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CHAPTER 4

OPERATI NG EXPENSES

Bet ween 1976 and 1985, the Final System Plan (FSP) projects
that ConRail operations will inprove markedly turning a 1976 | oss
of 9.9¢ on every dollar of revenue to a 13.5¢ profit. Table 9
illustrates the percentage reduction in expenses through which
this profit turnaround is acconplished. The nost significant
i mprovenent occurs in the transportati on expense category, (i.e.,
the cost of transporting the freight) which drops from 39. 8% of
revenue to 29.0%

Percentage reductions are achieved in nearly every expense
cat egory. Mai nt enance of Wy (M of W expenditures per mle of
track increase due to better track rehabilitation, but the
elimnation of light density lines allows M of Wexpenditures
to decrease as a percentage of revenue. Simlarly, maintenance
of equi pment (M of E) expenditures rise, decreasing the nunber
of freight cars currently out of service from1l0.7%to 5%
However, a reduction in fleet size due to inproved car utiliza-
tion owers Mof E expenditures as a percentage of revenue.
Ceneral administrative and passenger expenses renain relatively
constant on a dollar basis reflecting ConRail’s ability to
generate nore freight revenue wthout increasi ng managenent over-
head. Net car hire decreases as a percentage of revenue reflect-
ing better car utilization and the assunption that cars will be
purchased rather than |eased. The “other” category decreases as
a Percentage of revenue due to the stable work force size (I ower
payrol|l taXes as a percentage of revenue) and increased incomne
gai ned frominvestnment of excess ConRail stock in short term
securities.

To i nprove transportati on expenses, from 39.8%to 29. 0% of
revenue, ConRail will rely primarily upon increased yard effi-
ci encies providing faster throughput of freight, inproved car
utilization through a conputer-based car nanagenent system
econom es of density obtained by running nore traffic over |ess
track and better managenent of costs and operations. The USRA
anal ysis relies heavily upon conputer-based sinulations of pro-
jected ConRail performance. These results are integrated with a
financial nodel projecting systemprofitability and cash needs.
Consi derabl e doubts, however, have been expressed by railway
operati ng personnel and the |ICC about the ability of ConRail to
obtain these dramatic inprovenents.

Most of the critiques concern ConRail nanagenent’s ability
to inmprove equi pnent utilization as nuch as expected. A nunber
of critical assunptions were identified that affect achievenent
of the operating inprovenents.

503-0790 - 75 . 6
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Table 9

NET | NCOMVE (1973 dollars)
(normalized revenue = 100.0)

1976 1985

Total Operating Revenue 100.0 100.0
Operating Expenses:

Mai nt enance of Way (11.5) (11.1)

Mai nt enance of Equi prent (14.8) (12.1)

Transportation (39.8) (29.0)

General, Adm nistrative,

Passenger, and Q her

Expenses (23.9) (18.9)
Net Operating Revenue 10.0 28.9
O her Expenses:

Net Car Hire (9.9 ( 8.3)

O her Incone, Expenses,

and Taxes (9.2 (5*7)
Ear ni ngs Before Interest (9.1 14.9
I nt er est (.8 (1.4
| ncome (9.9 1305

SOURCE:  USRA Final System Plan, pp. 71.

| MPROVEMENT | N YARD OPERATI NG EXPENSES

ConRail projects that yard operating expenses will be
reduced by system nodifications. No i nprovenents in |abor
productivity are expected other than those resulting indirectly
from system changes. A principal systemnodification is bl ock-
i ng changes, which reduce yard expenses by 8% This involves
assenbling bl ocks of cars into trains in an efficient manner
which nmininmzes transportation costs, for exanple, by formnng
| onger trains. [t aso maximizes del ivery speed, for exanple,
by bypassing intermediate yards. A second major system nodifi -
cation is rehabilitation of yards and related facilities. Thi s
reduces yard expenses by 6%
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The inportance of yard inprovenents to the efficiency of
the systemis illustrated in Figure 4. Cars spend 61.8% of the
time in yards and only 14.6% of the time nmoving with the remaining
23.6% of the time spent under customer control. Mre inportantly,
on an average haul, a car will pass through 5 or 6 yards. Rehab-
ilitating tracks to increase train speeds, for exanple, from 10
nph to 40 nph, may have little effect on systemefficiency if
the car spends 60% of the tine waiting in yards for reclassifi-
cation or |oading

Comparing ConRail yard expenses with other railroads indi-
cates that even after the expected inprovenents, ConRail will
i ncur higher yard expenses per freight novenent than other
railroads. For exanple (see Table 10), in 1976 ConRail wll spend
$3.15 per 1,000 ton-niles for yard-rel ated expenses whil e Southern
spends only $1.47. By 1985 ConRail’s costs will still be higher
at $2.41 per 1,000 ton-mles. This is due primarily to the yard
intensive nature of the Northeast rail operations. For the sane
reason, yard expenses will continue to account for a higher per-
centage of transportation expenses than other railroads. Although
USRA projected a 22% drop in yard-rel ated expenses from $3.07 to
$2.41 per 1,000 ton-miles, yard expenses will remain a high per-
centage (29% of all transportation costs.

Anot her indication of the “spaghetti” nature of the old Penn
Central systemis given in Table 11 showing the rel ationship
bet ween operating ratios (i.e., operating expenses + operating
revenue) and the percentage of track which is mainline. The data
suggest a strong correl ati on between nore branch Iines and hi gher

(i.e., less efficient) operating ratios. In a branch line
intensive operation, like ConRail, yard requirenents nay be
i ncreased substantially. In 1969, for exanple, only 31.1 percent

of Penn Central track was mainline resulting in an extrenely high
operating ratio of 84.4 percent.

Yard i nprovenents predicted by USRA rely heavily on a systens
anal ysi s approach which optimzes traffic novenent over the ConRai
system based on conputer simulations. Thi s sophi sticated node
was not previously available to Penn Central managenent. It wll
ensure sone inprovenents, but whether these will be as dranmatic
as the FSP predicts is questionable. The PSP indicates that Penn
Central already had "a relatively efficient blocking plan” for
intermediate yards.' Therefore, USRA projected gains nust occur
primarily at origin and destination yards.

Deci di ng which yards to expand or contract and where to
focus yard rehabilitation efforts requires an accurate prediction
of future traffic flows. Predicting market growth is an inherently
ri sky business and failure to accurately predict traffic flows may
reduce sone of the projected yard efficiency inprovenents.

1
PSP p. 60.
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Figure 4
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Tabl e 10

MEASURES OF YARD EFFI Cl ENCY

Yard Rel ated Yar d
Transportation Expenses as a
Expenses Percentage of all
, $ per Transportation
Rai | road (1000 ton-niles) Expenses
ConRai | (1973) 3.07 29%
ConRai | (1976) 3.15 30%
ConRai | (1985) 2.41 299%
Seaboard Coast Line (1973) 1.85 28%
Burlington Northern (1973) 1.63 26%
[Ilinois Central Gulf (1973) 1.56 27%
Sout hern (1973) 1. 47 26%
At chi son, Topeka & Santa Fe
(1973) 1.17 19%
Union Pacific (1973) 1.11 21%

SOURCE: Eval uation of the USRA'S Prelimnary System Pl an
Rail Services Planning Ofice pp. 42-43

2 Prelinmnary System Plan, p. 63
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Table 11

RELATI ONSHI P BETWEEN PROPORTI ON OF MAI N
LI NE TRACK AND OPERATI NG RATI O

Per cent age of Total Road Exanpl e Rail road
M| eage Devoted to Main Line Mean Operating Ratio Operating Ratios
20% - 50% 85. 9% PC 84. 4%
50% - 60% 80. 5% BN 82. 1%
60% - 70% 76. 1% c&0 76. 2%
70% - 80% 76. 8% N&W 71. 1%
80% - 90% 77.5% B&O 73. 1%
90% - 100% 75. 1% RFP 57. 9%
NOTE: In 1969, 31.1 percent of Penn Central Track was main |ine and

the operating ratio was 84.4 percent.

SOURCE: Conpetition in the Railroad Industry; Simat, Hellieson &
Ei chner, February 1975, pp. 11-28, 11-29

The exi stence of an optinmal bl ocking plan does not ensure that
it will be rapidly inplenmented or followed. Bl ocki ng changes may
require the transfer of sorting operations fromone yard to another
in addition to shifting work |oads, train schedules and car routing
patterns. Yard expansi ons and schedul e changes will require tine
for inplenentation. Bl ocki ng plans nmay be overridden by a desire
to expedite certain types of traffic. Because rail roads conpete
primarily on service, blocking decisions nmay be adjusted to pro-
vide priority service to inportant custoners. These bl ocki ng
adj ustnments may reduce the efficiency of the entire system sacr
ficing the efficient novenent of less tine-sensitive freight. |
ConRail is to conpete nore effectively with trucks in the TOFC
market, these service differentials may conflict with optinal
bl ocki ng patterns.

Despite all these projected inprovenents, ConRail will remain
a nore yard intensive railroad than nost due to the congested
nature of Northeast traffic.

i -
f
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CAR UTI LI ZATI ON | MPROVEMENTS

The savings fromyard and track rehabilitati on appears
largely in the form of better car utilization. USRA projects
a 28% i nprovenent in car utilization over present |evels.
| nprovenents are primarily due to four factors: i mproved
travel speeds due to track rehabilitation, faster throughput
in yards, better nmintenance of equipnent and better freight
car distribution techniques.

ConRail will begin with approxi mtely 175,000 freight
cars.® During the planning period approxi mately 24,000 cars
wi |l be purchased® and 49,000 will be retireds decreasing
the fleet to 150,000 which is 40,000 | ess than woul d be needed
wi thout the anticipated efficiency inprovenents. The antici-
pated savings is approximately $1.2 billion.® |In addition, the
nunber of | oconotives will be reduced by 223 fromcurrent |evels.
ConRail’'s fleet consists potentially of 4,500 |oconotives. The
total anticipated expenditure for new equi pnment is $1.78 billion.?’
Consequently the inprovenments in car utilization will save approx-
imately 40% of the total capital expenditure that woul d ot herwi se
be required for new equipnent.

I nproved car utilization affects the railroad financially
by reducing capital requirenents, interest costs, transportation
expenses and net car hire expenses. The net car hire account in-
cl udes net per diem and mileage paynents in addition to car |eases.
The net per diem and nil eage charges are the difference between the
anount which ConRail must pay for borrowing other railroad s cars
and the anmount it receives fromother railroads using ConRai
cars. The Northeastern railroads are at a di sadvant age because
nore goods are shipped to the Northeast than originate there.
Consequently ConRail is nore likely to have a negative net car
hire bal ance because it will be holding cars belonging to shippers
in the South and West. A conparison of six Southern and Western
rail roads indicates that they had net car hire bal ances equal to
only 55% of ConRail’s.

ConRail has the choice of |easing or purchasing new cars.
If the railroad chooses to purchase new cars, the financial state-
ment will reflect higher depreciation and interest costs. For
presentation purposes, USRA assuned that all cars were purchased
and therefore all debts would appear explicitly on the bal ance

sheet . The assunption that ConRail would purchase rather than
| ease cars accounted for 41% of the savings in net car hire paid.
However, ConRail is likely to |ease cars because it will be unable

to use the tax advantages resulting from accel erated depreciation
By allowi ng outside investors to purchase the cars, use the depre-
ciation to protect other incone, and then |lease the cars to ConRail
the railroad will conserve its cash. Lease paynments woul d then

i ncrease the negative balance in the net car hire account and
reduce reported incone.

3PSP p. 92
‘FSP p. 99
SPSP p. 92
bstrong, Wshart, p. 2-1
7FSP p.” 79
PSP p. 78

8FSP p. 61
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Several other factors are likely to reduce net car hire
savi ngs. Net car hire has a tendency to increase because the
price of cars hired increases. Bet ween 1963 and 1973, net car
hire increased 10 percent annually despite .6.6 percent drop
in car |oadings. I ncreases were due to newer cars and higher
interest rates which produce higher costs. There has al so been
atendency to rely nore heavily over tinme on shippers’ cars.

This practice increases net car hire expenses.

The achievability of projected car utilization inprovenments
will significantly affect ConRail’s profitability and capital
requirements. I nprovenents will certainly result fromraising
mai nline travel speeds by 21 percent, reducing classifications
by 10percent, and reducing the bad order ratio (i.e., the per-
centage of cars not in operating condition) from 10.7 percent to
approximately 5 percent. However, the major inprovenments rely
on an inproved conmputer based information systemto control car
novenent s.

Because acarspends only 14 percent of the time noving, a
21 percent increase in track speed would only inprove car utili-
zation by 3 percent. Reduci ng the nunber of classifications by
10 percent inproves car throughput but does not solve the critical
problem of having cars available «the |ocations demandi ng cars.
Again, USRA relies on the conputer-based information systemto
fill the gap.

The car mnanagenent ssem wit probably be a hybrid of the
Penn Central’s TABS system and the Southern Pacific's TOPS system
Qut put of the systemw |l be used to predict areas of future denand
and to nove cars to those areas. \While inplenentation of the
anticipated system would dranmatically inprove car utilization, the
difficulties in developing and inplementing the system are consid-
erabl e. If a conbination of TOPS and TABS is chosen, the problens
of integrating two |large conputer systems will be encountered. In
addi tion, demand forecasting involves a new application of these
systens and will require tine to debug. The nost critical aspect
of a sophisticated car nanagenent system however, involves data
i nput and quality.

| nprovenents in car distribution will require input of car
information daily including: car type, ownership, grade cleanli-
ness, and previous comodity. \When a car is under shipper’s
control this information is difficult to obtain. The data input
operation nust al so be extrenely accurate. Because ConRail wll
be controlling so many cars, the opportunity for “losing” cars
through failure to input data or input of bad information is
hi gher than for nost railroads. Persons responsible for data input
and integrity must exhibit a high I evel of discipline. Cooperation
anong railroads in the exchange of information necessary to
track car novenents across -boundaries has historically been a
probl em

| nprovenents in car utilization nmay result from severa
regulatory reforns suggested by USRA

e Reducing the amount of free tinme which a shipper
has to unload a car from 48hours to 24hours.
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« Elimnations of special exceptions to normal derurrage
charges (charges for a shipper keeping a car beyond the
agreed upon free tinme)

e Additional charges for cars which shippers release to
the railroad without disposition instructions.

In addition, future coordination projects to prevent enpty
back haul s coul d considerably inprove car utilization. Potential
savi ngs fromthese prograns have not been included in the FSP
Their inplenentati on depends on | CC action, which is not
i mm nent .

USRA has projected dramatic inprovenents in car utilization
relying primarily on inplenmentation of a sophisticated conputer
based car nanagenent system Many probl ens exist in the devel op-
nment, inplenmentation and operation of the system These are
likely to reduce the savings bel ow those projected by USRA

Simlarly, savings in the net car hire account will be
reduced assum ng that ConRail chooses to | ease rather than pur-
chase a portion of the new equipnent. The natural dependence of
the Northeast on shipments fromthe South and West will limt
i mprovenments in this expense category.

Proposal s requiring regulatory action could provide incentives
to shippers to handle cars nore efficiently. However, no concrete
proposal s have been nmade. These potential savings rely on actions
whi ch are beyond the control of ConRail managemnent.

TRACK UTI LI ZATI ON | MPROVEMENTS

Yard i nmprovenents and car utilization inprovenents reflect
better utilization of the track. USRA projects that ConRail
will inprove profitability by passing nore traffic over a
shorter track system and using fewer cars and | ess | oconotive
power than its predecessor railroads. ConRail will be reaping
the econonmi es of density which are the railroad s version of
econom es of scale. Table 12illustrates the high correlation
bet ween density and operating ratio. Ranki ng the 24 Eastern
rail roads by density and conputing the average operating ratio
shows that operating ratios get much worse (i.e. higher) as
density decreases. There are exceptions to the rule, for exanple,
a railroad which hauls high tariff itens, but the relationship
is generally true. ConRail’s density is currently near the
nati onal average of 4.2 revenue tons per mle, but will show a
marked inprovenent by 1985 to 8.2, mmking it the third densest
railroad in the East and the fourth in the nation.’ Table 13
i ndi cates that by 1985 ConRail will exceed the average densities
of seven other major railroads and all the area averages.

9Competition in the Railroad Industry; Simt, Hellieson and
Ei chner, February 1975, pp. 37-39.
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TABLE 12 - RANK OF EASTERN RAI LROADS BY DENSI TY

Nunber of Railroads Aver age Density Average Operating
in Each Goup of Goup Rati o of the G oup
5 8.5 7.7
5 5.0 80. 4
5 3.7 85.0
5 2.5 88.2
4 .75 109. 4

SOURCE: Conpetition in the Railroad Industry; Sinat
Hel | i eson & Eichner, February 1975.°

The inmprovenent in track utilization is an indication of
the i nproved operating efficiency of the entire system The
elimnation of 5,700 mles of light density lines, inproved
bl ocki ng procedures, yard operations and car control systens
all ow the passage of nore traffic over less track in a given

time period. The only constraint concerns the scheduling of train
nmovenents and the ability to accurately nonitor the novenent of
equi prent . Nei t her of these factors are expected to hinder

expected inprovenents.

Aver age density, however, may be ni sl eadi ng because aver-
ages include nunerous light density |lines and very dense but
shorter nain routes. Penn-Central mainline traffic is already
qui te dense. Elimnation of 570mles of light density Ilines
may increase ConRail density without significantly affecting main
l[ine densities. Very high densities are not thought to inpede
traffic flow, however, scheduling of additional traffic requires
good centralized traffic control and keeping accurate track of
all equi pnent.

Anot her factor considered relative to traffic density was
the average length of haul. In a longer haul, there is |less
interfacing with other railroads, less tinme in switch yards
and supposedly more profit fromthe traffic. As trucks,absqrbed
most of the railroads’ short-haul traffic, the averagelengcfh of
haul for rail freight nationw de increased. Bet ween
1960 and 1974, the average haul per ton increased 20 percent from
442 mles to 531 mles. However, a haul is normally split up a-
mong a nunber of railroads. Table 14 conpares the average |ength
of haul of ConRail and six other railroads.
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TABLE 13 - AVERAGE DENSI TI ES

Rai | r oad Density (ton miles\nmle)
ConRai | (1973) 4.2
ConRai | (1976) 4.6
ConRai | (1985) 8.2
Union Pacific 6.2
Sout hern 4.7
Santa Fe 4.7
Seaboard CL 3*9
[Ilinois Central -CGul f 3.5
Burlington Northern 3.2
Chessi e 6.2
Nat i onal Average 4.2
Eastern Average 4.9
Sout hern Aver age 4.4
Western Average 3.9

SOURCE: RSPO, p. 43
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TABLE 14 - AVERAGE HAUL LENGTH

Rai | r oad Average Haul (mles) | ndex
ConRai | (1973) 268 41
ConRai | (1976) 293 45
ConRai | (1985) ... S oo
Union Pacific 656 100
At chi son- Topeka

& Santa Fe 640 98
Burlington Northern 495 75
[1linois Central-Gulf 333 51
Sout hern 249 38
Seaboard 220 34

SOURCE: RSPO, p. 43

Bot h Sout hern and Seaboard Coast Line are profitable yet

handl e shorter average hauls than ConRail. The Western and
M dwestern railroads tend to have |onger hauls. The ConRai l
nerger only increased haul length by 10 percent and will pre-

sumably have little inmpact on operating efficiency. ConRai
may suffer relative to shorter haul carriers such as Southern
and Seaboard Coast Line because while all three have simlar average
haul |engths, the Penn-Central nmaintains tw ce the amount of track as
the ot her two. Presumabl y one of the advantages of a |arger system
woul d be the ability to fully control shipping over a | onger portion
of each freight novenent; yet ConRail has not noticeably inproved.
The elimnation of 5,700 mles of light density |ines obviously
i nproves ConRail’s track utilization rate and should inprove profita-
bility. More traffic should be attracted as ConRail service inproves
due to track rehabilitation. Sl ow orders now restrict speeds on
9,000 miles of ConRail track.” In addition incursions by trucks
into the remaining rail freight commodities will decrease since the
nost divertable traffic is already gone

10 First National City Bank, a Financial Analysis O the primry
System Plan as proposed by the USRA, pp. 6-7.
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The maj or questions concerning ConRailrs ability to drana-
tically inprove traffic density stem from conpari sons w th other
syst ens. Wil e physically the system can handl e i ncreased den-
sity, it seens peculiar that none of the nation's ten | argest
rail systens have densities approaching the ConRail projections.
The factors which could prevent achi evenent of these densities
i nclude requirenments that ConRail continue to operate |ight den-
sity lines, a continuing decline in Northeast rail traffic and
an inability to inplement projected operating inprovenents (i.e.
car managenment system yard rehabilitation)

| MPROVEMENTS | N COST CONTROL

The ability to achieve potential cost savings arises from
consol idation of track, rehabilitation of yards and identification
of unprofitable traffic. I dentifying unprofitable freight nove-
nments so that selective rate increases can be requested depends
on managenent’s ability to assign costs to individual rail nove-
ment s. A yard or a piece of track supports nmany trains consisting
of individual cars of different cormmodities with different origins
and destinations. Thus, tying costs to particular freight novenents

is difficult. Traditionally managenent optinized on an individua
yard or other sub-system basis to maxim ze throughput.
ConRail managenent will attenpt to optinize on the whole system
and accurately identify costs.

In periods of rapid inflation where the costs of fuel, |abor
and materials may change drastically, the problem of identifging
cost conponents with traffic novenents is critical. Figure

illustrates the exponential rise recently experienced in fuel and
other costs. As cost conponents vary in growh rates (i.e.,

| abor, fuel, materials), ConRail managenent nust be able to dis-
tingui sh between profitable and unprofitable investnent oppor-
tunities. Bet ween 1945 and 1965 the fuel index only doubled
while during the 20 years from 1965 to 1985 it is expected to
increase nore than five fold. The i ndex of conbined nmateri al
costs has al so begun to exhibit an exponential growh pattern

Traffic which may have been marginally profitably when diese
fuel was 20cents a gallon may be unprofitable at 30 cents a
gal | on. As costs change rapidly unprofitable comodities nust
be identified quickly.
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Figure 5
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A standard cost systemis one nethod of tracki ng nmanagenent
performance and costs. A variance fromthe predetermnined stan-
dard cost (for exanple, if rehabilitation costs for mainline
track are projected at $100,000 per mle and actual expenses are
$250, 000 per mile for a particular stretch) is a warning to
managenent that operations may be | osing nmoney. While rehabili-
tation at $100,000 per mile may have allowed a sufficient return
on investnment, $250,000 per mile may not. | npl ementation of a
standard cost systemis an intricate and tinme consumi ng venture.

USRA has al ready begun to identify nonconpensatory freight
traffic for which $54 million in rate increases will be requested.
This represents an inprovenent in tying costs to freight nove-
nment s. Previously railroads used the standard I CC formboth to
request rate increases and as the basis for cost control, though
it is recognized as inadequate for the latter function.

I npl enentati on of an ongoi ng cost managenent system however,
will be nmuch nore difficult than a one tine identification of
unprofitable traffic. Standard cost systens take years to design
and i npl emrent before savings are fully realized. The bankrupts
currently have inadequate performance standards for nen and

equi prent . I'n addition, managenent information systenms have
not been integrated which is a prerequisite to inproved cost control
Overconming these problens will require nore attention from managenent

that is likely to be available during the start up period. Shor't
term problens of greater i mediate inpact are likely to take
precedence over a cost control system

While the need for a better cost control systemis recog-
nized as essential to achieving the operating inprovenents
projected in the FSP, it nmay be delayed in inplenentation.
Managenent will probably focus on projects such as car managenent
or good rehabilitation which will have a nore inmedi ate inpact on
system profitability. Consequently, the infornmation necessary to
make decisions, for exanple on the desirability of retaining a
given traffic nmovenent,will probably not be avail able and sone
possi bl e operating i nprovenments will not be recognized.

| MPROVEMENTS | N LABOR PRCDUCTI VI TY

USRA assuned that 90, 000 enpl oyees woul d be transferred
to ConRail under the reorganization, and that by 1985 the work
force would have grown to over 93, 000. The mix of |abor classes,
however, does not match the projected system needs so sone
wor kers woul d be ternm nated and new ones hired. The FSP projects
that by 198560% of the present work force will have been replaced
due to attrition.

Al t hough work rules, pay structures, and craft distinctions
wer e considered obstacles to better productivity, the FSP assuned
no changes in these areas. Thus, no inprovenents in |abor
productivity are expected other than those occurring incidentally
through system nodifications.
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The inportance of the | abor conponent nationally in rail
expenditures is illustrated in Table 15 Over half of every
revenue dollar is spent on |abor. In the bankrupts which are
consi derably nore unprofitable than the national average, this
ratio is probably considerably higher. Table 16 conpares sone
of the labor productivity nmeasures for the bankrupts with
i ndustry averages. Conpared to the national averages, the
bankrupts: produce only 78% as many gross ton mles per crew
hour, generate only 92% as much revenue per crew hour, and
spend 12% nore crew tinme switching than other Class | railroads.

Tabl e 15
DI STRI BUTI ON OF OPERATI NG REVENUES
FOR THE RAI LROAD | NDUSTRY 1974

(normalized so that all figures are
per dollar of revenue)

Total operating revenues $1.00
Labor Cost $ .51 (Doesn’t include those
capitalized)
Fuel Materials and Supplies $ .24
O her Expenses $ .10
Depr eci ati on $ .05
Q her Taxes $ .04
Net Railway Qperating |ncone $ .06

SOURCE: Yearbook of Railroad Facts 1975 edition
AAR p. 11
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Table 16
DI RECT LABOR PRODUCTI VI TY

(Stated as averages)

Sout hern West ern

Bankr upt s G ass | District Di strict
1000 gross ton-nile
per crew hour (1973) 22.8 29.2 25.3 35.5
Dol | ar revenues per
crew hour (1973) 200.0 217.0 184.0 241.0
Percent of crew hours
yard switching (1973) 58.6 52.3 47.6 49.5

SOURCE: Prelimnary System Plan p. 57

These reduced productivity figures reflect in part the congested,
yard-intensive nature of the Northeastern railroads and the poor
condition of the track and equi pnent. _

Labor productivity inprovenents have been dramatic. Since
1960, 33 percent fewer enployees have been needed to produce 49 percent

nore revenue ton mles. I ndustry enpl oynent has dropped while
traffic (revenue ton mles) has increased steadily. These
i nprovenents will probably continue. \WAge increases however,

have offset the absolute drop in enploynent, rising by 52 percent
since 1960. Thus, despite inproved productivity, conpensation
as a percentage of operating revenue decreased only 7 percent
from 1960 to 1974.

ConRail could trade | abor protection for |abor productivitx
i mprovenents through work rule changes but this is unlikely. The
probl ens of |abor productivity, work rules, etc. are |ong
standing industry problens. ConRail nmanagenment with its
nunerous other responsibilities can hardly be expected to |ead
inthe difficult and controversial area of |abor reform

MANAGEMENT GENERATED | MPROVEMENTS

| nprovenents in ConRail operating performance will depend
heavily on inplenmentation of the nunerous studies conducted by
the USRA in devel oping the FSP. Wile managenent will not be

obligated to followthe FSP, it represents a $30 million invest-
ment to study ConRail’s problenms . After conveyance the tine

Il Yearbook of Railroad Facts 1975 Edition, AAR p. 12, 29, 58.
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and resources to repeat the process will not be avail abl e. The
viability of the plan will depend on managenent’s ability to
adapt it to changing conditions.

VWil e considerable criticismhas been |levelled at the Penn-
Central managenent, USRA staff nmenbers, consultants and railroad
i ndustry people have quite divergent views on the exsiting
managenent’ s capabilities. Several people indicated that Penn
Central managenent was out of date and incapable of inplenenting
the reforms suggested by USRA. A nore preval ent attitude, however
descri bed Penn-Central nanagenent as capable and well intentioned
but constrained by the deterioration in the Northeast and the
| ack of funds in the conpany to inplenent refornmns.

The maj or unknown when control of the bankrupts passes to
ConRail will be the ability of new managenent to meke a dif-
ference in the operating efficiency of the bankrupt railroads.
Optomi sts point out that new nmanagenent wll:

e have the benefit of the USRA studies which have
eval uated the operations of these railroads nore
thoroughly than any railroads in the nation.

e have flexibility to inplement necessary changes
because of the avail able federal financing. Previ ous
managenent s have not had adequate fundi ng.

e include a new group of non-railroad nen who can apply
the systens anal ysis techni ques devel oped at USRA and
i nnovat e wi thout being constrained by the traditiona
railroad mentality.

Some felt that the techni ques devel oped by USRA were suffi-
cient to guide al nost any management to successfully operate
the restructured system Consequently, managenent was not a
particularly crucial factor.

A nore preval ent view however, held that the inpact of
new managenent would be minimal. This pessinistic view con-
cludes that:

e ConRail nust integrate the nmanagenents and operating
systems of six firms into one. Hi storically, nergers
of this type have not been very successful or have
taken a long tinme to conplete. (i.e., Pennsylvania RR -
New York Central merger and C&0O, B&O nerger)

e The new president succeeds two presidents who were
successful managers with railroads outside the Northeast
indicating that the problem may be systenic

e Existing staffs cannot be rapidly “shaken up” w thout
di srupting the ongoi ng operation of the conpanies. These
staffs have been decimated by the | oss of young staff due
to the stagnancy of the conpany, denoralization and the
stringent controls of the bankruptcy court.



