EXECUTI VE = SUMVARY

This report provides a conceptual framework for the evaluation of
alternative approaches to federal assistance for the rehabilitation of the nation's
railroad fixed plant. The report is not intended to provide an analytic evaluation
of the alternatives. Rather, it identifies the pros and cons involved in the major
issues raised by the alternatives

The conceptual framework identifies five major areas of interest (or
conponents) essential to an assessnment of alternative proposals for federal in-
They are:

vol vement

(nj ectives--The stated objectives of various proposals are
couched in fairly general terms. A significant difference
emerges, however, between those approaches with a primary
enphasis on the use of federal assistance to pronote the ra-
tionalization and contraction of railroad fixed plant and those
whi ch enphasize an expansion of rail service

Scope--Two asPects of scope emerged fromthe study. They
are geographi c coverage (that is, regional versus nationw de)

and the types of facilities included in the rehabilitation.

Gover nment Funds- - The conceptual framework indicates four
areas of concern arising fromthe funding aspects of the
proposal s:

--Amount_and Timing. Wde differences exist in terms of the
total amount of rehabilitation proposed and the period of tine
over which this rehabilitation should be acconplished.

--Source. Alternative sources of public nonies to support rai

rehabilitation include general revenues; rail freight surcharges;
freight surcharge, all nmodes; fuel taxes; and “no-cost’ sources
such as the ability of the governnent to guarantee private |oans
There are many significant inplications in the choice of funding
sour ces.

--Form_The alternative forms of government involvenent range
from ownership, as in the case of the ‘Confac’? proposals,
through grants, soft or hard |oans, and several forms of equity;
to loan guarantees. The pros and cons of each are explored
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--cost. Four kinds of cost are identified. They are the com
mtment cost, which is the amount of public funds deliberately
planned to be spent per $ billion of rehabilitation; the risk
cost, or the amount which may beconme a federal liability (in
the event of default in a guaranteed loan,fOr exarnple); the
admnistrative cost; and the cost of acquiring rail rights-of-
way in those cases involving federal ownership

. Governnent Control --This category covers a range of inportant
issues involving the degree of government control over route
structure, industry structure, railroad operations, and other
control aspects such as railroad dividend policies. These con-
trol aspects of the various proposals for federal assistance in
rail rehabilitation are of great interest to the industry as well
as to other observers of the rail scene

. Rel ated Actions--Qther aspects of proposed rail |egislation
while outside the scope of this study, are inextricably Iinked
to a valid perspective on rehabilitation in the eyes of most ob-
servers. Such actions include rate reform regulation of in-
dustry restructuring, relief fromdiscrimnatory taxation and
passenger service |osses, and the prescription of inproved
accounting systens.

The conceptual framework sunmarized above is applied in this re-
port to a selected group of specific legislative proposals. A conparison chart
of these proposals appears at the end of this summary.

As noted above, this is not an evaluative study, nor was it designed
with the objective of recommending a particular legislative path. Sone of the
inpressions gained in the course of the study are highlighted in the follow ng
paragraphs.  These inpressions, held by at least a mgjority of the industry,
shipper, labor, state, and admnistration officials interviewed, are pertinent
to any legislative efforts. They are as follows:

. The problem of deteriorating rail fixed plant is national in
scope, although by no means uniform Priorities lie in the
Northeast and the Mdwest regions of the country

. Public ownership of rail rights-of-way raises many problens.
It should be seriously considered in terms of whether it is nec-
essary or whether alternative solutions which have yet to be
tried have sufficient probability of success to warrant the de-
ferral of nationalized rail plant
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There is no cheap solution. Hard, or highly leveraged, financ-
ing will not get rehabilitation money where it is needed nost

and a small programwill not really test the role that federa
funding of rehabilitation can play in establishing a viable rai

i ndustry.

The cost of soft |oans may approach the cost of an outright grant
as the termof the loan, the repayment schedule, and the interest
rate become nore |iberal.

A trust fund is generally regarded as a desirable device to pro-
vide a secure stream of funding for rail rehabilitation and to
permt, through the authority to issue bonds, large initial out-
lays to be made based on a limted, but longer term stream of
receipts

Care should be taken to ensure that the necessary control over
what facilities get rehabilitated is used to pronote a rationa
rail system The potential for excessive politicization of the
process can be mnimzed with a legislative requirement for al
anal ysis used as the basis for route decisions to be made avail -
able for public review

In terms of the corporate structure of the rail industry, the
current ‘Bal kani zed” structure is not ideal. A nore desirable
structure is achievable through means other than federal coer-
cion based on rehabilitation funding

Many unknowns are involved in the question of federal invest-
ment in rail fixed plant. Anmong them as noted above, are:

--\Wat is the need?

--\What is the return on the investnent (both internal to the
railroads and external to society as a whole)?

--What other legislative actions are necessary or desirable to
enhance the effectiveness of federal financing of fixed plant?

The existence of these unanswered questions requires that sone
neans of determning the answers be set in notion, and that
sufficient flexibility be built into the programto avoid making
lasting mstakes in the early stages while answers are being
sought .
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