over long hauls. In the
case of the Penn Central, of course, most of the hauls are short and
there is a lot of handling in their various yard services and terminal
operations. That has been a very severe problem to the railroad. Right
from the beginning of the merger it was a severe problem.
Mr. Moore, since he has come aboard, has moved quickly to attack

the most serious problems the railroad has. He has been working on
the terminal operations, automating where he can and consolidating
where he can to cut the losses.
In our review of the program that they have, we have been assisting

wherever we can through the research and development capability
we have in the Department, but basically that is a job they have to do
themselves.
Insofar as the railroad itself is concerned, they have had a problem

in maintaining rolling stock up to the standard that they need and
holding down their bad order cars or their cars in the shop for repair.
Here, again, Mr. Moore has moved quickly to try to improve the
repair service and I think they are doing a good job in getting that
accomplished.
I think it is significant, highly significant, that the Penn Central

share of market has increased in the last six months and .that, while
the loadings for the competitor railroads in the eastern district were
down, those for the Penn Central were up.
I think that reflects the actions that Mr. Moore and the trustees

have taken with the railroad to improve service and to improve the
ability of the road to handle the traffic.
Now, the third point he addressed was the regulation. of rates. As

the committee knows, there have been a number of freight rate in-
creases over the last 12 months. As a matter of fact, there have been
a number dating back to 1967.
In August 1967 there was a 5-percent increase. In November 1968

there was a 3-percent interim increase which finally was increased to
an average of 5 to 6 percent. In November 1969 there was a 6-percent
increase. In November 1970 there was an additional 6-percent in-
crease. And then in November of this past year there was an 8-percent
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increase applied on a request for 15 percent with the other 7 percent
held in abeyance pending further information.
The Department of Transportation has supported the railroad in

their recent requests for increases.
However, in supporting across-the-board increases, we have urged

the commission to undertake a long-term study of the total freight
rate structure because in our studies of this situation, it appeared that
a very significant percentage of the tonnage being carried by the rail-
roads was being carried at noncompensatory rates. And indeed, in
many cases, well below compensatory rates. By that I mean that they
were suffering an out-of-pocket loss below long-term variable cost.
Mr. K U YIKENDALL. Mr. Chairman, would the gentleman yield for a

question right at this point of your answer?
Mr. Beggs, I know you were here yesterday and I know you heard

testimony from the gentleman from Penn Central, one of the trustees.
I am sure you must have been aware that there was considerable dif-
ference of opinion as to what the request for an enforcement of the
total compensatory rate would do.
The ICC pretty much brushed it off as being any benefit at all and

the trustees think it is of great importance. Would you comment on
this dilemma that we of the committee are faced with because we have
rather contradictory testimony. I seem to be putting you in the middle.
Mr. BEGGS. That is where I usually am, Mr. Kuvkendall. The studies

we have made in the Department indicate that 'there are a very sig-
nificant number of commodity rates which are very much below cost.
They further indicate that for much of this traffic being carried by
the railroads, there is little likelihood of diversion from the railroads.
For example, as near as we can tell, the railroad industry hauled

sand and gravel last year at a net out-of-pocket loss of something like
$20 million.

Clearly, sand and gravel is not going to move by any other competi-
tive mode, except where barge service is available. So the prospect of
this kind of tonnage moving at noncompensatory rates when the rail-
roads are in such severe trouble is just incredibly bad. It is just not
the kind of thing that they should be doing.
Let me say that this is a very complex situation. It is made complexby the way the railroads have charged for their services. The rail-roads have rate books which, if you look at them, are like a 5 footshelf and it takes a well trained clerk to pick up the applicablerates for any specific commodity, moving in a specific district, inany specific way. As a matter of fact, I had some experience withthis when I was with the Westinghouse Corp. as their corporateexecutive in charge of purchases and traffic. We kept a crew of clerksbusy just checking invoices because you could sometimes make sig-nificant savings by adjusting the rates. This is familiar to anyonewho has done a good deal of shipping.
The point I am making is that the rate structures are extraordinarilycomplex and to change them is an extraordinarily complex job. Thisis why we asked the ICC to make a complete study of this rate struc-ture. And the assessments that you make of whether the rates arecompensatory or noncompensatory is difficult as well, but we havedone a number of studies dating back to the time when Dr. Cherington
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was with the Department. As nearly as he could tell from his analysis
of the situation, upwards of 40 percent of the tonnage was moving
at noncompensatory rates and that is incredible in view of the situation
that the railroads are in.
Let me conclude by saying there is no real reason that the whole

rate structure and the way the railroads charge for their services
could not be changed to a cost basis if they wanted to do it.
The plain facts are that it cost the railroads in many cases very

little more to move one commodity versus another commodity, but
because one commodity has a high value, it carries a higher rate, and
the other commodity has a lower value, it carries a lower rate. That
whole structure could be changed and indeed I think that is something
that has got to be addressed as we try to come to grips with a major
overhaul of the railroad rate structure.
Mr. KUYKENDALL. Thank you.
Mr. JARMAN. Thank you.
Mr. BEGGS. Mr. Chairman, do you want me to conclude on the four

points?
Mr. JARMAN. Yes.
Mr. BEGGS. Now, the question of rate regulation as I have stated

before is one of extraordinary complexity and I sympathize with the
Interstate Commerce Commission in the analysis of this. It does re-
quire almost a complete model of the system before you can come to
grips with rationalizing the rate structure. Nevertheless, it has to be
done and we did suggest that it be done and I am pleased to say that
the ICC has started such a study. It will take some time for that to
happen.
In the matter of noncompensatory rates we are giving a lot of

thought in the Department to possible changes that we might recom-
mend to the Congress in the area of noncompensatory rates.
However, I would like to point out to the committee that guidance

to the Commission that, when reviewing rates for any specific com-
modity, they should use as a guide for the minimum rate the long-term
variable costs, might correct a lot of the problems today.
In plain fact there has not been an overhaul of the total rate struc-

ture of the railroads in many, many years and, except in those cases
where competitive pressures or competitive operations require some
modifications, suggesting that long-term variable costs should be used
as the criterion for the floor might be a way of solving this problem.
Beyond that we are giving thought to some changes in the rules of

rate making to relate them more to costs as opposed to charging for
value of service or value of commodity.
The fourth point that Mr. Langdon raised was the labor problem

and I think that this is a very significant problem for all of the rail-
roads. It is made particularly significant in view of the recent wage
increases that were put into effect.
The problem here is of long standing. It relates not simply to wage-

rates but also to work rules that have been negotiated between rail-
roads and unions over a number of years.
Work rules, of course, are of two classes. One extends across the

industry and the second is specific work rules negotiated between the
unions and the individual railroads.

5S-355-7 1--7
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The Penn Central has a large number of the latter and this puts
them in a peculiarly difficult position to adjust to their current situa-
tion because they have so many work rules that are peculiar to the rail-
road. In addition to that there are, I believe, three States that have
full crew laws that are troublesome to the railroad.
In one of these, Indiana, the matter is now under review by the

legislature and there is hope that it might be repealed. But the point
is that the Penn Central is required to carry a significantly larger work
force than any of its competitors as a result of the specific work rules
applied to that road alone.
There are a number of ways of getting at this problem. First, I think

it is necessary for the road itself to negotiate hard with its various
unions to try to get some of the work rules that were put into effect at
the time of the merger relaxed, or perhaps get a rescission of those
work rules.
Second, I think that there is a necessity for the Federal Govern-

ment to take a hard look at the question of the negotiations with the
unions on wage rates and, perhaps, come up with a proposal that will
get at the problem.
As you know, the recent negotiations the Labor Department has been

holding with the management and the unions has suggested, as a part
of the settlement, an arbitration procedure to decide on and to get rid
of some of the rules. The unions have not agreed to that as yet.
However, I understand that at least it is a subject that is being

negotiated. They are willing to talk and there is some hope that we
can arrive at an approach to the problem through this negotiation.
Third, I think there is a need to reexamine the Railway Labor Act

in the long term to perhaps bring more rationality into the bargaining
process. I would suggest that the two statutes that have been sent up
by the administration both last year and this, as well as perhaps a,
consideration of the more direct applicability of the work rule prob-
lem, might be a good thing for the Congress to look at this session.
This in general covers the way I see Mr. Langdon's four proposals.

I think he is talking about the problems that are the most serious
for him.
There are a lot of subsidiary problems but these are the major prob-

lems, and if he could get a handle on these problems and make sig-
nificant improvement in them, then I think that the viability of the
Penn Central would be very significantly improved. I think there
would be a very good chance that the railroad could survive and could
become again a profitmaking organization.
Mr. JARMAN. Thank you for your comments.
Mr. Pickle?
Mr. PICKLE. Thank you. Mr. Chairman.
Mr. Secretary, when this committee will consider this particular

act later this summer, or at whatever time it comes before the com-
mittee, what do you anticipate will be your request in the amount of
money you will ask us to appropriate to keep this act continuous?
Mr. BEGGS. Mr. Pickle, I would like to be able to give you a definitive

number. Unfortunately I don't think I can.
Chairman Stafford testified yesterday that there are about 18 class I

railroads that are in serious difficulties. We are conducting an analysis
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of where those railroads stand today as well as where the Penn Central
stands today. When we made the guaranty of the trustee certificates
earlier in the year, we made an analysis of the cash flow projections
and the forecast that the trustees have made of traffic and expenses
in 1971.
I will say to you that some of the projections looked a little opti-

mistic, some of them looked a little pessimistic. On balance it looked
like a good forecast and one that we could have faith in.
Now since that time there have been a couple of straws in the wind

that make us question whether the forecast was accurate. At that time
we thought that the $100 million could conceivably carry the railroad
through the end of the year and into 1972.
As Mr. Langdon testified, it now appears to him that in the third

quarter he might need additional financing. However, that is by no
means clear. It depends pretty much on the way loadings hold up for
him and the prospects of cutting some of his expenses in this freight
service rationalization.
Mr. PICKLE. Mr. Secretary, I don't want to be too insistent but you

have not given me even a ball park figure.
Mr. BEGGS. Let me put it this way.
Mr. PICKLE. You must have a general idea. We heard the testimony

of the gentleman. Now you are the parent agency here, so to speak.
What is your estimate?
Mr. BEGGS. Mr. Pickle, I have basically not changed my mind from

what we said when we sent the original loan guaranty bill up last
year. At that time we had done an assessment of where we thought the
industry was and what the results, if any, of section 77 reorganization
might mean and at that time we talked in terms of $750 million.
Since that time the Penn Central has gone into a reorganization

and, of course
' 

part of our projection was based on the situation then
existent. With a change in the management of the Penn Central, we
felt that it might be better to keep them out of reorganization rather
than put them in.

Nevertheless, that is past history. They have gone into reorganiza-
tion so there needs to be a reassessment of the amount. That obviously
lowers the amount because with the suspension of debt service, there
is no particular need to go that high.
Mr. PICKLE. What is the amount then?
Mr. BEGGS. I would guess in the order of $500 million or so.
Mr. PICKLE. Then this committee has the prospect of considering, in

general figures, appropriations in the sum of around $500 million to
supplement and keep this act current, the Renewal Act?
Mr. BEGGS. Those would be authorizations, Mr. Pickle, not appropri-

ations. We still haven't changed our mind that loan guarantees are the
way to go as opposed to the direct Government loans.
Mr. ADAMS. Mr. Secretary, you were talking about the original loan

guaranty which was to grant money to railroads regardless of whether
they were in reorganization, whereas the bill that we have before us
has required that they go into reorganization. Isn't that correct ?
Mr. BEGGS. That is correct, sir. That is why I say the $750 million fig-

ure is probably too high at this time and I would come back to $500
million or so. But we do believe that should be in the nature of loan
guarantees, not direct loans.
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The financial community has indicated that they will market these
-securities if a guarantee is applied.
Mr. PICKLE. What is our prospect, if 18 of these major lines are in

financial trouble, serious trouble as indicated by ICC testimony yester-
day, what is our prospect here as far as this committee is concerned?
What approach do you recommend we take on both of those lines and
the general railway service in the country?
Mr. BEGGS. I think that there are two things that the Congress needs

to address in priority fashion. One is this question of regulation itself.
The current regulations on rate making, on entry and exit from the

field, abandonments of trackage and this class of things, the various
rules under which the railroads have to operate, were set at a time
when the railroads were operating as basically a monopoly service.
That, of course, has changed rather drastically in the last 25 years
particularly and probably will continue to change.

Therefore, I believe that changes in the regulatory process in its en-
tirety are warranted at this time, returning at least to some extent, not
to a full extent, but at least to some extent, to bringing to bear the
discipline of the marketplace as opposed to a straight regulatory
process.
I must emphasize though I am not talking about complete deregula-

tion. I am talking about something in between. And I think that if that
is done, that over a period of time, the situation will improve and the
railroads will start to earn satisfactory returns on their investment.
Mr. PICKLE. I wonder if you could tell me where the responsibility

lies. We have a situation where a large number of the railroads are in
serious financial trouble. The ICC yesterday testified that they recog-
nized this and they were looking into it and you said you think they
ought to have a study of these rates.
Whose responsibility is it to see that the railroads and indeed other

forms of transportation do operate at a profit and that they do not be-
come insolvent or go into bankruptcy? Is any one agency charged with
seeing that this protection is afforded in advance, if possible?
Mr. BEGGS. Well, I don't think that specifically has been made clear

to the ICC but if I read the statute correctly, the ICC is responsible
for setting rates so they are compensatory for the railroads.
If I understand the powers of the ICC correctly, they have a com-

plete authority to handle all aspects of the things that either make a
railroad viable or make it unprofitable. They can, for example, au-
thorize the abandonment of route miles which may not be necessary,.
May I say in this regard the railroads as an industry are operating

200,000 route miles. That has not changed significantly. As a matter
of fact, it has not changed more than 2 percent in the last 25 years.
In spite of that, the railroad share of the market, their share of the

total tonnage carried in this country has declined from something in
the order of 60 percent down to 40 percent so that clearly they have
too much plant. They are operating with too much.
And so the ICC is the body charged with hearing and deciding on

the abandonment request.
It is my understanding in the past 10 years there have been less than

5,000 or 6,000 miles abandoned. Of course, the railroads must file with
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the ICC requesting abandonment before the ICC can act. But they
must act to do that.
In the ratemaking area the ICC has rather complete authority to

decide when a railroad files for a rate increase, or the industry files
as an industry for a rate increase whether that rate increase is justified
or not.
In addition, if a railroad decides that one or more of the commodity

classifications are providing less than compensatory return, they can
file with ICC and request an increase. I must say that in many cases
the railroads have not taken the initiative and this has not enabled the
ICC to act accordingly.
But I do think that in terms of the charge you have given the ICC,

they do have the responsibility for studying this situation and decid-
ing what the proper kind of rate structure should be.
Mr. PICKLE. Mr. Secretary, I am not trying to pin the tail on the

donkey with respect to ICC or to ask you to, but I do appreciate your
statement that in their responsibility and control of rates they prob-
ably have more to do with solvency and health of railroads than all
of the other agencies, than any other agency.
Now, if they are going broke though, and if we are getting in serious

trouble, do you think that the Department of Transportation has an
overriding responsibility? Do you think you can sit by and ask them
to study, with us having just a few months, maybe a year, to know
which course we are going to take?
Study alone is going to have to be translated into quick action and

it seems to me like the DOT must give strong leadership in this field. 
iDo you have a legal responsibility n this field?

Mr. BEcros. Yes, sir we do. The Secretary is charged by statute
with advising the President and, of course, advising the Congress on
all matters of transportation, particularly with regard to the health
of the system.

Certainly we have responsibility here and we intend to exercise that.
Mr. PICKLE. I would certainly hope so.
What will be the DOT position not with just reference to the four

points that Mr. Langdon has made reference to, but in the general
area of trying to find a relief here?
If it is a recommendation for changes in work rules, if it is a recom-

mendation to raise rates, if it is a recommendation for abandonment
of lines, is the DOT going to support the trustees of Penn Central?
Mr. BEGGS. Insofar as the trustees' recommendations are related to

the overall industry problem, and the problems that must be met to re-
turn that road to economic viability, yes, sir, we will support the
trustees.
We intend as a Department to continue our review of the situation.

As I stated earlier, it is an extraordinarily complex situation. While the
industry itself is relatively simple, by the time you get into all of the
past decisions and all of the regulatory processes that have been set up,
it gets just unbelievably complex.
We have been wrestling with this. Mr. Lyon has a group now work-

ing together with Mr. Baker, our Assistant Secretary for Policy, try-
ing to come up with some recommendations which will bring, ra-
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tionalize, if you will, the regulatory process and will rationalize as
well as the overall system under which the railroads try to operate.
Insofar as the labor problem is concerned, this is a problem that the

Department of Labor must address. They have, as I said before, sent
two bills to the Congress dealing with the labor issue.

Secretary Hodgson has made several speeches in which he stated
that he considers one of the high-priority items of his Department
for this year to be a modification or perhaps a new approach to the
Railroad Labor Act.
But it is the intent of the administration to try to come up with

some recommendations to the Congress as to how these various laws
can be changed.
Mr. PICKLE. Mr. Chairman, I will forgo my questioning because I

know other gentlemen will have questions.
Mr. JARMAN. Mr. Kuykendall ?
Mr. KUYKENDALL. I have two or three fairly quick questions.
First, Mr. Beggs, for the record, you are not now anticipating or

recommending guaranties to railroad entities not in receivership, is this
correct?
MT. BEGGS. That is correct, sir.
Mr. KITYKENDALL. Is your primary reason for that the fact that only

in a receivership does the Government guaranty cover a first mortgage
and therefore makes it palatable to the taxpayer as being a responsible
type activity?
Mr. BEGGS. Yes, sir; that is one factor. We also feel that there prob-

ably is a better chance of solving many of the problems that the rail-
roads have, such as the diversion of financial resources to nonrailroad
enterprises, when they are in reorganization.
I should point out though that it is somewhat more difficult to han-

dle the problem when the road is in the courts than it is if it is out of the
courts. But we do believe that is the way it should be done.
Mr. KUYKENDALL. You may want to submit this in the record and,

in fact, please do.
First you mentioned the two small railroads, Central of New Jersey,

and Boston and Maine
' 

in your statement as having asked for total of
$22 million. How much will the Railpax affect that and is the $22
million figure to your knowledge taking into consideration Railpax
,or not?
Mr. BEGGS. Well, it will not affect either of those two railroads.
Mr. KTTYKENDALL. They have no passenger service at all.
Mr. BEGGS. No, sir; not any intercity service.
Mr. KUYKENDALL. We would like to know to what extent the figure

of 18 railroads suggested by Mr. Stafford yesterday would be affected
by the relief coming from Railpax.
Mr. BEGGS. We can submit that for the record, sir.
( The following information was received for the record:)

EFFECT OF RAILPAX ON THE 18 FINANCIALLY MARGINAL RAILROADS

Most of the 18 railroads mentioned by Chairman Stafford before this com-
mittee would not be substantially affected by Railpax. Railpax has application
only to carriers with intercity passenger service. The following twelve carriers
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either have no passenger service whatsoever, or provide commuter service which
is excluded from Railpax:
(a) Ann Arbor. (h) Monongahela.
(b) Bangor & Aroostock. (i) Pennsylvania-Reading Seashore
(c) Central Vermont. Lines.
(d) Chicago & Eastern Illinois. (j) Reading.
(e) Erie Lackawanna. (k) Fort Worth & Denver.
(f) Illinois Terminal. (1) Missouri-Kansas-Texas.
(g) Maine Central. (m) Western Pacific.
Five carriers would be affected by joining Railpax. The following table repre-

sents the number of intercity trains per day that would be dropped, and the
most recent loss figures available for those carriers on Rail Form A.

Railroad

Number of
trains per day,
intercity, to be

dropped in 1971 2

1969—

Loss (entire Passenger loss 1 Passenger loss1
railroad) (solely related) (fully allocated)

North Western Pacific 4/7 +$213,310 ($42, 580) ($63, 793)
Grand Trunk Western 8 (17, 799, 599) (1, 948, 239) (4, 169, 128)
Chicago & North Western 10 (9, 333, 226) +3,645,877 (253, 277)
Chicago, Rock Island & Pacific 4 (6, 172, 346) (5, 560, 744) (9, 500, 201)
Chicago, Milwaukee, St. Paul & Pacific 14 (942, 520) (11, 769, 748) (11, 886, 148)

The C. & NW., C.M.St.P. & P., and C.R.I. & P. passenger operations include sizable commuter services—which are
not affected by the Railpax plan—but which are included in the figures shown above. The amount of actual commuter
profit or loss on these roads cannot be determined from the form A supplied to the ICC.
2 Figures in this column indicate the number of intercity trains now being operated, and do not necessarily indicate the

number that will be operated after May 1, 1971, at the request of Railpax.

Mr. KUYKENDALL. I want to clarify a followup on the questioning
from the gentleman from Texas. Either this Congress or the Depart-
ment of Transportation requires of, in the case of the Congress, re-
quests of in the case of the DOT, I believe that is correct, a study of
cost as compared to rates from the railroads.
The study determines that a whole family of commodities is con-

sistently being sold or being handled below cost.
Being in fairly close business to yours during my business career,

I found some unbelievably low costs in the South where they would
use some freak interpretation.
I happened to have been in the edible fats business and we found_

a freak interpretation given by the ICC that showed that because soy-
beans were raised in the Midsouth and processed in Dallas, that they
could haul from Dallas back to Memphis at a rate about one-half of
their cost.
This is ridiculous. I used it rather extensively in my business but it

is unbelievable that this type thing does exist.
You run a study that determines that a whole family of commodi-

ties is being hauled below cost. Now, does the fact that this was a
directed study and the ICC as a result of their study finds that the
law is being violated by selling below cost, does then the ICC still
have to wait for a complaint from the railroads or may they, -because
the law is being violated, proceed on their own initiative?
Mr. BEGGS. I have to get the advice of counsel here, Mr. Kuykendall.
Mr. ICUYKENDALL. Please do. This is important.
Mr. BEGGS. My general counsel is suggesting we answer for the rec-

ord. Let me say this.
* Mr. KTTYKENDALL.. I think you can see that because of the discus-
sions of the ICC and the fact that I tried to put you in the middle
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a while ago, and the receivership and the statements that you have
made, that we really get down to the point, may the ICC ever act on
its own initiative even when it found out that a law is being violated?
Mr. BEGGS. We did do some studies starting about a year and a half

ago and about 6 months ago we asked the American Association of
Railroads to call together their railroad presidents and financial offi-
cers and to come in and give us a chance to present to them the results
of our study.
Dr. Cherington came down from Harvard and Mr. Baker and sev-

eral others for 1 whole day, and we presented to them the way we saw
their rate structure and told them that it made no rational sense the
way they were charging for much of their tonnage carried and that
they should forthwith go to the ICC and file to get the rates raised in
the areas where they were noncompensatory.
The railroads in general I think have gone back 'Ind are taking a

hard look at that. As yet we have seen no flood of petitions to the ICC.
I would say that insofar as I know the functions of the ICC, that cer-
tainly if in a look-see they found that certain rates were below cost,
that it would be their responsibility to suggest to the industry at
least 
Mr. KITYKENDALL. It is your opinion that they do not now have the

authority to proceed on their own, is that correct?
Mr. BEGGS. I would like to look into that one. Mr. Lyon says he has

the answer.
Mr. LYON. Mr. Kuykendall, I think it is fairly clear from the Inter-

state Commerce Act that in circumstances like this ICC does have the
authority to act on its own initiative. It can institute an investigation,
it can suspend and it can take an action on its own initiative.
Mr. KITYKENDALL. Mr. Lyon, from what you know about the legisla-

tive mandate of the ICC, would you suggest that the ICC needs more
authority from this committee or possibly needs a little nudge from
this committee in the form of more authority?
Mr. LYON. I think that either way would be very helpful particu-

larly from the standpoint of the ICC. I believe that the problem is
one of examining a large number of individual rates and if they have
a clear mandate, it will be much simpler for them to do this on the
basis of criteria set for them.
Mr. PICKLE. Will the gentleman yield?
Mr. KIJYKENDALL. Yes, I will yield.
Mr. PICKLE. I want to go one step further. We would like to welcome

DOT into that club.
Mr. LYON. We don't have that authority, Mr. Pickle.
Mr. BEGGS. We have suggested that.
Mr. PICKLE. The Secretary says you do have legal responsibility in

this field. Neither of the agencies can point the finger. We have to have
some action.
Mr. BEGGS. We are not ducking our responsibility to provide leader-

ship in this area and I should point out, Mr. Pickle, that we have sug-
gested to the ICC that they do this.
As I sat and listened to the chairman yesterday, and his colleagues,

it was obvious that they have not had and do not now have the capa-
bility of deciding whether a rate is noncompensatory or not.
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I think they need to get that capability and if they need additional
resources to acquire that capability, I think they ought to have them.
Given a good computer programer to do this examination in a very
quick and efficient way, it seems to me that they should be set up to
run all of the rates through.
That is an enormous job and it will have to go on computer if it is

going to be done, but I think if ICC needs resources to do that, that
they ought to be given those resources.
Mr. KUTKENDALL. Mr. Beggs, I have one more question that I would

like you to comment on.
You roughly divide the Nation's railroads into the eastern, south-

ern, and western railroads. Time after time all three parties who have
testified here in the last 3 days have talked about the profitability of
the long-line hauls.

It is my observation, and correct me if my observation is wrong, it is
my observation that the vast and disproportionate part of the $500
million net operating profit that the whole industry was able to re-
port, a disgracefully small figure, came from the southern railroads.
Obviously the western railroads have the longest runs, the eastern
railroads have the shortest but it was not the ones with the longest
runs that showed the best profit, it was the ones from the southeast
part of the country who are more or less in between.
Maybe the fact that you brought the gentleman from the southern

railroads to help us solve Penn Central was an indication of your re-
spect for this activity, but can you with any judgment point out why
it is that the family of railroads in the southeast quadrant of the
United States seem to make money and be healthy?
Mr. BEGGS. Obviously the southern railroad is making money be-

cause it has had consistently good and efficient management. There is
no question about that.
I might point out that several of the western roads do earn a reason-

able, well, I shouldn't put it that way, they do not earn a reasonable
return, and as a matter of fact, the southern railway system does not
earn a reasonable return. But if they are to replace the capital equip-
ment and to maintain their road to a satisfactory level—nevertheless,
they earn significantly better return that the rest of the industry.
And the Santa Fe and the Southern Pacific also earn better than

average rates of return, but it is also true that many of the western
roads do not, and at least one of them is in serious financial difficulties.
But I think it is oversimplistic to say that just because a road has long
hauls, it is going to be profitable and I didn't mean to imply that in
my simplistic statement on the problems of the industry. What I was
trying to illustrate was that, if you did have a large number of termi-
nal operations and you had a great amount of handling of your equip-
ment. it made it more difficult to operate efficiently and at reasonable
profit levels. It is perfectly possible, and unfortunately it is happen-
ing every day, that some of our long haul roads are not earning equiva-
lent returns to that which is possible in other situations.
Mr. KIIYKENDALL. Mr. Chairman, the gentleman from Washington

looks ready to spring, so I will let him have it there.
Mr. JARMAN. The Chair recognizes Mr. Pickle.
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Mr. PICKLE. Thank you, Mr. Chairman, I have been asked by our
colleague, John Dingell, to pose this question to you, and I know Mr.
Adams is next, so you may want to submit it for the record.
But Congressman Dingell wants me to ask this specific question. He

wants to know if the Department of Transportation has prepared the
national transportation policy as demanded or required by the Air-
port and Airway bill, and if you haven't prepared it for Congress,
what steps are you taking to give it, where are you in its preparation?
Would you care to comment or do you want to submit it for the

record?
Mr. BEGGS. I can comment.
Mr. PICKLE. Only briefly. And then submit it to us for our consid-

eration.
Mr. BEGGS. We are in the final draft of that publication. The Air-

port and Airways Act asked that we submit it by May. Unfortunately
some of the chapters, not related to the railroads particularly, but some
of the chapters are being reworked now as a result of the President's
recent proposals on revenue sharing.
Mr. PICKLE. You think by May you will have this policy?
Mr. BEGGS. Yes.
Mr. PICKLE. We would hope so, because this was promised in De-

cember 1969. We didn't get it during 1970 and now again we have
required it by May, so you expect it will be prepared by May?
Mr. BEGGS. Yes, sir; it will be prepared by May.
Mr. PICKLE. I am reminded that the Airport and Airway bill didn't

request but it said the secretary shall report to us by May.
Mr. BEGGS. That is correct, sir.
Mr. PICKLE. I would suggest that perhaps we are reaching a point

when that policy is announced that might relate itself to this problem.
If rates are raised in one section for railroads, there must be prob-

ably a corresponding raise in other medias or they must be related to
be competitive. And perhaps your policy might concern yourself with
that very problem.
Mr. BEGGS. Yes, it does address to some extent this problem. Unfor-

tunately, it is not clear that a raise in the rates of a lower rated com-
modity will make any great change in the overall market level of the
movement of those commodities.
What I think is suggested here is perhaps a more equitable rate

structure throughout. Whether that comes down to talking about rates
based on costs or rates based on value of commodity shipped, I think
still would require that the whole structure be rationalized and that
may or may not raise the whole market level of the rates.
I think at least there is a strong possibility that it will not.
Mr. PICKLE. Thank you, Mr. Chairman.
MT. JARMAN. Mr. Adams?
Mr. ADAMS. Thank you, Mr. Chairman. It is a pleasure to see you

here, Mr. Beggs and Mr. Lyon.
First, I will make a statement and then I will ask three questions.
Sometime during the course of this summer a number of us on this

committee are going to face the unfortunate problem that we did in
November of last year, which is sitting down and drawing a bill.
Now, we worked it out with you last year to reject the original

approach of loan guarantees to the industry. This had been suggested
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by a number of people. It has also been suggested that we create a
Reconstruction Finance Corporation for the railroads.
I have discussed of the Astro Plan with a number of railroad execu-

tives and people in the industry.
Now what specifically we need on this committee is a three-step

operation which starts in about May. And I need to know from you
specifically what you are either going to do for us, or with us, in tilt:4
process.
The three steps are these: One, we are going to have to do something

in terms of legislation to either put money into the present Emergency
Rail Services bill, which is for the benefit of the Penn Central, the
Jersey Central and Boston & Maine, or we are going to have to re-
draft that bill.
That problem hits us, I gather from your testimony, probably about

May because if they are goinc, to go out of business by October, it will
take us from May to October to get a bill through the House, through
the Senate, through conference, back to your Department and to have
something happen.
If it is going to be just a straight money increase, I want to tell you

right now that trying to get it through the Congress is going to be
desperately hard.
That is our first legislative problem. You tell me what you people

want to do with it, what your recommendation now is or when you are
going to give us your recommendation.
The second one is there are 18 class I railroads which, it has been

indicated, are in trouble. What kind of specific program do you want
us to go into with those? Our present program involves requirement
of 77 reorganization on the very basis that you mentioned that we
simply have not been able to go to the industry generally and say
we will give you a lot of money because it ends up going through
cracks in the wall and through the floor because of all kinds of archaic
practices.
The third legislative problem is the sickness that generally permeates

the industry.
The time frame I see for the final two steps is, depending upon how

they stagger along, maybe the fall, maybe in the next year. In other
words, you have indicated you can't predict when another one of these
railroads may drop off and you have indicated that you are studying
the industry generally so I assume you are telling us that we have got
a year or two before the whole bill has to be worked up.
Some of us are prepared to start drafting this legislation but we

need to know specifically what your Department, where it is going to
be with us on it. You tell me that so we know what our drafting sched-
ule is?
Mr. BEGGS. First, we made the loan guarantee to Penn Central late

in January. The first good fix on where they are going to stand prob-
ably will be along toward the end of this month when we will get
good hard financial figures as a result of the requirement we put into
the terms and conditions of that guarantee.
I think it will take probably another month or two before we really

are convinced but I would say by May, or early in May, we ought to
have a reasonable fix on where Penn Central will stand this year,
whether they are going to be able to get through the year with the
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current financing, or whether they are going to need additional
financing.
So I think there will be an answer we can give you early in Mayon that.
Mr. ADAMS. You will communicate then with our committee in ap-

propriate fashion by sometime in May on what we are faced with?
I am not trying to pin you down to a specific date but we have to know
when we have the input to move on this.
Mr. BEGGS. Yes.
Mr. BEGGS. Now as for the other class I railroads in the industry,

I don't think we have as good a fix there as to the timing on when
they might be in serious enough trouble where they would have to
file for reorganization.
We have been taking a continuing look at the finances of the rail-

roads that are in trouble. There are five or six that are worse off than
the others. Of the three that are in reorganization, I think we are in
the same situation with the other two that we are in with Penn Cen-
tral. Maybe even worse in one of those instances.
We should have, well, I think we have today a good analysis going

of the two that are in reorganization.
Mr. ADAMS. Are those going to go into dissolution?
I heard there was a proposal for dissolution on the Jersey Central

and the Boston & Maine haven't had a report on this but dissolution
would of course mean destruction of the road entirely.
Mr. BEGGS. No, not necessarily.
Mr. ADAMS. In other words, you are starting then to sell off right-

of-way and break up an operating entity?
Mr. BEGGS. That is right. There are two parts to the problem. There

is the commuter service.
Mr. ADAMS. I understand that is the only southern entry into New

York City for passenger service.
Mr. BEGGS. That is right and that is of course, the reason the State

has been putting money into the Central, to keep it going to sustain
the commuter service.
Then there is the freight service and my understanding is that at

least half or thereabouts of the route miles for the freight service is
a reasonably good financial situation, that is, it has the prospect of
being economically viable.
Mr. ADAMS. But that we just have to let happen? In other words,

we put some money in it and as of now as far as the Department is
co,werned and this committee 
Mr. BEGGS. I think the judgment we have to make is whether, with

a guaranty, they can, as the statute requires they do, return to eco-
nomic solvency.
We are studying that problem now and there is a question as to

whether they can ever be made economically viable. If they cannot,
then the only solution is dissolution of the railroad, selling off the
freight operations to one or the other of the railroads and probably
turning over the commuter operations to some kind of regional author-
ity as in the case of the New Haven.
Mr. ADAMS. Now, I gather then that with the eighteen class I rail-

roads, we just have to all kind of stand and hold our breath during the
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course of the rest of this year to see what happens, but I hope that the
Department will keep the committee advised so that if we are going to
have some major collapses, we can move on them.
There is the overall problem of what is going to be done about the

structure generally, and this ties into Mr. Pickle's question on the
national transportation policy.
That worries me most in the Congress is that we tend to study

things too much. I think we may study this terminal case until what
we are doing really is just performing an autopsy as to why it died,
and I think we would rather avoid that.
Do you have any kind of a time frame for any generalized approach

to that problem?
Mr. BEGGS. The third relates to the second as well. If we can come

up with some reasonable recommendations on how to assist the entire
industry in improving 
Mr. ADAMS. In other words, your Department is going to do that

for us?
Mr. BEGGS. Yes, sir. Secretary Volpe has set in motion a group in

the Department to come up with some recommendations on what we
can propose to you to improve the overall industry operation.
By the nature of this thing, because it is so complex and because it

needs to be debated both within and outside the administration, that
it is rather a longer term prospect.
I just don't believe in giving you a date at this time for that kind of

a thing.
Mr. ADAMS. In other words, we look off into the future for that?
Mr. BEGGS. I am hopeful we can get it up here in time so you can act

on it this session.
Mr. ADAMS. That is what I wanted to know. I was going to request

that you attempt to do so.
This member has in mind at least the two things that I think are

both necessary and probably potential. One in the Penn Central matter
is that we have to probably create some type of entity to take over the
operating portion of it. I am not talking about nonoperating assets
which would be left in bankruptcy but that the Government may well
have to create some kind of semiindustry, semigovernment operation
to take it over because I don't know of anybody else that can, and if
it is approved in October, if you report to us that this does not have a
chance of being viable, which I gather from both you and Mr. Langdon
is a possibility, then 77 reorganization has to shift into some type of
liquidation and at that point we need an entity.
The second thing is I would like your recommendation as to which

way to go with regard to regulation. The railroad industry is saying
deregulation. I don't think the present record of the industry is such
that deregulation is warranted but that is just my opinion.
I think they would bankrupt themselves inside of less time than they

have got. I hope you will consider regulation in the form of a public
utility wherein rates and return to the companies are fixed, the lines
and routes are fixed, and they are run by private industry just like the
telephone company. But they are treated as a monopoly and their plant
size is tailored so that they can become viable so that the people within
them receive a return, and the shippers pay a fair amount which is



106

actually checked by Government agency which the ICC should have
been doing for a long time.
So I hope you will consider that and we will see it before the end

of the year because, as Mr. Pickle says, this idea of taking these things
right at the last moment where it is either put up $100 million or we
shut down service in 40 percent of the United States in 3 weeks is just
not the way to legislate.
Thank you, Mr. Chairman.
Mr. JARMAN. The Chair recognizes Mr. Skubitz.
Mr. SKUBITZ. First I wanted to direct a question to my colleague.
This is my second day on this subcommittee so I am not familiar

with the regulation, but I was under the impression that the very pur-
pose of the ICC was to establish fair rates and fair return for rail-
roads. Am I correct?
Mr. ADAMS. Mr. Skubitz, it was always my impression too but the

hearings of the last day and the information that has come forth have
established at least in this member's mind that that is not what they
are doing.
I thought they were supposed to and I asked that they supply us

with whatever language they needed for authority to do it. But the
testimony is, and I think Mr. Dingell put it very well, that all they do
is wait until somebody applies and they either reject or approve.
In other words, he says it is like they stand up as a referee and call

balls and strikes and they have no idea whether the rates are compen-
satory or not, whether they are fair or not, but they just simply take
the rate structure as it is presented by the railroads and say "Yes" or

Mr. SKITBITZ. Basically the very purpose for establishing the ICC
was to regulate rates and see that these things happened, that fair rates
were established; isn't that correct?
MT. ADAMS. That is correct.
Mr. SKUBITZ. What you are saying is that they fell down on the job?
Mr. ADAMS. I am not certain about that. There was an argument.

They said they didn't think they had the authority to go in and look
at rates unless somebody applied. This committee may have to come
up with language that would amend the act to make it very clear
and I hope after we are finished with this, the committee discusses it.
Mr. THOMPSON. Will the gentleman yield on this point?
This is for a point of information. We were told by Chairman Staf-

ford that it would take a 33-percent rate increase for Penn Central for
them to break even but yet the ICC have made no steps whatsoever to
put these in effect.
He said if they did it, other lines would take their business and they

would not be competitive. That is just for information.
Mr. SKITBITZ. Thank you.
Mr. Beggs, of course, in my opinion the railroads are the backbone

of our transportation and I think they know it too and that is why
they always feel they can come to Congress and be bailed out. We hear
a lot of things said about the railroads and their problems over expan-
sion of their lines, work rules, unfair taxes, need for rate changes, de-
regulation and what have you.
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One thing I haven't heard mentioned, and I think we ought to be
looking into is the effect that holding companies have on railroads.
Shortly 18 other railroads may be coming before this committee be-
cause of their difficulties. I want to know who owns the railroads?
I am wondering if you can provide for the record who controls and

owns the 18 railroads that are in difficulty today? Are they operated by
a single railroad organization or are they a part of a holding company?
No. 2. How many of the 18 roads are controlled by other railroads

that may or may not be in bad financial condition?
3. How many of the railroads are controlled by corporations that

may in turn be controlled by another railroad? Can you get that into
the record for us?
Mr. BEGGS. Mr. Skubitz, we will try to do that. May I say it is not

as easy as we would like it to be because the ownership of many of
these roads goes through a web. We tried to trace this down in a couple
of cases and had great difficulty. We will give you what we have and
what we can get on this thing.
( The following information was received for the record:)

CONTROLLING INTEREST IN THE 18 FINANCIALLY MARGINAL RAILROADS

Only four of the eighteen railroads cited by Chairman Stafford as being in
financial difficulty are independent. They are: the Chicago, Milwaukee, St. Paul
and Pacific; the Chicago Rock Island and Pacific; the Maine Central; and the
Western Pacific. The remaining fourteen carriers are all controlled by other
railroads or corporations as follows

( a) North Western Pacific.—Entirely owned by the Southern Pacific
Transportation Company, which is 100% owned by the Southern Pacific
Company.
( b ) Fort Worth and Denver.—Virtually 100% owned by the Colorado and

Southern Railway Co., which is 75% owned by the Burlington Northern.
(c) Reading.—Effectively controlled by the Baltimore and Ohio which

owns 38% of the stock and which is controlled by the Chesapeake and
Ohio.
( d) Pennsylvania, Reading, Seashore.—Controlled by the Penn Central

Transportation Company which owns 66% of the stock, and the Reading
Company which owns 33%.
(e) Illinois Terminal.-100% owned by a trust consisting of the:

1. Baltimore & Ohio.
2. Chicago & Eastern Illinois.
3. Chicago & North Western.
4. Chicago & Rock Island & Pacific.
5. Gulf & Mobile & Ohio.
6. Mississippi Valley Corp.
7. Norfolk & Western.
8. Penn Central Transportation Company.
9. St. Louis & Kansas City Land, Co.
10. St. Louis & San Francisco Railway Co.

(f) Grand Trunk Western.-100% owned by the Canadian National
which is owned by Canada.
(g) Erie Lackawanna.-100% owned by Dereco, Inc., which is 90% owned

by the Norfolk and Western Company.
(h) Chicago and Eastern Illinois.-52% owned by the Missouri Pacific

Railroad Company, which is 60% owned by the Mississippi River Company,
a holding company.
(i) Central Vermont.—Almost 100% owned by the Canadian National.
(j) Bangor & Aroostock.—Almost 100% owned by the Amoskeag, Co., a

holding company.

This data is correct as of the end of 1969, the last year for which data is fully avail-
able at the time of this writing.
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(k) Ann Arbor.—Almost 100% owned by the Detroit, Toledo, and Ironton
Railroad, which is 100% owned by the Pennsylvania Company.
( /) Monongahela.—Jointly owned 33% by the Penn Central Transporta-

tion Company, 33% by the Pittsburgh and Lake Erie, 33% by the Balti-more and Ohio.
(m) Missouri-Kansas-Texas.—Almost 100% owned by Katy Industries,

Inc., a holding company.
(n) Chicago and North Western.—Almost 100% owned by North West

Industries, Inc., a holding company.

Mr. SKITBITZ. If you don't have it you should get it. I think this
should be one of your top jobs in the Department of Transportation.
Find out who actually owns the railroads in this country.
Mr. BEGGS. The ICC does have an active program underway to do

just this, that is, to look into the question of holding companies in
railroads.
Mr. SKUBITZ. I asked the ICC for this information two years ago

and I couldn't get it.
Mr. BEGGS. If I may make a general comment on the issue you raise

here, the question of holding companies, particularly when they get
into nonrailroad business, is one that we have given a good deal of
thought to in the Department. It is by no means clear that this has been
unfavorable to the railroad property.
In the case of the Penn Central, of course, which is the outstanding

example and the one that has gotten all of the publicity, one can cer-
tainly say that the diversion of funds and the diversion of manage-
ment interests from the railroad property was a significant factor in
the problems that the railroad faced, but in many of the other cases
that we have looked at it may well be possible, in fact, it is probable
that the holding company has helped sustain the transportation
company.
Mr. SKIMITZ. Well, let's stop thinking and get down to the business

of finding out who owns the railroads. It may be profitable to the
holding company but what happens to the railroad at that particular
time? How many railroads, Mr. Beggs, where the profits have been
used by the railroad at the expense of the line has been turned over to
the holding company and it in turn has invested these profits in things
not related to the railroad industry?
Mr. BEGGS. This is something that needs to be looked at very hard,

and the question of the diversion of money that would otherwise go
to transportation to something that is nontransportation is a very
significant issue.

It needs to be addressed but it is not as simple as I would like to
make it. For example, many of the railroads hold very significant
properties in most of our major cities. The Penn Central, for exam-
ple, had trackage and terminal operations in New York City.
The air rights on that property are very valuable and to ask a rail-

road, to ask a business man who is in the railroad business, not to take
advantage of the money that he might be able to get, the income he
might be able to get from developing those air rights I think is being
unrealistic.
Mr. SKITBITZ. Right! If the funds go to the railroad. But what if

the railroad company is a part of a holding company and the holding
company takes the profits and invests it in radio stations and television
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stations and in land development programs or in mutual investment
programs at the expense of that railroad. No benefit accrues to the
railroad.

Until you find out who actually owns the railroads, I doubt very
much whether this committee is ever going to get to the place where
we can do anything but to pass emergency legislation.
I am just a rookie on this committee but that is the way it looks.
Mr. BEGGS. I agree with you, sir. The idea of spinning off what has

been railroad properties, or railroad interests, or railroad profits into
a subsidiary corporation with an eye to separating them from the trans-
portation company is bad. All I am saying is that, in the operation of
a business where you have a tangible asset which can be developed and
yield income to the railroad 
Mr. SKUBITZ. We are talking about a different thing at this moment.

I have no objection to the railroad using its own money in order to do
anything it legally can to make profit for the railroad company.
What I am talking about is a railroad that is controlled by a hold-

ing company that is getting control of the profits of the railroad and
using those profits for the benefit of the holding company at the ex-
pense of the railroad.

Until you make a determination who actually owns the railroads,
I don't think you will ever get at the problem.
Mr. ADAMS. Will the gentleman yield?
Mr. SKIIBITZ. Yes.
Mr. AbAms. Does the ICC have the power through its Accounts

Division to require railroads to, in effect, toe the line? They are sup-
posed to be a regulated industry and I want to know whether we have
to draft a statute to get them the power or if they have it and haven't
used it?
Mr. BEGGS. I don't think we have the answer to your question, Mr.

Adams, but we will get it.
Mr. ADAMS. Would you get it? I want to know whether this thing

runs like some of the utilities where they say this is a nonoperating
property and then they shove it below the line and then once it gets
below the line you can do anything you want with it and the agency
can only regulate the operating properties.
If that is the situation, then I think Mr. Skubitz' point is well

taken. We should give the authority to the appropriate governmental
iagency to say you cannot strip your operating entity n order to go

into the other businesses and we are not trying to say they can't diver-
sify by using their air rights and by using their other items.
They probably should, but that the Government that is supposedly

setting the rates and getting the services provided should be looking
at it to see whether it is in the public interest. Will you give us that?
Mr. BEGGS. Yes, sir.
(The following information was received for the record:)

ICC POWER TO UNCOVER THE CONTROL RELATIONSHIPS BETWEEN RAIL CARRIERS

AND NONRAILROAD HOLDING COMPANIES AND TO PREVENT DIVERSION OF CASH

FROM RAIL OPERATIONS TO NONTRANSPORTATION USES

The Interstate Commerce Commission has stated that it does not have 
all

the power it needs to fully uncover the control relationships between rail 
car-

riers and non-rail holding companies. The Commission has also stated that it

58-355-71 8
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does not have the power to prevent diversion of cash from rail operations tonontransportation uses. The Commission did submit draft legislation (H.R.19720) to the 91st Congress to cure these deficiencies and is apparently resub-mitting that package to the 92nd Congress. The proposed legislation would:( a) Vest the Commission with jurisdiction over single-carrier acquisitions.( b ) Authorize the Commission to prescribe the accounts and reports tobe rendered by affiliated noncarriers.
(c) Permit inspection of records of such noncarriers.
(d) Regulate intercompany transactions between major carriers and theirnoncarrier affiliates.

Mr. ADAMS. Thank you, Mr. Skubitz.
Mr. SKUBITZ. As you say, this is a difficult problem but it is thedifficult problems that may be the major causes for the problem weare facing today with regard to Penn Central and may be a number ofthe other 18 railroads in trouble.
Mr. BEGGS. It is certainly a factor in the situation but I don't thinkyou can claim that it is the major factor at the source of the railroadproblem today. When you look at the railroad books and at the ques-

tion of whether they are recovering sufficient amounts within therailroad property, quite aside from any amount that may be drained
off, the profit return for the industry of 1.76 percent simply isn't
adequate.
Mr. Sirt-mrrz. You are missing the point. You keep talking about

the investments that the railroads are making. I am talking about
railroads becoming controlled by holding companies or railroads be-
coming controlled by another corporation that is then controlled by
another railroad.
I have no objection to railroads investing their own money, spin-

ning it off into other areas because the railroad is still in control. It is
still a part of the entire financial picture.
Mr. KUYKENDALL. Will the gentleman yield?
Mr. SKUBITZ. Yes.
Mr. KUY-KEND \LT,. This questioning, Mr. Beggs, came up several

months ago and it has been repeated several times in this committee.
I know you know there is a very definite correlation between the viable
railroads in this country and the ones that stick to their knitting of
running a railroad. There is definitely a correlation. You know that
and I know that.
It seems to me that instead of getting into the tangibles right on

the surface we are talking- about here, what it really amounts to is
that when the talent, the attention, the management ability of a group
of people are kept to the business of running a railroad, they seem
to be successful, and when they spin off and get to running Madison
Square Garden with their best -brains, they are not successful,
Mr. BEGGS. I agree with you completely, Mr. Kuykendall. The diver-

sion of management talent from the basic job of running a railroad is
very bad in this industry. The diversion of management attention to
real estate operations, or to running radio stations or television sta-
tions, or some other nontransportation entity, is something that has
contributed to the poor condition of those railroads which are in-
volved with holding companies.
My point was that even the successful operations such as the South-

ern, the Sante Fe, the Southern Pacific, and the Burlington Northern,

4
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even those railroads which I consider to be well managed by men who

are dedicated to the job, are still not earning an adequate return to

replace the capital as well as to attract the amount of money that they
need from the financial markets to finance the future expansion of
their roads.
When you get into a situation where even your better roads are pay-

ing 10 or 11 percent for money, then you have a very bad situation
indeed. That is where you are today.
Mr. SKITBITZ. Mr. Beggs, in those instances a little help from the

ICC in fixing rates may be the answer to the problem, at least part
of their problem. But when you get a railroad controlled by a holding
-company or by some other corporation and railroad management scar-
tering its interests, railroads become haulers of freight, and there is
a big difference between the two. A clerk in the Peoples Drug Store
doesn't try to sell anything, he just takes money for something that
the customer wants to buy. But management of the drug store are in-
terested in selling. I want the railroads back into the railroad business,
selling transportation.
That is all, Mr. Chairman.
Mr. JARMAN. Mr. Metcalfe ?
Mr. METCALFE. Thank you, Mr. Chairman.
Mr. Secretary, first I would like to ask you if this was a typograph-

ical error on page 9, the last sentence, in which I understood you to
say that the 5,000 route miles, the last sentence, was 25 percent. And
yet, according to my copy, it says 40 percent.
Mr. BEGGS. That was a typographical error, Mr. Metcalfe. The

total route miles on the Penn Central is about 20,000. So, 5,000 is 25
percent.
Mr. METCALFE. Yes, sir. Thank you.
Now, in regard to your statement in which you indicated that the

Penn Central had a record high of revenue, of some $12 million. Then
you proceeded to say that "we believe the final figure will show a net
railroad operating income of about $500 million as compared to $655
million in 1969." Would you expound a little bit on that and tell us
why there is this savings of $155 million?
Mr. BEGGS. It is a drop in their net, which is a result primarily I

think in 1970 of the problems that they have had in increases in ex-
penses. Very basically, a regulated industry has trouble during a pe-
riod of inflation because, as a general rule, its rates never fully recover
the cost increases as a result of inflationary pressures on everything
that they buy. And the railroad net has been decreasing steadily for
the last 5 years, a very steady downward trend.
I think that is reflected in a couple of things that are related to in-

flationary pressures as well as a further deterioration in the ability of
the railroads to maintain their plant at a high level of efficiency. Their
labor costs have gone up. Their material costs have gone up. And their
rates have always lagged from a year to 18 months behind the increases
in those two factors. May I say, however, in the last 15 months they
have had freight rate increases of 22 percent, which is very significant.
But they are late in coming, and at the time that those rate increases
came in you had a further increase in labor rates.
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Mr. METCALFE. You indicated that you were hopeful in traffic. Then
you state there is a discernible trend in the figures from January and
February and, while you stated that you are hopeful, you said opti-
mism is contingent upon many imponderables. What gives you this
ray of hope as to all of these imponderables?
Mr. BEGGS. The tonnage on the railroad responds almost directly to

activity in the economy. We in the administration are hopeful that
the economy will improve substantially this year and, if it does, the
carloadings will go up and the railroads will be able to earn more
money. There are, of course, among those imponderables that I stated,
in addition to the state of the economy, there is the situation with the
labor unions. We have a negotiation which is still going on. We are
not positive as to what the final labor rate increases will be out of that
negotiation, and that is a very great imponderable.
On the average, labor costs are about 60 percent of the costs of run-

ning a railroad. So it is a very significant percentage and a relatively
small increase in the labor rates can make a very significant dent in
the return. When you are earning $500 million on sales of $12 billion,
you are talking about less than 5-percent return. Even that can dis-
appear awfully quickly with a labor rate increase.
In addition to that, of course, I mentioned that the railroads are

sensitive to inflationary pressures, and their recovery depends on hold-
ing down increases in everything they buy. So there are many things
that will affect it.
If the carloadings increase and get back on the treadline of being

up about 6 percent a year, I think the railroads might have a signif-
icantly better year than they had in 1970. If, however, the labor nego-
tiation comes in at a significantly higher cost than what has been
projected thus far, it will have a deterrent effect on their earnings.
Mr. METCALFE. Moving to another area, did I understand you cor-

rectly to say that the Department of Transportation had requested of
the ICC that they make a rate study and that, while you indicated it
was complex, I did understand you correctly, did I not?
Mr. BEGGS. Yes, sir; you did.
Mr. METCALFE. In other words, you initiated the request by ICC to

make the rate study?
Mr. BEGGS. That is correct, sir.
Mr. METCALFE. Do you have any idea as to the time factor, since we

are working on a time factor here, as to how long it would take them
to make this study, complex as it is? Pure conjecture?
Mr. BEGGS. My guess, Mr. Metcalfe, is that it would take well over

a year to do a study of this type in any depth. And my further under-
standing is that very little of the current rate structure is computer-
ized so it makes it difficult to run through any study of this type and
get answers quickly. I am sure Chairman Stafford appreciates the
urgency of the study and I know he is pushing his people to do it.
But I think 12 months would be required at the very least.
Mr. METCALFE. Then I share the feeling that this is a very im-

portant step in the right direction to help us come up with the solu-
tion. But what troubles me is that yesterday Mr. Stafford was uncer-
tain as to whether or not he had the authority to set these rates be-
cause of the conflict of whatever ICC may have as regards to what
some local States may have.

4
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Now, this leaves me in a complete quandary. If they are going to
make a meaningful rate study, what good would the rate study be if
they did not have the authority? The question is, do they have the
authority to then set rate structures? Because this, to me, is one of the
very important factors that we are considering.
Mr. BEGGS. Yes, sir; Mr. Metcalfe, our studies in the Department of

Transportation indicate that the ICC has authority over something
in excess of 80 percent of the rates. Those are the interstate rates.
Something in the order of 15 to 20 percent of intrastate rates are under
the authority of one or more of the State utility commissions. But the
big end of the rate problem is with the ICC since about 80 to 85 per-
cent of the rates are set by them or are determined by them on applica-
tion of the railroads.
If I can go back a little bit in history, the original purpose of the

ICC was to set rates which were fair to the shipper. At that time we
were dealing with a monopolistic situation. As I understand the
statute, it applies equally to setting rates which are fair to the trans-
portation company as well, but I think the emphasis up until very
recent years, up until the late 1950's certainly, was that the rates should
be examined primarily from the point of view of what is fair to the
shipper. I think this has caused some problems in the Commission
when they hold hearings on rates, because they want to be absolutely
sure that they do nothing that in any way, shape or form will injure

any one of the shippers involved.
Mr. METCALFE. Following that same line, aren't we in a very pre-

carious position? While they may have the legal authority to fix rates
in 80 percent of the railroads that are interstate, then there is the possi-
bility that they open the door wide for those 15 percent that is left
that are within the States, in which there may be some cutthroat com-
petition. And then we are right back where we have been before, I
mean, where there is no comparable rate structure there.
Mr. BEGGS. Let me comment then 
Mr. METCALFE. What I am suggesting and hoping is that some place

ICC will assume the responsibility and will have the authority to fix
all rates. Otherwise, if there are any loopholes there, those people are
going to be looking for them.
Mr. BEGGS. My understanding is that the rates that are not under

their control are actually intrastate rates.
Mr. METCALFE. And in your opinion they do have the legal authority

to set these rates?
Mr. BEGGS. That is correct, if the intrastate rates are found to con-

stitute a burden on interstate commerce.
Mr. METCALFE. But they have not taken the initiative to do it?
Mr. BEGGS. Excuse me, sir.
Mr. METCALFE. I said they have not taken the initiative to do that.

Even the mere fact that the Department of Transportation had to
make a request for a study is quite significant, is it not?
Mr. BEGGS. We should be completely fair to the Commission. The

problem of rate structure is one that has been examined from time to
time by the Commission, but not in recent years. It was our view, as
a result of the very large across-the-board rate increases that the rail-
roads were asking in this past year, that the entire rate structure ought
to be examined. And that is what we have suggested they do.
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Our studies have indicated that a very significant percentage of the
tonnage is being shipped at noncompensatory rates. This, of course,
makes the study even more urgent, because when you see that kind ofa thing developing, it is clear that we have a situation that can only
get worse. If 30 percent or so of their tonnage is being carried at non-
compensatory rates, it is hard to see how they can ever work their way
out of the problem.
But getting back to the intrastate problem. I think the rates that the

Interstate Commerce Commission set do more or less govern the way
the State utility commissions act in their determinations on intrastate
rates but I am not saying that they do not sometimes refuse to go along
with rates set by the ICC. I will ask Mr. Lyon to comment further on
that.
Mr. LYON. One of the problems associated with intrastate rates is

the lag in adjusting the intrastate rate to the new interstate rate. There
has been over the past few years, a very serious debate about the legal
authority of the Commission to take authority, from the outset, over
the intrastate rate as well as the interstate rate, on the legal grounds
that the intrastate rate represents a burden on interstate commerce,
because of the situation in the railroad industry.
As a matter of long judicial construction I think it would be fairly

clear that the ICC has not done this on any 
construction,

overall, carte blanche
method, but has examined each rate or rates presented to it on an in-
dividual basis and determined whether such intrastate rate or rates
constituted a burden on interstate commerce. And where it found it to
be so, then it would find such rate or rates to be unlawful.
Mr. METCALFE. Because of the time factor, I am going to make one

final comment. You have to take these losses in segments and then,
when we see the figures that you have presented to us where the haul-
ing,- of grain and gravel there was a loss of $20 million. I think it is
significant that we look at these various losses and see. Otherwise, the
railroads are going to continually be in a bad state financially.
Thank you very much, Mr. Chairman.
Thank yo-u gentlemen.
Mr. JAR1VIAN. Mr. Thompson?
Mr. THOMPSON. Thank you, Mr. Chairman.
Mr. Beggs, you have stated at the very beginning that the cost of

transportation in the eastern sector where there are short hauls is a
little higher. It was pointed out that some of the western railroads
are also in trouble. You also have alluded to the fact that it may be
possible to go to a cost basis on rates, in other words, a rate based
upon the actual cost of transporting the commodity.
Would there be any legal problems in a regional rate that may be

higher in one area than another on particular commodities, because
the cost of transporting with the short spurs

' 
and so forth, would be

higher? Is there any legal problem involved inthat ?
Mr. BEGGS. No, sir. There are rates of that sort in existence today.
Mr. THOMPSON. So in effect you could have in the short haul areas

rates that would be higher than would be in other areas transporting
the same commodities?
Mr. BEGGS. That is correct.
Mr. THOMPSON. Has there ever been any indication that, because

of the diversification of the railroad companies into other fields, that
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they have shown any favoritism toward a particular industry, a
member of which may be owned by the same holding company in
transporting their products or in trying to obtain a rate schedule for
that particular type of commodity?
Mr. BEGGS. Not to my knowledge, Mr. Thompson. I will ask Mr.

Lyon. As I understand the law, something like that would be a clear
violation.
Mr. THOMPSON. Of course, in trying to get anything that clear, it is

obvious that if something illegal were done, it would not be obvious
in that area.
Mr. BEGGS. As a common carrier, they must offer their services to

all corners at the same rate.
Mr. THOMPSON. I realize that, but at the same time there may be a,

particular area where the railroad would offer to all corners a par-
ticular low rate on a certain product and they may have an interest in
a business in an area and that commodity may be transported at a sub-
stantial loss as opposed to others in which they may not have an in-
terest. But any with that type product would be able to transport at the
same rate.
Mr. BEGGS. I don't know of anything of that sort, Mr. Thompson.

The thing that Mr. Kuykendall discussed earlier, that is, the wide
i 

.
variations n the way certain commodities can move in certain regions
on certain routes at lower costs, or raw materials move at one rate and
the finished product moves at quite another 
Mr. THOMPSON. Yes, I realize that. The point I am getting .at is the

conglomerate structure and the fact that we find the railroad industry
a regulated industry oftentimes owned by a holding company that is
engaged in nonregulated businesses. And in trying to separate the regu-
lated from nonregulated, I am concerned that the public interest is
not being protected as it should be.
Has the Department of Transportation ever at any time given any

indication of an opinion as to whether the regulated portions should
be the sole business? In other words, if a railroad is a regulated indus-
try, then they should not be a nonregulated business at the same time.
Has that ever been articulated?
Mr. BEGGS. No, sir I don't think we have addressed that particular

question. We have looked at the more general question of whether, in
the operation of a transportation business, the financial ability of the
company is either increased or inhibited by owning other properties.
Mr. THOMPOIsr. Or the management energy may be directed in a

nonrailroad area because of other interests?
Mr. BEGGS. Yes. That is a very subjective thing.
Mr. THOMPSON. In the communications industry, the telephone in-

dustry is prohibited by law frOm actually engaging in a number of
other types of businesses. I, for one, sense among some in Congress. a
desire to nationalize the transportation system. I am very adamantly
opposed to this, but I think that unless we in the Government come up
with a better system for controlling our regulated industries, that this
pressure is going to grow. The cost of transporting a product is going
to have to be paid, either by the consumer of that product ultimately,
or by the taxpayers as a whole and I would rather for the consumers
of that particular product to pay for it.
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I, frankly, favor the concept that Mr. Adams of Washington madeabout a utility, and I think that we should look upon the railroads as autility and possibly come up with legislation that would prohibit their
engaging in nonregulated businesses, and then guarantee a fair returnon their investment just as is done by the telephone company.
Do you have any comment along this line?
Mr. BEGGS. Well, I certainly think that what you describe is prefer-

able to what we have today in terms of the way the industry operates.
I don't know whether I favor a regulatory process like the utilities or
not. I think I would like to give some thought to that.
Mr. THOMPSON. I would like to know if the Department cares to

make a statement on that. But if a statement could be made, it would be
a great help to myself and possibly other members of the committee.
(The following statement was received for the record:)

DOT VIEWS REGARDING OPERATING RAILROADS AS A REGULATED UTILITY
Railroads should receive a fair return on investment. The proceeding recentlyinstituted by the Interstate Commerce Commission at the request of the Depart-ment (Ex Parte 270) should provide the information and analysis needed to re-

structure rates to assure that no substantial portion of the freight of the nationis transported at less than long term variable costs. Even when the rate structureis revised, however, so that individual commodities move at compensatory rates,
this will not automatically guarantee a carrier an adequate return on investment.
Its overall share of the total market may be inadequate, or it may be inefficient.
It would be extremely difficult to assure railroads a return on investment in the

same manner as utilities. While utilities may have some competition from other
sources of power, fuel or other service, they have no competition from other
utilities of the same type. The essence of the utility franchise is regulated
monopoly for that service in the particular area served. Railroads, on the other
hand, have no monopoly except with respect to the properties they own, and even
these in some cases are subject to ICC jurisdiction to permit other carriers to
operate over the lines. The transportation market is intensely competitive within
market areas. Railroads not only compete with one another, but with common
carriers by truck, contract and private truck carriers, barges, and even air freight.
While railroads do have certain monopolistic appearances where particular com-
munities and shippers are served by a single carrier, it must be recognized that
even in those instances the shipper may require the railroad to "short-haul" itself
and have the shipment moved by another carrier. Most importantly, the great bulk
of the freight movements are between large metropolitan areas. These are usually
served by several rail carriers, as well as other modes.

Mr. BEGGS. I certainly think with regard to your comment on na-
tionalization_, many, many other countries have gone the route of na-
tionalizing their transportation systems. In fact, in West Europe there
are virtually no private systems left they are all nationalized. The
experience that the Europeans have had with their nationalized sys-
tem is all bad. None of them operate at a profit and most of them re-
quire substantial subsidy, which means that the European taxpayer is
paving for a service that he may or may not use.
Mr!THOMPSON. That someone else is receiving. We come down to a

very basic premise. If there are other forms of transportation that are
more efficient in a given area for transporting, should we subsidize the
railroad industry to keep it in that particular area with the general
taxpayers paying the money, or should we insist they get out of that
particular segment?
Mr. BEGGS. We should do the latter, obviously, Mr. Thompson. That,

is one of the anomalies in this whole situation. The railroads, as I said

4
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earlier, are operating about 200,000 route miles. And some of the ex-

perts in this area have stated that they only need about 100,000 route

miles. The reason they have to operate 200,000 is that they have not

been allowed to drop the excess mileage. They have to petition the ICC

and get their permission before they can; and every time they petition,

numerous interests show up and claim that they should not drop the

excess mileage. So they are not permitted to drop it.
If a locality wants a route which is not profitable, the railroad has to

carry the cost. I think this is unfair to the industry. They can't com-

pete on that basis.
Mr. THOMPSON. I agree with you. May I ask you a further question?

Has there ever been any indication that any of the shippers have

exercised such influence over the railroad so as to obtain a lower rate

to their advantage because of undue influence on management?

Mr. BEGGS. Well, I suppose in past history you could come up with

examples of that, Mr. Thompson. I would say this with regard to the

general problem that you pose. There are numerous examples today

where a large shipper will get the railroad to lower his rates.

Don't misunderstand me. The lower rate is a common carrier rate

that is applied to all. For example, he will get the carrier to lower his

rate on the raw material shipping costs with the expectation that th
e

rate on the finished product will be higher since it is a higher .rate
d

commodity. Now, once the lower rate has been set, there is noth
ing to

prevent the shipper from shipping his finished product by any o
ther

competitive mode, and he might then divert his finished produc
t to

trucks, or to barges, or in some instances, to air cargo. There
 are

numerous examples of this having been done.
Mr. THOMPSON. Has the Department of Transportation ever con-

ducted a study as to the Government subsistence given to the various

forms of transportation? I specifically am thinking of the barge trans-

portation that in bulk matters are competing with the railroads, but

yet they do not have to pay for maintaining their harbors or their

waterways, and so forth. This is done strictly by the general tax-

payers, whereas the railroads must maintain their tracks, and so forth.

Mr. BEGGS. Yes, sir; we have taken a general look at that problem.

We have nothing in great depth, but we have been looking at the

money that has been put into the waterways development, for example.

Of course, the comparable issue on land is the highway program,

which has been covered by user taxes. In the case of waterways, there

are no user taxes. But nevertheless the railroads argue—and I think

there is some merit in their argument—that while the highways are

covered by user taxes and fully paid for, the trucking industry has

not had to invest large sums of money in the creation of those high-

ways and, as a consequence, do not have the heavy investment that

the railroads have on which they have to earn an adequate return.

Mr. THOMPSON. I would say this may be true. It is not a land grant.

Mr. KTTYXENDALL. In line with the question you just asked.
Mr. Beggs, it may not have reached you yet. On the bill of which

I was the author, which passed before the first of the year, you and

the ICC combined are under instructions to furnish a study on water

transportation.
Mr. BEGGS. Yes, I am aware of that.

Immo,
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Mr. KITYKENDALL. That study is in that bill, and you are given ayear to make the study.
So that answers your question. May I ask you something here inline with the subsidy, on areas where a community demands service.Is the section of the Railpax legislation which does require a com-

munity to subsidize the losses on service that a community demandsthat is not part of the system, is this the first indication that youknow of where a community is given the responsibility for subsidizing
losses that they demand? Is this the only case like it so far?
Mr. BEGGS. SO far as I know, it is.
Mr. KITYKENDALL. Do you think this might have some future inoverall transportation wider than Railpax ?
Mr. BEGGS. Yes sir; I think there is some applicability here. I thinkthe problem is a little more complex than the one we were addressing

in the passenger bill, but I think the principle applies; namely, thatif the railroad has to maintain an unprofitable service, then someone
else should pay.
Mr. Ku r.h.ENT•ALL. If industry asks for a siding, they have to pay

for it if it is not profitable?
Mr. BEGGS. Yes, they do.
Mr. KUYKENDALL. If a community asks for a siding, they should

have to pay for it, too, it seems to me.
Mr. BEGGS. They should at least have to contribute to the long term

variable cost of the railroad in that instance.
Mr. KUYKENDALL. Thank you.
Mr. THOMPSON. Thank you, Mr. Beggs.
Mr. SK UBITZ. I was quite interested in Mr. Kuykendall's remark

that you are required under a bill that he introduced to make a study
and you are familiar with it. I hope that you will be more successfulin your agency in getting help to make this study than the ICC has
been in its past relationship with Congress. We have been beatino-

'' 
the

ICC over the back here for 2 days. It is quite interesting to note, Mr.
Chairman, that in 1935 before the passage of the Motor Carriers Act,
the ICC had 2,400 employees. Here we are 35 years later, the job of
supervising and administering the Motor Carriers Act is as tremen-
dous a job as was assigned tcr the ICC. Up to the time we passed the
Department of Transportation Act they had 3,000 employees.
Now we have tranferred 600 of them over to the Department of

Transportation—but only a portion of the ICC responsibility. Beforewe get too rough with the ICC, we as Congressmen had better find out
just what we have done in providing them with the help they need to
carry on their function.
Now, I would like to ask you, Mr. Beggs, about this matter of

ratemaking. When a company asks for a rate increase, isn't it usually
on the basis of a general rate increase, rather than on a commodity
basis?
Mr. BEGGS. When they ask for a general rate increase?
Mr. SKUBITZ. When they ask for a rate case, how often do they ask

for a rate increase on the basis of commodity X, Y, or Z? Or is it
usually on the basis of rate increases across the board?
Mr. BEGGS. In the last 2 or 3 years there have been a number of

industrywide rate increases requested and granted. However, the gen-
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eral rule has been over a long number of years that the railroad file
for specific commodity increases.
There are vast numbers of those. As a matter of fact, probably too

many. That is one of the problems that the ICC has. They have liter-
ally thousands of filings for individual commodity rate increases and
the ICC is required by law to examine and when necessary hold hear-
ings on all of them.
Mr. SKI7BITZ. You make my point. This isn't a very easy job for the

ICC, is it? The minute a railroad asks for a rate increase, some other
railroad hauling the same product comes in and says we have to have
that too. And then some shipper along the line finds out that if his
rate is increased he becomes noncompetitive and objects to any rate
increase. Mr. Beggs, it is not a simple job in arranging the rate or de-
termining a rate case.
Now, with regard to the general rate increase. If one railroad comes

in as a rule and asks for an increase for its particular line, has it or
has it not been the practice of the ICC to deny that and then give
a general increase to all of the railroads irrespective of their financial
condition? Am I right or wrong?
Mr. BEGGS. Well, generally you are right. But specifically, the ICC

has, where there is competition between two routes, let the forces of
competition work. As a matter of fact, I think Chairman Stafford
stated yesterday that in most cases a general rate increase of 5 percent
does not convert into a 5-percent increase in revenues for the road,
because of the competitive pressures and because of their inability to
apply the increase in certain cases because of competition from one or
another modes.
Mr. SKTIBITZ. The last three rate increases that You speak of, were

they general rate increases for all of the railroads?
Mr. BEGGS. Yes, sir.
Mr. SKUBITZ. The reason I raise the point is that I have been inter-

ested in passenger discontinuance cases. Usually a company attempts
to show how much money it has lost in its passenger service and if the
line is discontinued, its financial structure becomes greatly enhanced.
Well, the passenger service is discontinued, but it also gets any gen-

eral increase granted later. Is such a company entitled to it and should
such rates be on the basis of the road that asks for the increase rather
than a general, across-the-board increase?
Mr. BEGGS. I think that our view on this whole issue is that where

you can—and I think in a large number of regions of the country you
can do this now—you should rely on the discipline of the marketplace
to supply a control on the rates. The facts are that the railroads have
lost a significant amount of tonnage in the last 25 years. They have
lost it to the trucks and they have lost some to barges and this has been
a consequence of the way the rate structure has been set. The trucks
have come in and taken off the higher rated commodities, and the
barges have taken off some of the lower rated commodities.
I think the overall desire of this administration is to try to move

in the direction of bringing the pressures of the marketplace to bear
on these rates. I think that is the way you will get a more competitive
rate structure and will get the mode that can most efficiently haul the
commodity handling most of that commodity. I think in that kind of a
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situation—and I am not suggesting that we dissolve all of the regula-
tory or watchdog functions that the ICC has—but I am suggesting
that insofar as the rate structure itself is concerned, we try to bring
the marketplace discipline to bear on it.
Mr. SKUBITZ. One more question and I am through. I was a little

disturbed about a statement you made in response to one of my col-
leaaues about a railroad discontinuing service.
Bo you really feel, Mr. Beggs, that when a railroad which can go

before the ICC and get a rate increase and run to Congress when they
have financial trouble, has no responsibility to the general public to
operate lines except in those instances where it can make money?
Mr. BEGS. No,sir; I do not. The railroad has a public responsibil-

ity, that is clear. And I did not mean to imply that it should willy nilly
be able to discontinue services. But I feel this way about it. If there
are competitive modes available if, for example, you have a branch
line that can be adequately served by trucks and at competitive rates,
and if the railroad is losing money on that service, then I think that
where they can demonstrate it is a money loser, then the local commu-
nity should pay at least the railroad's out-of-pocket losses if they
want the service to continue.

If, however, the railroad is in a monopoly position and no other
services are available, then I think the railroad has a public responsi-
bility to maintain service. But in most of the excess track situations
that we have, the railroads are operating in areas served by com-
petitive modes.
Mr. THOMPSON. I should like to clarify. The question was, if there

was another mode of transportation that was more efficient, more
economical in a given area, should we subsidize a railroad just to have
a railroad or should we allow them to discontinue it.
We would not in any way endanger the public welfare in so doing.
Mr. SKIMITZ. May I suggest to my colleague I didn't hear him say

that? And if that is what he meant, that is all right.
Mr. THOMPSON. I think that is what the record shows.
Mr. ,JARMAN. If there are no additional questions, this will conclude

our hearings.
Mr. Secretary and Mr. Lyon, we appreciate your being with us on

this important subject.
The subcommittee will stand adjourned.
(Whereupon, at 12:25 p.m. the hearing adjourned.)
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