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FINANCIAL CONDITION OF THE DELAWARE & HUDSON 
RAILWAY 

TUESDAY, AUGUST  15,  1978 

HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON TRANSPORTATION AND COMMERCE, 

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

The subcommittee met, pursuant to notice, at 10 a.m., in room 2203, 
Rayburn House Office Building, Hon. Fred B. Rooney, chairman, 
presiding. 

Mr. ROONEY. The Delaware & Hudson Railway is presently in a very 
precarious financial condition. The purpose of our hearings today will 
be not only to determine how this condition came about but primarily 
to determine what, if any, corrective action can be taken by the Con- 
gress to relieve the situation. 

The D. & H. Railway is one of the oldest in this country. It operated 
profitably until 1976, when as a result of the revised final system plan, 
its structure was more than doubled from 700 miles of track to about 
1,650 miles of track. It has now become obvious that inadequate plan- 
ning was given to this massive expansion of a small railroad. The rail- 
road did not have adequate management, personnel or equipment to 
cope witli this expansion. It is alleged that the D. & H. voluntarily 
accepted this expansion program. Technically, this is probably true, 
but I believe when the facts are analyzed today, we will find that the 
D. & H. really had little choice. In short, it had a choice between 
instant bankruptcy and a slim hope of survival. 

We will want to examine a number of proposed solutions. One pro- 
posal is for the Congress to amend the conditions upon which the 
ITSRA may loan funds under authority granted in the 3-R Act. 
Another alternative would be to amend the conditions upon which 
the Federal Railroad Administration can loan funds under the Emer- 
gency Rail Services Act of 1970. A tliird alternative would be for the 
IOC to direct service for all or part of the D. & H. operations for a 
period of 240 days. A fourth alternative would be to increase the loan 
authorization in section 211 of the 3-R Act. 

We must consider not only which alternative solution would be the 
most economical to the Federal Government, but also which would be 
best in assuring the viability of the D. & H. Railway. I am sure that 
we all have a commonality of interest in believing the essential services 
of the T). & H. must be retained. I fully understand that we can have 
differences as to what will constitute essential services and the manner 
in which this goal can be accomplished. In this regard, I want to 
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emphasize that this committee will not tolerate prolonged delays in 
reaching decisions. If it is determined that lestructuring studies must 
be made, then we must be assured that these studies are carried out as 
swiftly as possible. As I have stated previously, little time was spent 
in planning for the expansion of the D. & H. operations, therefore we 
cannot tolerate delays in determining how the route system should be 
restructured. Similarly, protracted delays in determining the method 
of temporarily or permanently assisting the railroad's financial con- 
dition cannot be tolerated. It is essential tiiat not only must essential 
rail services be continued, but just as important there must be assur- 
ances from all concerned that these essential services will not be 
disrupted. 

It is veiy difficult for me to comprehend why we must have this 
hearing this morning because we have given the administration and 
the USRA authority in the 3-R Act and the 4-R Act to distribute 
funds to ailing railroads. I don't know why they don't give the D. & H. 
the money they need. It seems to me every time a railroad goes bank- 
rupt, the Government is willing to assist it but is most reluctant to 
furnish assistance before it goes bankrupt or to prevent it from going 
bankrupt. 

We are going to hear from four of our colleagues. The leadoff wit- 
ness will be the distinguished gentleman from New York, Mr. Samuel 
Stratton. 

STATEMENT OF HON. SAMTJEI S. STRATTON, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK 

Mr. STRATTON. Thank you very much. I appreciate this opportu- 
nity to appear before you and your sulxiommittee this morning. As 
you begin this very important task of exploring ways to provide finan- 
cial help to the Delaware & Hudson Railway to continue to operate in 
upstate New York, as well as Pennsylvania and elsewhere. I come 
here this morning as the representative of the city of Albany which, 
for many years, the iieadquartere of the Delaware & Hudson has been 
located in one of the most beautiful and distinguished historical— 
architecturally speaking—buildings in New York State, now turned 
over to the State university. 

I have been interested in the D. & H. for many years, and during 
all of the prolilems it has been the one that survived without going into 
bankruptcy. I want to express my jjersonal appreciation to you, Mr. 
Chairman, for the leadership you have been takmg, as your statement 
has already indicated, in attempting to find some way to solve these 
problems that have now affected the D. & H. as well as the other rail- 
roads. 

As you have pointed out very appropriately, it does seem ironic a 
railroad can operate on a profit for 150 years, and that 2 years after 
being assisted by the Federal Government be on the brink of bank- 
ruptcy. Year in and year out D. & H. has been able to show a profit 
while other rail lines m the northeast have been forced to go into bank- 
ruptcy. I know the officei-s and employees are deeply dedicated to get- 
ting the line back in the black and continuing the fine sei-vicc for its 
customers that has earned the D. & H. a solid reputation over the years, 
providing a linkage between Canada on the north and the Southern 



States on the south. This will be a key to finding a way for the D. & H. 
to continue to operate both in the short term and the long term. 

I have no special expertise in the field of railroiid financing and I 
think I would be inclined to leave it up to the membere of this com- 
mittee to determine which of the various options you have already re- 
ferred to, Mr. Chairman, would be the best one. On the surface, I 
think, I am intrigued by the idea that under section 211, it would ap- 
pear that funds could be loaned to the D. «& H. for the purpose of con- 
tinuing during this difficult period, and if the Congress were to inject 
a little additional money into that fund, that might take care of it. 
Perhaps there are other problems involved I am not fully aware of. 
I am under your leadership, Mr. Chairman, we will come up with the 
right solution. I do think it is extremely important we move swiftly in 
this situation. The time of the 95th Congress is ininning out and we 
need to have the opportunity to get this legislation both thi-ough the 
House and in the Senate. 

I thank you for the opportunity to appear here, and I want to as- 
sure j'ou my full support for whatever legislation you an-ive at. 

Mr. KooNEY. Thank you very much. You already promised me your 
support several weeks ago when this became eminent. I appreciate 
the support you have given not only myself, but this committee. 

Mr. Hanlcy, there is a quorum on at the moment. Would you rather 
wait until after the quorum? 

Mr. HANLEY. If it is OK—take it up immediately after the quorum. 
Mr. RODNEY. The committee will recess for 10 minutes. 
[Brief recesa] 
Mr. EooNEY. I regret very much the delay. I went to congratulate 

the Speaker, who just became a grandfather Sunday, and he received a 
call from the President congratulating him, so I wound up as Speaker 
of the House of Representatives for about 15 minutes. 

The next witness is our colleague fi-om the great State of Pennsyl- 
vania, Congressman McDade. Nice to have you here. 

STATEMENT OF HOU. JOSEPH M. McDADE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF PENNSYLVANIA 

Mr. MCDADE. Mr. Chairman, I am very grateful for the opportunity 
to testify on what I believe is one of the most critical issues to face this 
committee and the Congi^ss for some time to come, a problem wliich 
I believe requires an urgent solution and one that, if unsolved, will 
cause economic hardship throughout the Northeast and Mid-Atlantic 
States in a way that perhaps has been unparalleled in our Nation. 
This problem is a failure by the U.S. Railway Association to approve 
further loan funding for the Delaware & Hudson Railroad. We have 
got to find positive actions to prevent further degradation of wliat still 
is the only solvent railroad in the Northeast. 

Wlien we consider this problem, we have to realize the reasons why 
the D. & H. is in this tough jx)sition before we can look for a solution. 
During the final months before the USRA final system plan was to be 
adopted, negotiations for an alternative rail system to be competitive 
with ConRail, fell through in the last half of the ninth inning. Al- 
though everybody, and I repeat, everybody, concerned wanted com- 
petition with ConRail and smaller rail systems, so they would be more 



eflScient, there wasn't time to start all over, and all of us accepted what 
we have today, a unified ConRail with the "bridge carrier D. & H." op- 
erating in between as the only competition. In the rush to complete a 
final system plan, we hoped that it would work, but I think we all 
knew that further adjustment was going to have to be made as we went 
through this process. Today, we are faced with making an "adjust- 
ment" and we have to make the right decision. 

"We allowed, in fact, the USRA urged and the Congress agreed that 
the D. & H. take on twice its miles of track yet it was given only one 
friendly connection to the West and to the East, and I am referring 
to the Norfolk & Western and the Boston & Maine respectively, and 
only one friendly connection to the South was provided. Previously, 
we had forced the Norfolk & Western to take the stock of the D. & H. 
We still ask whether tliat was wise. W^e cut the D. & H.'s friendly con- 
nection at Wilkes-Barre, Pa., and this is what we gave in return. 

1. On the western flank, it bridges to Chicago and the entire Western 
part of the United States, the use of a yard already handling two rail- 
roads and operated by^and I am going to use in my testimony the 
word, hostile rail corporation. AVe can substitute "competitive" if we 
want to. Either way, from the standpoint of D. & H., it is a hostile situa- 
tion to its West. 

2. Trackage rights over 204 miles of rail, to its western connection, 
only trackage rights once again controlled by a hostile carrier. 

3. No Southern outlet at all, except over tracks and in yards con- 
trolled by that same hostile carrier; and 

4. Access to the New York docks over that same hostile carrier's 
tracks and then only for piggyback, but not including general freight 
or access to tlie "chemical coast." 

Although the hostile connecting carrier has stopped pirating the 
D. & H. protected freight, it continues to solicit and they made an 
agreement that D. & H. would be protected. As of today, that hostile 
carrier goes around soliciting D. & H. traffic saying, we will take you 
from point to point, you don't have to transfer onto D. & H., and they 
do it every day. 

With this operating position an accomplished fact, the USRA re- 
cently looked at the D. & H. financial condition and said, "no more 
money for you, you're too precarious." Well, some surprise. This is the 
decision that has brought all of us here today into this very trying 
time. 

In order to understand, if I could, this USRA decision, I looked at 
the financial records, USRA's own financial records, comparing both 
ConRail and D. & H., and this is how I found the USRA comparing a 
railroad to wliich it is ready to loan $2.3 billion, and everybody says 
that is the first step, it is going to be more, and one to which it will 
deny loan funds. The maximum request is $20 million against $2.3 bil- 
lion, is the first step, D. & H., let's look at USRA's figures. The loss for 
June 1978. 16 jiercent better than had been expected, they are on an 
upward trend. ConRail, 45 percent worse than was expected. Car load- 
ing decrease so far this year, D. & H., according to TLSR A is 8 percent 
below what they had exjjected, and lets not forget since July there has 
lieen a strike on the Norfolk & Western, which has effectively closed 
the gate of the D. & H. to move West. Wlien vou look at ConRail. with- 
out any strike, they are 10.2 percent below what they were predicted on 



loading decreases for this year, so they are doing worse on every 
measurement. 

Obviously, I am concerned, but I think these figures speak for them- 
selves. 

1 am substantially more concerned about the proposal of DOT and 
USRA and what they plan to do alx)ut this problenii I understand 
that their most favored option is to let the D. & H. go bankrupt and 
then roll it into ConRail, unified ConRail, which surrounds it, and 
my colleagues, I can't think of a worse solution to a problem. 

In the first instance, ConRail can't serve this area, and if it tried, its 
record would be even more dismal than it is today. We all know that 
ConRail lost more money this year than last and more money this 
month than last. We know its service is worse than before and that 
these trends, by almost every single measure, are worse than last month 
and last year. Now the administration, which has the duty to oversee 
this giant railroad, wants to bankrupt the only solvent railroad, the 
only bridge to other railroads in the Northeast so that C-onRail can 
run it. We are giving it to the worst managed railroad we find. I cull 
that preposterous. As one example, let's take a look at what shippers 
think about D. & H.'s service. The only entry they have got to New Y'ork 
is Oak Island across the river where JD. & H. is allowed, as I mentioned 
before, piggyback freight rights. Sea-Land is America's largest flag 
carrier. It is willing to offer the D. & H. a substantial surcliarge per 
container plus the tariff to come back to Oak Island to serve their needs 
because they do it reliably. That is the action of a satisfied customer. It 
is what we see with respect to ConRail, and it hasn't been ConRail's 
record so far. 

Now, the administration believes, as I understand it they ought to 
let D. & H. go bankrupt so it can apply for another kind of loan for its 
revenue needs. In the recent past, the administration has indicated al- 
ternatively that the D. & H. can and cannot qualify for these moneys. 
I luiderstand that they now believe the D. & H. cannot qualify. 

Wliat does the D. & H. need ? It needs some time. It is now in negotia- 
tion with its hostile connection, ConRail, to acquire trackage that 
ConRail has already listed as excess and wants to discard. These lines 
that are surplus and not wanted as far as ConRail is concerned are 
the same lines that would let the D. & H. make connections to friendly 
carriers and not have to operate through connections with its ow^n 
competition or hostile carrier, to wit, ConRail. 

What the D. & H. does not need is to be thrown into bankruptcy, 
spilt apart, destroyed as a bridge through the Middle Atlantic ejist, 
west and north and south from New England and handed over lock, 
stock, and barrel to ConRail. 

The taxpayers certainly don't need another bankruptcy and a bigger 
ConRail. A bankruptcy with no avenue for new funds would neces- 
sarily mean the only option outside of economic chaos would be directed 
aei-vice. Now, mod^ estimates that we have gotten indicate the cost of 
"directed service" would be over $15 million for that alone, and it 
would never be repaid. In addition, by statute, there must be a profit 
paid to whoever that designated carrier that would operate D. & H. is. 
Is that a prudent answer ? I say no. The Treasury would not even get 
security for its money if this was done. Last, since "directed service" 
can only operate for a maximum of 240 days, our U.S. shippers are 



going to tiim to tracks or look for Canadian roads, and we are going 
to end up, after tlie end of "directed service" with nothing. The R. & M. 
certainly can't liandle that much track outside its own State. Only 
ConRail can take on the task and it is little able to provide the cApa- 
bility necessary. Let me tell you what we found out about ConRail 
service. 

Yard operations—At a large New Jersey yard, the ICC found that 
50 i>ei-cent of all cars were mishandled. In Baltimore, the ICC found 
that 80 cars were delayed up to 4 months for the oldest. That means 
sitting in a yard 4 months empty when they could have been out earning 
money. In Ohio, a boxcar on the siding 42 days after release by the ship- 
per back to ConRail. 

Transit time—The ICC by accident found a car that had traveled 
1,680 miles throughout the entire ConRail system almost 2 months 
before an employee noticed that it was (A) empty; and (B) it needed 
to be i-e|>aii"ed. Think of the loss of reventie from that one empty car 
that needed repairs. 

Financial management^—In January the ICC found ConRail had 
more than $18 million in uncollected receivables over 60 days old, and 
this from a line that is losing $1 million a day. 

This is what has happened to ConRail. Let's not let this happen to 
another railroad. 

We have to maintain D. & H. as the only competition that exists 
for ConRail in the Northeast, and through that section of the North- 
east as a bridge to the East and West and North and South. This small 
i-aili-oad provides us with some very real and useful comparison on the 
meaning of competition and solvency. 

In June 1978—D. & H. revenue was up 5.7 percent. ConRail was 
down 5 percent. 

In Jime 1978—D. & H. expense was up 4.6 percent, ConRail was up 6 
peixent. 

In June 1978—D. & H. net loas was 16 percent lower than had been 
predicted by USRA. ConRail was 123 percent higher than had been 
predicted. 

Let this railroad find its own answers in the marketplace and not on 
FRA's drawing Ixmrds. The cost to the taxpayer is less tlian the benefits 
to shippers and the economy is much greater. I urge you, as members of 
the committee that have taken such great intere-st in the future of the 
railroads of this Nation, and I commend you, to find a vehicle to allow 
the D. & H. to draw down funds pi-esently aA'ailable to USRA in the 
(ill and funds that will Ix- repaid from other railroads, phis a new 
authorization for just $20 million, that is all, that could be discussed 
later in the year or early in 1979. 

It is my honest conviction, gentlemen, to allow the D. & H. to collapse 
would be a mistake that we would never, ever be able to recover from. 

I thank you for the ojiportunity to appear. 
Mr. RooxEY. Thank you for that fine statement. Have you discussed 

this matter with this hostile carrier. ConRail ? 
Mr. MCDADE. We have talke<l to ConRail many times. 
Mr. RooxEY. Wiat has their response l>een? 
Mr. MCDADF- They are negotiating, now. as I said, to try to allow 

D. & H. to acquire trackage they want to abandon. They haven't said 
ye.s, yet. They want to abandon it and here is the only competitive line 



that forms a bridge, if you picture an X, east to west and north to south. 
Tliey liave a through i-oute to let them connect away from ConKail. 
ConRail wants to abandon the route D. & H. wants and won't give it to 
them. That, to me, represents a squeeze play, and we have talked with 
D. & H. as Avell as ConRail about finding ways and means to make sure 
this competition exists. That is what the Congress wanted, that is what 
all of us want. We don't want to see the railroad go under. I am afraid 
unless we help D. & H. find time, unless we keep the feet to the fire of 
hostile competition, which is Government supported, we ai"© not going 
to be able to see D. & H. survive. I am very gateful for the committee's 
attention to the matter. We know of your deep intei-est and hope you 
will find another way to make D. & H. move the way we want it to. 

Mr. Rtx)NEY. Mr. Florio, do you liave questions? 
Mr. FLORIO. NO questions. 
Mr. RooNEY. Our next witness is our very destinguished colleague. 

Chairman of the Postal Service Committee, Mr. Hanley. We welcome 
you to the conamittee. 

STATEMENT OF HON. JAMES M. HANLEY, A REPRESENTATIVE DJ 
CONGRESS FROM THE STATE OF NEW YORK 

Mr. HANLEY. Thank you very much. Mr. Chairman, Mr. Florio, 
I want to commend you for your initiative, your understanding and 
your perspective on this very important subject matter. As has already 
been pointed out here several times this morning by you and others, 
that we are dealing with a problem related to the only solvent operation 
in the Northeast and God forbid if that should go bankrupt. 

Mr. Chairman, and Mr. Florio, if you will bear with me, I want to 
offer a brief history of the developments which led to the present 
situation in hopes of providing a comprehensive picture of how we 
got to this present stage and where we might go from here. 

The saga of the D. & H. starts with the Interstate Commerce Com- 
mission's ill-fated decision to approve the merger of the Pennsylvania 
Railroad and the New York Central into the Penn Central Railroad. 
Having created this soon-to-be-extinct dinosaur, the ICC compounded 
its error by concluding that the Erie Lackawanna Railroad, the Dela- 
ware & Hudson Railway and the Boston & Maine Railroad would fall 
victim to the behemoth Penn Central. Searching for a solution, the 
ICC resolved to merge these railroads with the financially healthy 
Norfolk & Western Railroad, and in one of the strangest chapters in 
regulatoiT history, the ICC ordered the mergers over the vehement 
protest 01 the N. & W. As we shall see later, despite its opposition, the 
N. & W. was to reap tremendous financial and tax advantages as a 
result of this action. 

The ICC's merger order was upheld by the Supreme Court, stock- 
holder opposition to the mergers was insufficient and with the creation 
of the N. & W. holding company, DERECO, the EL and D. & H. 
became the property of the N. & W. Not only had the ICC handed a 
consistently profitable railroad—the D. & H.—over to a corporate 
entity that had declared publicly time and time again that the D. & H. 
must sink or swim on its own, but by allowing the D. & H. holding 
company to retain $20 million in liquid assets generated by the rail- 
road, they placed the D. & H. in an untenable cash position from the 
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very start. It is interesting to note that this $20 million of railroad- 
generated cajntal, taken out of tlie heart of the D. & H., was invested 
in International House of Pancakes stock at $40, which soon plum- 
meted to $5, wiping out a solid cash asset which could liave paid for 
needed improvements on the D. & H. 

Despite this, the years between 1968 and 1973 were profitable to the 
D. & H., but again direct Government action was entered into the 
operations of the D. & H. and provoked the crisis we have today. 
When Congress created the framework with which to restructure tlie 
Northeast rail system into what is now known as ConRail, planners 
at the United States Railway Association soon realized that the D. & H. 
would lose several valuable connections. In addition, the 11th hour 
pullout of the Chessie from participation in the final system plan re- 
sulted in an offer to the D. & H. which would overnight double their 
track mileage. In the heady atmosphere of the moment, no one fully 
thought out the consequences of doubling a railroad overnight, par- 
ticularly on the management and capital needs involved. There is no 
doubt that management of the D. & H. made a terrible mistake in 
agreeing to this plan, but there is also no doubt that the plan was a 
result of direct Government action, including the USRA's tying of 
short-term debt financing loans to acceptance of the expanded track- 
age riglits. Initially, it was thought that the D. & H. could weather 
these problems, but events soon overtook the railroad and led to our 
current crisis. 

Last fall, I was alerted to the fact that despite New York State's 
commitment of $26 million for maintenance and trackage work, the 
expected volume of traffic was not realized and losses from the D. & H.'s 
new service to the Oak Island yard were draining off revenues at a 
rather heavy rate. Through the cooperation of my office, the NYS 
Department of Transportation, and others, we were able to eliminate 
that problem but not before substantial damage had been done. This 
led to a situation where the D. & H. was forced to seek section 211 loans 
from the USRA. Unfortunately, the loan authority was limited and 
the USRA had soon approved their total available fimds. It was then 
suggested that the Federal Railroad Administration could assume the 
loan responsibility for $7 million in loans used to purchase some 20 
locomotives. At first the FRA balked and weeks of effort to get a 
ruling on the legal aspects out of the FRA's legal counsel were not 
.successful until the combined pressure from the D. & H. and the rail 
experts of all of the Northeast States departments of transportation 
and this office finally got the message across during a special meeting 
on the D. & H. held in Albany last November. The ruling acknowledged 
that Congress had indeed provided for such a contingency, the loan 
transfer went forward, and $7 million more became available for loan 
drawdowns by the ITSRA. 

This was hardly the end of the D. & H.'s bureaucratic travails. 
Take, for example, what happened when the D. & H. proposed a sec- 
tion 401 unification and coordination study. This study option was 
built into the Railroad Revitalization and Regulatory Reform Act 
of 1976 by Congress for the express purpose of bringing to bear quali- 
fied expertise to help railroads reorganize, and make the necessary 
changes in their structure and operations to assure their continued 



viability. The study can take from 1 year to IVa years to complete. 
Given the^ difficult situation of the D. & H., one would expect the 
Federal Government to move swiftly to complete the study but a 
typical agency feud broke out over who would do the study and how 
It would be done. At one time, both the USRA and the FRA were 
saying they were going to do separate studies, spending large amounts 
of the taxpayers' money to duplicate each other's etlorts. It was not 
until several of the Northeastern departments of transportation liter- 
ally screamed bloody murder and I had written a strong protest to the 
Administrator of the FRA that these two agencies finally got together 
and started the study. This very critical study is now due next March, 
and, hopefully, will go a long way toward providing the D. & H. 
with the needed tools to turn its operations around. 

While all of this was going on, the executive board of the USRA 
was becoming more and more reluctant to authorize additional loan 
drawdowns, and when several papermill strikes and a strike by em- 
ployees of the Norfolk and Western cut into the D. & H.'s traffic vol- 
ume, the board then turned down a request for $600,000 for the month 
of August, thus precipitating the current crisis and creating the need 
for these hearings. This action was in spite of letters from several 
Senators and 11 New York State Congressmen, including you, Mr. 
Chairman, and our colleague. Jack Murphy, that they hold on until 
Congress considered the issue. 

To sum up my previous comments, I would say that in general the 
D. & H. has been a victim of Government policy for the last 10 years 
and, despite their own mistakes and events beyond their control, the 
Federal Government has a direct responsibility to take whatever action 
is necessary to as,sure the railroad's continued viability. 

I was, of course, very disappointed in the USRA action in turning 
down the last loan request and more particularly over what they 
are proposing as options to continued loan funding. In a letter dated 
August 7, USRA Administrator Donald C. Cole suggested that D. & H. 
could try for funding under the Emergency Rail Services Act. How- 
ever, the USRA Executive Board Chainnan admitted to reporters 
after the last board meeting that it was highly unlikely that such a 
request would be approved. Other experts I have checked with confirm 
this opinion. Wliy the USRA would float this as an option when they 
know it is not a option angers mc no end. In addition, they have 
also proposed that the ICC can direct another carrier to run the 
railroad for a period of 240 days. With this so-called option, the 
Federal Government then picks up the tab for any losses. This is a 
direct expenditure of tax money and not a repayable loan agreement 
such as the USRA has been granting to the D. & H., and represents 
a nonrecoverable loss to the Federal Treasury of probably about $16 
million. The third option is reorganization, and I do not feel that 
this is an option at all because even the USRA admits the D. & H. 
can only operate under a bankruptcy reorganization for 2 to 4 months, 
which falls far short of the time needed to complete the long-delayed 
section 401 study, which hopefully would be completed in March. 

I would like to outline two other options available to meet this 
crisis. The first is an amendment which I have drawn up that would 
provide an additional $20 million in loan authority between now and 
December 31, 1979. The requirements would be changed so that the 
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USRA, which would oversee these funds, woiild be better able to ap- 
prove the funds, thus giving the breathing space needed to revitalize 
the railroad. In addition, my amendment takes into consideration 
USRA concerns over the legitimate necessity of assuring these loans 
would be repayable. The loans would be treated like administrative 
expenses of a company operating under section 77 of the bankruptcy 
law, and the Government would in effect have first claim on any 
D. & H. assets to repay such loans thus assuring the Government will 
be fully protected from default. A detailed explanation of the amend- 
ment also accompanies my testimony. I intend to offer this amendment 
at the first available opportunity. [See p. 12.] 

The second, longer-term option, is to force the ICC to reopen the 
original merger order and either amend it to require capital and 
operating assistance to the D. & H. by the Norfolk & Western, or 
force the ICC to find an entity more interested in the D. & H. and 
willing to commit the necessary support. Quite frankly, Mr. Chair- 
man, the N. & W. has exemplified the worst aspects of railroading and 
corix>rate tactics and deserves to be i-oimdly condemned for its actions. 
As I have attempted to point out to the ICC and USRA, the N. & W. 
has milked its relationship with the D. & H., drained off valuable 
capital needed to operate the railroad, and directly benefited from tax 
advantages resulting from the D. & H.'s losses. The New York State 
Department of Transportation and the USRA can provide you with 
the details of what has occurred, including declaring heavy dividends 
to the parent company in excess pi-ofits, and a series of other moves 
which have helped the parent at the expense of the D. & H. AVhile the 
State of New York was committing some $26 million and the USRA 
some $27 million, the N. & "\V. went on with its sink or swim rhetoric 
and when that failed to suffice, they pointed with pride to the few 
thousands of dollars of switching and locomotive assistance they had 
provided, as if such meager resources were actually helping to turn 
around a railroad in deep financial trouble. 

Obviously, we should not allow the N. & W. to reap the tax benefits 
for forcing the railroad into bankruptcy nor should it reap the profits 
from a railroad revitalized with taxpayers' money. As you can see by 
two letters from ICC Chairman O'Neal accompanying my prepared 
statement, the ICC has not gotten the message. Therefore, I have had 
the legal aspects of the issue studied by the General Accounting Office 
and the Library of Congress. A copy of these documents are with the 
subcommittee's counsel, and I hope they would remain confidential 
since they involve legal strategy which the State of New York is 
actively examining. I would also nope that when the repi'esentatives of 
the N. & W. testify later today the subcommittee would make clear 
their dissatisfaction with the N'. & W.'s performance on this issue and 
also make it clear that Congress will not continue to tolerate this type 
of blatant corporate manipulation. 

In conclusion, if the two options I have briefly outlined are effec- 
tively pursued, I strongly feel the D. & H. can be saved. 

Mr. Chairman, ^ntlemen, again, my deep appreciation to you for 
providing this vehicle whereupon we can provide this observation. 

[Testimony resumes on p. 24.] 
[Attachments to Congressman Hanley's prepared statement 

follow:] 



11 

Explanation of Hanley Amondnent 

The amendment modifies the criteria for extending loans under 
the Regional Rail Reorganization Act of 1973 (45 U.S.C. S721) 
in those circumstances where a railroad has applied for or 
received a Section 211 loan prior to January 1, 1976, and 
has subsequently become the subject of a merger study by the 
Department of Transportation. 

The amendment allows the government the option of giving 
a railroad a limited amount of money even if the money is not 
likely to be repaid, or the railroad is not likely to become 
self-sustaining, as an alternative to forcing the railroad into 
reorganization and directing another carrier to serve the 
customers of that railroad and be paid a reasonable profit by      . 
the U.S. if rail service of the railroad in reorqanization ceases.  ' 
At the same time, the amendment protects the financial interests 
of the U.S. by providing that any Section 211 funds advanced 
under the exception to the present statutory tests would be 
treated as expenses of administration in any subsequent reorganizatic 
thereby giving these loans a high priority position.  This 
change would give the government the same protection as it would 
have if a railroad were in reorganization and were eligible for 
funds under the Emergency Rail Services Act. 

Under existing law it is very difficult, if not impossible, 
to prevent a railroad that is in a difficult situation from 
petitioning for reorganization under Section 77 of the Bankruptcy 
Act.  A railroad that is a prime candidate for merger and the 
subject of government merger studies cannot obtain government 
assistance without going into reorganization unless it can meet 
tests in existing law that the money will be repaid. 

Once a railroad goes into reorganization, loan guarantees 
of trustee certificates under the Emergency Rail Services Act 
(45 U.S.C. $662) are not available unless there is a reasonable 
likelihood that the railroad will become self-sustaining.  Even 
if that test can be met, which in many cases it cannot, there 
is no compulsion on the trustees or the reorganization court to 
apply for such certificates.  Because of the priority given to 
these certificates in the reorganization proceedings, it may 
in fact be disadvantageous for the trustees to apply for those 
funds.  Therefore, in many cases the only way that service can 
be maintained is for the ICC to direct another carrier to provide 
service for up to 240 days (49 U.S.C. $1, par.(16)). 

The purpose of the amendment is to give the government 
more flexibility in responding to the problems of troubled 
railroads and in facilitating mergers by eliminating the 
involvement of a reorganization court.  The amendment provides 
an additional and needed tool so that the government can provide 
assistance to railroads in a constructive way.  It is an interim 
measure which protects both the financial interests of the 
U.S. and the transportation policy interests of the government 
by maintaining a climate where a long-term solution for rail- 
roads in the New England region can best be fashioned. 

The amendment I am suggesting does not require  the United 
States government to keep the railroad out of Section 77 of the 
Bankruptcy Act.  It simply provides the government and the rail- 
roads with the option to avoid reorganization during the pendency 
of a merger study, if the government believes this would be in 
the public interest. 
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Amendment 

fhe Regional Rail Reorganization Act of 1973 is amended — 

(a) in section 210(b) thereof (45 U.S.C. 720(b)), by strDcing 

"$395,000,000' and inserting in lien thereof "$415,000,000"; and in 

paragraph (1) thereof striking out '1976" and inserting in lieu thereof 

'•1980". 

(b) in section 211(f) thereof (45 U.S.C. 721(f), by — 

(A) inserting "(1) Except as provided in paragraph (2)," 

immediately after Tolicy.   " therein and a semi-colon 

in place of the period at the end thereof; and 

(B) adding 2 new paragraphs at the end thereof as followsi 

'(2) Ontil December 31, 1979, with respect to*a railroad which 

had applied for or received a loan under subsection (a) of 

this section prior to January 1, 1976 and which has subsequently 

become the subject of a unification or coordination study under 

section S of the Department of Transportation Act (49 U.S.C. 1651)* 

the Association is authorized to approve additional loans in 

amounts not to exceed an aggregate principal euaonnt of $20 million, 

upon finding by the Board of Directors of the Association that 

such action would achieve the goals of the Act and promote the 

goal of assuring adequate and competitive rail service in the 

region without the necessity of making the findings otherwise 

required by subsections (d) and (e) (3) of this section, and 

paragraph (1) of this aubBactlon." 

"(3)  Any loan made pursuant to paragraph (2) of this subsection 

shall be treated as an expense of administration in any re- 

organization under section 77 of the Bankruptcy Act (11 O.S.C. 205) 

subsequent to such loan.  Nothing in this paragraph shall affect 

rights referred to in the last sentence of section 205CJ) of the 

Bankruptcy Act (H U.S.C, 3Q5(J]), 
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Koverbor 15,  19?7 

iionorr.'jle A.   D.-miel O'Jkal 

Interstcte Cocs^erce Coz:::IssIon 
12th nnd Constitution Avc-nua 
V".-.shInctM, D.   C.       20423 

Dear )ir.  Chrlrran; 

I CT sura you eve r-:ave that ovc-vy <"3y tha firir..iclal sltustien 
of  the E;l.-.v.-re cTid i:i;<f<;oa  rjillio.-.d grc   s ure ;--id lora <!csrcr;te. 
A'lllc so:.a rctc-resti-xturlng •"-•><* -cv\lca cht-»£;c3  c.-n have a slight 
bciciiclpl effect upon  t}ia rallioad,   it is iiy  fcellnc that Insufficient 
support for tJie PlH  fto;A covernl sectors  could prc-clplttta banUruptcy* •••, 
I  rofcr sf-rciftcally  to tl~.e  r£fu':al of  tlie  D&H's cun^ra   to Infuso 
c>-';>it.-'l iTito  the r.-ilvofd,   the fcili!i-a of  tjie InVcr-sfote Cor icico 
Co:-   Ir.sici Lo  tr-'.o cjfjciiva rid pro.;;>t notion   to ritlrcta cpcr.-tir.s 
proSlf 3 ca  the rrllro-'d,   Lid c'olihcv.-te intcrf.-.rc-ice of   the VSTJi, la 
ti-.e r.--nattr-:nt of  the aoH. 

To pli CO this i.;-.cle problcn i;i pCiV^i^.ctlva, i-e \.\:^t to b.-ck a  few 
y.-^.rs to tha lll-f.tcd c'.clslcn of  Lha Tntii.'t-:- Co--vVce C.'---lrsion 
111 c,->;ivcvjn3 t''.e r;i:£;fr of t!ie r../ '••oti; Cr-tr-l  -'d  the Tu'M^zyXv: Tia 
n->llrc?d ;.nt3  the P.-.i.n Ci itr^l.     !;;•^l.•.3 crc.itcj   i'lis  tUntj^Lvr,   Ulie ICC 
corvcj.v'dd its «rvor Ipy  tj.icl-'dlr.g  ch;;t  the Urie Lrc'-7V£;ma K.'ilrord,   •' 
tTio B.-.Jr.i r.ra  c-.d Kvaton  njljvord,  .-.:d   the r.-.7tc.i f;id M;,ir.a ?.rilvo2d   •.. 
voi'ld frll vlciln  lo  t".e bche :.oth P^-^A C:-i tivl.     K, .-i.;:ii'i(; for a colu-r 
tion tha ICC v..!.ol\cd  to ncixa  r"K-a i.rllic-oo >.\:h  ;.ha fl-ic;icl.-.lly   • 
hcrlthy S'orfolk  .-,id IT'.-.tcni E^lltofd r.ni Sn o.ie of  the utiv-nf.-st 
ch.'.ptors in vii^ulntCLy history   the ICC orflor^d  the n',-rj;ar3 over  the 
vuhe-^nt proCasLa of  the ;>V.H.     Tie r:.;vi;(-r ord.;r \.'as  i.:hold by   the 
fupvcna Court,   atcc'.*--Ol<'.*:r oppocition   to  the t.^^r^cr.? \:=s  inc-uff'ci-^nt, 
t A i.'ith the crocticn of Dovoco   tha  >3. i;nd JWl bc-c.-.-.a  tha rvc..   -rLy of 
the i:;.!'.     ''ot oily brd  the ICC ha'.ilc^ a  co.-.cisttnciy p cot it f'.il.o  vaUro-id 
(the D.'.!')  ovsr to a corporate entity  thot l;rd occl-r;d publicly   tiio 
i-nd tli.:a f.j;r.liJ  thnt the DHI nuat sink or swlxi on its cwiy, bvt by cllowJUig 
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tJia DtM hoHlnc co-.icny to retcin $20 rllllon in llculd exacts 
tar.crctad by  the r.-llrosd,  thay placed the li'.H  In an untenable cash 
pcsitjcn frcn tbe very stsrt. 

This v.-!s in 1S58 ej\i since tiiot tli-.e  the VIM hcs  t'or.e little to 
.'.csiBt the D6!l .-.nd, l.cvinj bticfItted oubstEJitially   fiorj  the huja tax 
loss ccrry-for.-ircls   resulting fiOTi  the bcnVi-uptcy of  the  El,  it nust 
e.-;ii^t to the Lo^^rd of the KiW thct It vould be I'ore pvofitehle for  the 
yv.l to let  the Df-U L^ cc-..-n.     Irii.'eed,   tlven  the KtW's  Ir.diffcrciice to 
the cii-fiTit flnr_ic<-.-.l  crisis of  the DHI, it vould be herd  to not 
tc iclui's thst the VbV. Yf\3 no Intei-ist in  r3ci3i-lr,s   this  rrllvoad's 
BnrvivRl. 

Erc'< in lies   the ICC «;tva birth  to  t-hls p.cblca md  I vould now 
lU;e to l.TOj \-hr.t  the ICC Intmcs  to do to r^crify  the sltuctioa. 
rpucific^lly,  I i.irih  to VTICW If  the ICC h'S  ,^.-'.y rut'iorlty  mder  the 
r.ircer f.^r^c.-cnt to cn'^r die VU\1 to coi-.-.tt flr^jnclsl r.'.-ciivcos   to the 
D6H,  ."Jid,  If not.  Is   t!io ord;r r.r.ndcble to rc:;uire cuch en ictionT 
D?es  the ICC have the authority  to order the J.W./ to sell  the UuU to «a 
entity i;-Dre cepable or nore intiireGted in ccsorlng  the cuvvtval of  t3i:?t 
rcilrc--d7    Cin  the  ICC chlft curivnt end p.-.rt   t.-X lct£C3  iccruliis  to 
the V'M to   the D'.K'a hocUs i;h;r-2  thiy  cci he of hK-.r-flt   to   the ITU If 
the  fintnclcl r-itu; tion  can be tvcied c-roiir.d?    )!c3   the   1("C ccri.K-ct^d 
an invo-.ti'jstlcn  to r.cri-.ra  Itsnlf  that  th-j y.'.M is rot div 'nlng off 
lir/jld c-.s^tj  of the r:.:i .-nd ncturlly cs^lstlng it  Into b.- :l,vu;^tcy7 
If ri!C'\ en I-v.-titlcnt'ci h-.3 not b^oi  con>!i!ctcd, (111   t-hc ICC u-iUrtc'-.o 
c-^^    f/irlly,  i-:-..-1 oth'.f  rin.nc^nl r rrrn^.-:  'nls oufilf'a of I'Srj^ lotn 
nutV.ovIty Tin hi .-.Vs .•..•illnh'o  to the D'll   to  r:-u.-a its  '-^ivivnlT 

I rc.-i'ua t:ia ICC i.cj  or.tiictcd  t<o r.:v-If;.-s of fw. I'm sltu.-lloa 
nd I ;-j c-.'ra yen .-re v.iy co.-.c >i.iod vlth  tV.-:  f,Tt3 of  th's  rrtlrosd. 
Vr^rortvi-.-.tcly,   I  fci'l li.. !ff.:cii_it rtt r-.tVn hn be   .i iMi -i-.tid   Lo  the 
.:i.:r3  I !!.-.va j;:-..t ciitlir.'jd,  ; .id  th.jo f.vc;-:i  f!ic«ld bo  fu'ly  t;-.;-.lo-4.':d 
if i.a .-.va to J^volcp .-.ly ccr.ctiiti.itod offowt lo r..-.va  tha ';.•.!).     I'dle 
tha qu'.otlons f.ra cxtrii :;Iy ccj-'pllc-tcd,  I i.nt .t-o coi jlcto a  iv-.ijnso 
.-.a poiiaiblo within  ten vorhlnc <.'.-ys of  the vccr^ti't of   thl-j   Ijtttr. 

T-.r.-ik yea  for jour kind c3i".rI<:;'r,-'.L'.cn c-.d  coorcv.-l'cT. 

i;ith bc.3t ulr-hc-i,   I rt-irin 

Sl;-.c(..-. ly ycii-j. 

j  1'.   n-.i-.y 
: ••ur of Co:-.:-i-i 
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March 1, 1978 

The Honorable A. Daniel O'Seal 
Chat man 
Interstate CocKierce CorsrJsslon 
12th and Conntltutlon Avenue 
Vashlngton, D. C, 20423 

Dear Hr. Chairman: 

Thank you for your January 6th reply concerning the Dclavare 
and Hudson Rnilvay Company. 

As you Can see by the enclosed letters, I an seeking information 
on methods to require the Commission to ar^end Its ortglnsl order on 
the DSH.  It Is clear that the Ccnnlsslon r.&ie  fatal errors In 
approving the nerger of the Pcnn Central, and duplicated this 
error by forcing the NtW to acquire DERECO.  Your vasuely defined 
objection thot reopening this case will lead to regulatory uncertainty 
runs counter to a major principle of govcrm^tiit.  This principle Is 
that a government has no choice vhcn It r.nVos a r-.lstalte but rust - 
rake every effort possible to rectify it.  Our responsibilities 
to the people of this country, and those directly affected by the  - 
financial condition of the Dta, leave us no rooa in this natter. 

I certainly hope that the Copmloslon will come to realize that- . 
the taxpayero cannot continue to support a private conapny through 
Federally backed loans, while that railroads' pimer coiralts no financial 
resources to the railroad, but stands ever ready to reap the profits 
If the 3&E San be turned around. 

I hope to hear from you that the Conralsslon will nove In thl» 
area.  Barring that I will actively pursue the ways and reans to 
force the Coimission to r.eet Its responsibilities. 

Thanking you for your kind attention and aonslderatlon, and with 
best wishes, I rc^.aln 

Sincerely yours. 

Jazies M. Henley 
JHH:Tal Kecber of Congress 
Enclosures 
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I?iittiElatE (Coiiuiurtc ('^ommteion 
tHaSiinSlon. B.C.    20423 

•JAN    6 1=73 

Honorable James M.  Hanley 
United  States House of Representatives 
239 Cennoa House Office Building 
UasMnaton, D.C.     20515 

near Coni,res&Qan Hanley: 

We shsre the concern you expressed In your ^ovenber 15,   1977 letter 
about  the financial condition of the Dela^.-are and Tudson P.allway Coiapsny. 
Of particular conctrn td ua  Is  the critical role vhlcli the !)£H plays  in 
providing coripetltive sfei-vice to Nc:w York and "tw ^Jngl^nd. 

Tiie Coszilssloii has  revle^:cd the D&U situation to aecess the cnviscs of 
the D&H's current position and  to develop a solution.     T.^t plight of  the 
IJ'<H has resulted frcfa TMiny dlfferunt  factors.     Tiie Inclusion of the UoH 
in the   'XW ay&ten (tlirough control of the Dftreco stock)  appeared to be a 
sour.d decision Lp.sod on the Icfcrnatlon available at  the tli:ie the ddcislcn 
vas ::p.ie,     'iTie L'Mi reported a profit  In six of  the first seven yccrs after 
ths lJ&K/?c-rccc/;:SW relatloushi? vas established.     The VIH achieved that 
record t'cspite  intorse corrpetition from the rcwly forir.ed P&nn Central and 
a f-ocr cconojic clli.cte  in the early 1970 *s.    "Hie Flr.el Systerj Plan, vhlch 
restructured   the  b.-nVnipt  railroads  Into Conriill,   e-ytcnoed   the LiiH   to 
Buffalo,   \:33hlni,l:on,   rhlla(?cl;hln,   rnd  :'<__*nrl-,   ni^d  elin!:iated  the I'fiH's 
traditional "friendly" conncctlcr.s Kith a t!avastaclng Inpcct on the DiH. 
Vith the hlndei^ht of nine ytnrs,  vhlch  Incluoes  the Pjr.n Cf-ntral bank- 
ruptcy,  poor ecor-O-.iic coiicltlor.s,  r.r.d the Conr;*ll rcpti-ucturlnf,  a 
riiffcrcr.t pairspectlve iiil^ht be tf.';cn of  the OCiH  InclnjiioD <Iftcls5on. 
licvcvfr,  none of  thane events  could  realistically have been conslf.sred 
vhcn the D&U decision vas nade in 1968. 

In 1973,   the Cccnlsslon analyzed the treusfor of  funds betv^e^n the 
J'lU .^n.!  ^r.r<*co,   Inc.,   to dcteri Ine If funds rcre being oipho::ed  fro• the 
ofvH  to the i;MV.     Ve found that between Uecc^iber 30,   1963  r.nd r.bi-uary 6, 
3570,   the ^ill ptovloed a total of  $2.3 illllon  In dlvld.-n-Is  to D.jrcco, 
Vhc !j.'ili also nada tvo loans  to F-ereco in 1V70;   these v ere rv^^^ld, vlth 
Interest,   In  1971  end  1972,     Although these fun^Is could  lo^zclly h^nve 
been chaneled to  the :'i.\i,  lifroco v.rnd ti:c furls  to ru^-port the Trie 
Lfic!.auaiir.a prior  to the r'L's ti.'.n'-ruptcy.     Vhe Co^ :_ isaion's nnilycia 
found  no siphonlnE of  r-is^ts   to  tl;fl  '.S*\-?, 
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i'ivcrtyiel'JEB, tbe tax L'Jticflto to tlie '.•;.'..' rc&ultins fron the ICH'a 
oj'Cratlog losses and Investment tax credits tK-.ve been substantial, 
thider existing tax  lavs, this Is one purpose of O'Jtabllsliing a boltJing 
cotipnny.  In addition to providing a vehicle for rtallzlng tax benefits, 
the !:M; created Dcreco to shield the profitable S'tW froo the assiiTnptton 
of Che debt liability of the Dcrcco conponcnts.  There does not appear 
to b« any vay to force a parent corapany to ohare with a subsidiary the 
tnr. savings it realizes because of the subsidiary's co-itrlbution to 
the consolidated tax returns.  Because such a sharing of tax benefits 
rust be voluntary on the part of the parent, a covernn^nt o£cncy can 
force the parent to share the tax savinss only vhcn the agency has 
sor>e fom of leverage over the parent.  As an exanple. In 1975, 
the U. S. Railway Association, after consultation with the Comndssion's 
C-ironu of Accounts, required Katy Industries, as a conditloo of a $19 
Pillion rehabilitation loan, to pay its subsidiary, the ycissourl-ranscs-Texas 
Railroad a ulnlrrjin of $2 ptllllon per year for the first three years of 
tiia loan.  The K.ity was olso required to continue to cocpe-isate the 
railroad for £uy tax benefits which toay be derived during the term of the 
loan. 

'lore recently, the U. S. railway Association required, as a condition 
of the CaH loan, that the 1!M7 relrcbursc the DtH for future tax benefits, 
b-ut only if the D&H attains a taxable Incor^ status.  Absent cone type 
of l6vc>ragc over the paront, there appears to be no t.*ay to force a 
pcrcnt to share tax benefits with a subsidiary. Ic my  be that additional 
Icgi-Tlatlon ehould be coi\sldered to correct this sltu.ition.  Slnllarly, 
the Coi--rl5slon does not have the statutory authority to force a railroad 
to sell one of Its subsidiaries.  Under the Interstate Coi:incrce Act, 
such transactions are voluntary actions initiated by the interested 
parties and approved or rejected by t'.ie Co:.-\iselon« 

The Cojoioslon's orders In the SuU Incluoion cases do not deal with - 
the question of whether the ?1&W nhould co^tilt financial resources to 
Cho I>£>1I.  At the tln<< these orders VMre icsued, the I'MI vcs generally 
financially sound and contlnuad to be until about 197S. Although the---' 
Co-cildslon has authority to r.o.Ufy Its prior ortV.-rs, ve co not belicva 
t!iat coneuTJTsated transactions shotild be rtop-jned because c!oing so vould 
subject all siDilar Comlssion orders to contiuuing future uncertainties* 
V7e do not believe that such uocertainty in regulatory decisions la good 
public policy* 

The C'£.H*s financial situation Is serious.  Its present operation is 
•TopcnJont on loans froa the 0, S. Railway Aj?sociatlon, which is In a scnsa 
the r.'<U*B "banlier of last resort." Tlta Corcilssion is concerned about th« 
^otbtitinl for abuse in transactions between railroads and their parent 
organisations. In this regard, the Conr^lssion proposed rer-cUal lesislatlon 
to t'.e 9^th Ccngrccs, which will be rclnticduced In the second session of 
the 95th Ccr.-rccs, to give the Coi-.-'isslon additional aut'iorlty ov^r r.ctIons 
taken by congloii-^arate railroad holding coiJijanles, 

A ft:rcScr corpllcatlon la solvlci the currcat Hill ;.roVlc:3 Is thtt 
tl.o Cor.-lfcslon la ooly oi.c of ths agcccico lr.volv*^d. TJiC TCCCTSX  TJIII- 

rcad A^trdTilGtrctlon, tho U. S. Rnilway Assoclatloni acd Xev York Steta 
fil&o havo active roles In the ;<lannlng'aod Icplei^ntatlon of a long* 
tcra solutloa for tii« D*»*'. W« have been \-orl.lns with these other 
aicoolas lo a coordinoted effort to ldf:ctlfy the causes ^nd possible 
rolutlons to the UMl f*ltu:itIon. 

Ta recently r.et ulth officii'.la of the rtderal r.ailrocd A<!nlnistratloa 
to cnrlyce th« altemaclvoa available to assure the ccutlnuatfon of esstntlal 
services in the cvtcC th^t the D&n ceases operations beccuse of a cnah 
criois. n.e Coi:=::lBclca l^^is tlie eut^^orlty to order Rnothtr railroad to pcr- 
forc thcco services on a ta>aporary basis vlth Fc'oeral c£r.:pcnsa,tio3 of tba 
lcsr.c3. V>io Tcdcral railroad AdtUclstraCl<m also has certain authorities 
to Assure contlnuc-d sci*vlce la Cff-clflc situations,  Sul>secucnt to cur 
rcetlua t'ith the i^cdcral ^lallroad A-fnlolstratlcQ* v;e hove beea onalyclns 
altcr:i3tlve cr-i-r°£c>.es to ordering dire.ctod ocrvice ever the l^iti  in case 
such an orucr bc-ca-cs necessary. V'c t.re contiualiig to explore ether 
£vcaues as v^^ll* 

Sincerely yours» -. 
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3lnter£!tate Commtrce CommiKition 
{Ba^ington, S.C   20423 

APR 111978 

Honorable James M. Hartley 
House of Representative! 
Washington, DC  20515 

Dear Congressman Han ley: 

! understand your concern about the Rnanciol condition of the 
Delaware and Hudson Railway Company and I appreciate receiving copies 
of your letters to the General Accounting Office and the Congressional 
Research Service of the Library of Congress. 

I wholeheartedly agree with you that a government agency has o 
responsibility to make every effort possible to correct any mistakes it 
makes.   TTie hindsight of ten years' experience tends to cast a different 
light on the decision mode in 1968.   IF the Commission at that time could 
have foreseen the Penn Central bankruptcy and the Final System Plan 
restructuring, it might have imposed a condition on the N&W to assure 
the continued viability of the D&H.   Of course, the Commission could 
have imposed such a condition as a precautionary measure without such 
foresight.   But the fact remains that no such condition was imposed.   One 
can understand, perhaps, why the Commission imposed no such condition 
by remembering that the D&H reported a profit in six of the First seven yean 
after the Commission's decision. 

As mentioned In my prior letter, many factors hove contributed to 
the D&H's current financial condition. Including the Final System Plan's 
restructuring of the bankrupt Northeast railroads into Conrail.   It was clear 
to everyone Involved at the time that the restructuring could leave the 
D&H without the connections necessory to maintain Its traffic base and its 
financial self-sufficiency.   In an effort to provide for some competition 
In the Region, the D&H was offered by USRA extensive trackage rights Into 
areas It hod not previously served.   Unfortunately the extension sought and 
agreed to by the D&H monogement played a major role In the carrier's 
financial decline.   Several had doubts obout various aspects of the Final 
System Plan and about its impact upon competitors of Conrail.   Indeed, in 
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Honoroble Jones M. Henley 
Poge2 

its Evaluation Report and in Congressional testimony on the Final System 
Plan, the Commission publicly opposed aspects of the plan. 

While the N&W has not gone out of its way to help the D&H during the 
current crisis, it has not yet been persuasively argued that the N&W is respon- 
sible for the problem. 

Reopening the merger and imposing a condition on the N&W to somehow 
make the D&H viable raises fundamental questions, ai mentioned in my last 
letter.   The N&W entered into the transaction of which the D&H was a part under 
orte set of conditions.   To 10 years later impose a new condition and a new cost 
would be of questionable legal validity.   And further it would ploce an aura of 
uncertointy around all such transactions which could cause additional finarKial 
difficulties for poor as well as wealthy railroads by raising additional obstacles 
and questions about the carriers' credit worthiness ond stability.   Of one thing 
we con be certain—any such attempt by the Commission would be fought in the 
Courts, probably delaying for a considerable time the benefits, if any, for the 
D&H. 

Thus, unscrambling the egg now and requiring the N&W to support the 
D&H would be difficult at best, would raise questions about the finality of roil 
merger transactions, and would likely not finally solve the problems the D&H has 
experienced.   I do want to moke clear that, of course, the views I have expressed 
in this and previous letters do not represent a fbrmol decision by the Commission 
on this matter.   An appropriate petition could be filed to trigger such a response. 
I am not representing, however, that such a course would be worth the effort.   In 
fact, I doubt that it would. 

It seems to me that we need to direct our efforts at this time toward finding 
a long-term solution which will maximize both the profitability of D&H's operations 
and its service to the public.   Realistically, it seems to me we have little alterna- 
tive left other then to recognize the D&H in its present relationship to the N&W 
and to work from there,   I will be most happy to talk with you or others about this 

matter.        ,       |^/J     -^ J- '•^^'.. 

>>^^i .A^^V'^V-*-'    > Sincerely yours,     / 

(    yyd/'L/ 
•  I    "^      '   '^^   ^     "    i ^> '    \^-    • AVDanie4-0'Neal 

.!     .'-^^*' ,"^\r^        ir'/^Ki^   \*  \    -:'•*' Chairman 

-U-- 
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I'M 9   •|9/'8 

The IJcncroblo A.  Ocr.lcl  O'f.'oaJ 
C!i:;ir-^ri 
liitcr&tet.: Coi.\.>3rcc Ca.rilsslon 
I2tn end Co.istlCJtIon Avcnuc 

O.ar r.r.  O'ii^al: 

^lcvv VORK STATE 
D3r;.RTt.'.=uTC? TP./.i;c;r'U.'.I .r.-cv 
William C. Honntuv, Commiuion«r 

Tiiis   Js   In  rcforciica  to Co:i jrcisi o.i  Jai.ii  It.  ili-iluy's t'...rc'\  I,  l>7u 
Ijttvr  to you ri.-ij-:iriilng t!ic O.le.firc t iiurlson rolli.T.y Ccr:?ariy. 

i  '...-.it   to  Ic.io •...;• v^ll   Si;;v;.irt   to  tlio Co..c;rc, Si-.ja   in this  i-vttcir. 
I:i Ok.f  u'>;;j. rloiic.-,   t.i:- hibt.^y cf  ,;S;.' cc-..;rol  cf   tho LSI iiis  Los^i 
cu..,;Kti. ly il'.vcid cf  tlvj bfi.^flts iva til   fort-sc; for t;iis  arrcuje- 
<...;it   ill  tliu  IOLL   1>.A1;.     TliC puolic  I;it;fc3t hcs  i.ot bic:: s>;rv.;d 
L.y li'.. coocrol of uw;. 

for u.--.;: j^le;  Ps.1 ti% cit inii ••.;..:!,>. .cut 'Icttrii'rotud i'^:d»,r uiW cc.ti'ol. 
T!rj |x.o;;lc cf tfc-w Vor!; ucvo  l..vost:-'J i.cLrly jVIJ i.iUlon  tc corroit 
ti'-.lt,  biit  tlvo prolilci  Is  (!jj,>.r, ar.d c.;ly tin: Co;.i .iss ioii con ciiiT.'CC 
it.     I  l!'Jp3 to iicar frc.i you ioci  rL^-.rL.'ir.ij j-rc-. ^[t uccic-.i  tilts 
C',,..-.I jr.Ioii will   tc:;^ to c:.rr ;it  t.12 prujlc.s. cr.-r.tc.J ii/ i.c-U c:: aral 
:»•  CVI,     I.-;.; tn'it vx- sro ij..'rru of tiitt. 1, (.o c:... i,u s.^rj  tiiit diilay 
;.-i 11  c;;!/ v.'orson  t.i'j..i. 

Sii;r.'.r<,ly, 

1-.   C     ^-     c9rw 

cc:    Viv- lioiiorr Lie Ja;..-s li.  i:::nle/^;^ 
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l-Ot.1 Ut t tCl I 't^ t 

tut r«.H«.« 

CCousrc^^ of tijc ^uitcb £>tatc£f 
JOoiiSc of J^cprfScntntibca 

maetifnglon. B.C.   20515 

August 1, 1978 • MAt-t. MUmiMC»S 

10M0C vuu* 

:aAk CMKLk aukmus r»OM.CMS 
AMIit«w*T »»« •taT«»i««r or 
TMkOC «CTIVITItJI »f rCCTIMS 

The Board of Directors 
United States Ttalluay Assoclfitlon 
955 L*Enfant Pliizs North, S. W. 
V7ashln£ton, D. C.     20595 

Gentlftcteo: • 

Wft urge you continue honoring the Federal conmltnent to the 
Delaware and Hudson T-allway under the current $30 million loan 
agreement. Continued drawdowns of the regaining $2.5 olllioo in 
loan authority are needed to prevent bankruptcy and consequently a 
rapid reduction in essential rail service to the Northeast. 

\v'e need not re-<tlnd you that a Section 401 study is now 
underway, and this is a procedure specifically designed and 
Intended by the United States Congress to prevent these types 
of catastrophic reductions In essential rail service.  In addition, 
the House is e>;pi*cted to review the situation of the Delaware and 
ITudson Rallvjay on August 15th, nnd government support should 
continue until such a review can be completed.  Finally, ue com- 
pletely reject the notion that the Korfolk and !7e9tern strike 
forecloses any cliance for a successful continuance of the railroad. 
Rejection of a long-tens loan on the basis of short-tens factors, ' 
such as a striVe, is bad policy and vw, along with the Transportatioa 
Departr-ents of Kew York, Pennsylvania and Msssachusetts, and the 
Korthesst Governors, object to this approach. 

For these, and other reasons, we urge you to support the 
Delaware and Hudson until such a time as the Congress has had aa 
opportunity to review the situation. 

Sincerely yours, 

'  FKED B. r.'jo;.cY, MVC. ,••) 

Jiobert C,   McEwcn,   M.C. Donald b^itchell,  H.C. 

(Jjcitt!^ Murphy,   M.C. »        1/ wilUam F.   Kalsh,   M.C! 

Fdv-ard H.   Pattison.   M.C. 

Sainuel  S.   Stratton,   M.C, 
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United States Railway Association 
955 L EntanI Plaja North. S.W. 
Washinglon. D.C. 20595 
(202) 426-1991 

Donald C. Cols 
Ptesitlani 

August  7,   1978 

The Honorable James M. Hanley, M.C. 
House of Representatives 
2 39 Cannon House Office Building 
Washington, D.C.  20515 

Dear Mr. Hanley: 

Thank you very much for advising the Association of 
your support for continued service on the Delaware and 
Hudson Railway (DsH).  We share your concern and have tried 
to keep interested state and federal officials apprised of 
developments regarding our loan to the D&H, 

To date, the DSH has borrowed $27.3 million from the 
Association.  On August 2, the Executive Committee of our 
Board of Directors considered a D&H request for the drawdown 
of an additional $600,000 against the $2.7 million remaining 
under our current loan agreement. 

The Board was fully aware of both the D&H's need for 
funds and your strong support for additional assistance to 
the company.  Nonetheless, in making a loan, the Association 
is required by Section 211(e) of the Regional Rail Reorgani- 
zation Act of 1973 to find that "the applicant has offered 
such security as the Association deems necessary to protect 
reasonably the interests of the United States."  The Associa- 
tion also must comply with the policy set forth in Section 
211(f), that assistance be provided "...on terms and condi- 
tions which furnish reasonable assurance that... the railroads 
to which such loans are granted will be able to repay them 
within the time fixed..." 

The Executive Committee ascertained that D&H's cir- 
cumstances had deteriorated to the point where these statu- 
tory requirements could no longer be fulfilled and voted 
unanimously to deny the request. 
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Letter to James M. Hanley, M.C. 
August 7, 1978 
Page Two 

This decision was not unexpected.  As I advised a 
number of interested state and federal officials on July 20, 
our projections as of June, 1978, indicated that the DSH 
would not be able to continue operations in 19 79 without 
additional external funding, beyond that remaining available 
under our current loan agreement. I further advised that the 
Company's financial situation had since grown more precarious 
than these projections. Traffic continues to fall behind the 
D&H's own forecasts. The current strike against the Norfolk 
i  Western (NSW) is only partly responsible for this shortfall. 

I want to emphasize that a D&H bankruptcy does not mean 
a cessation of its operations.  If D&H were to file for 
bankruptcy at this time, Its cash position would enable it 
to continue operations without external funding for two or 
four months. 

Congress already has authorized the Federal Railroad 
Administration (FRA) to provide funds to a bankrupt D&H 
through the Emergency Rail Services Act (ERSA).  As of July 
1, $50 million was repaid to that fund by the Penn Central 
Trustees.  This money is available for loans to railroads 
which have filed for reorganization under Section 77 of the 
Bankruptcy Act.  If the Department of Transportation were 
unable to make appropriate findings and, therefore, did not 
approve any loans, essential operations could be continued 
by the Interstate Commerce Commission pursuant to directed 
service orders.  In bankruptcy, federal loans would have 
better security, the D&H would be under the control of a 
federal court rather than its present owner, the N&W, and 
federal loans would no longer benefit the NSW, which has 
refused to aid the D&H, as present loans do. 

Currently, FRA is conducting a unification and coordi- 
nation study requested by the D&H in December, 1977, pursuant 
to Section 401 of the Railroad Revitalizatlon & Regulatory 
Reform Act of 1976.  In addition, the Association in conjunction 
with the New England Regional Commission is studying the New 
England rail system.  We are deeply concerned about the 
adequacy of rail service in the northeastern United States. 
Since the D&H serves as a bridge to the New England rail 
network and competes with Conrail for this business, the 
scope will include the D&H.  Moreover, we are coordinating 
our study with the Section 401 study being conducted by the 
FRA. 

Finally, I want to emphasize that the Association 
believes it is desirable that funds be made available to 
support normal operations of the D&H while the studias now 
underway, to seek solutions to its long-terra problema, are 
completed and Implemented.  This has been the Association's 
main purpose over the past year in providing funds despite 
the D&H's declining prospects. 

'Col 
President 



24 

Mr. RooNEY. Thank you very much, Mr. Hanley, for that very com- 
preliensive and detailed statement. I know your interest in this matter, 
and I am hopeful we can save the D. & H. from bankruptcy. 

Oui- next witness will l>e my distinguished colleague from the Com- 
monwealth of Massachusetts,' Mr. Cont^, who has lx>en most lielpful 
to this committee. T am most grateftil to you for the fine cooperation 
you have given this committee, esjiecially during the development of 
the ConRail. T greatly appreciate it. 

STATEMENT OF HON. SILVIO 0. CONTE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MASSACHUSETTS 

Mr. CoNTE. Thank you very much, Mr. Chainnan. I appreciate the 
opportunity to apiiear l)efore your subcommittee this morning and I 
compliment you on your oi>enmg remarks. You are a man of action, 
you want tx> get right to the jugular and get something done here. I 
agree with you wholeheartedly, and I certainly will coofjerate with 
you through my position as ranking member of the TransiK)rtAtion 
Appropriations Subcoimnittee, whatever you decide to do. My remarks 
will be brief. 

We in New England have painfully witnessed the gra<lual decline of 
the Delaware & Hudson for a nximber of years now, and have analyzed 
the impact its interconnection has on the oi^erations and financial 
security of our regional i-ailroa^Ls. We have found that not only is the 
D. & H. an important link to New England, it may be critical to the 
long-term survival of our railroads. 

From New England's standpoint, the D. & H. is a vital "bridge 
carrier." serving as a primary connection from our area to the West, 
to the South, and to the Mid-Atlantic States. While the D. & H. 
system barelv touches on New England soil, one of its main lines runs 
parallel to Vermont's entire western lx)rder, and there are several 
major interconnection points for our rail freight. For the benefit of 
your subcommittee, Mr. Chainnan, 1 would like to submit for the 
record, along with my testimony, the D. & H. rail sj-stem map which 
shows the railroad's proximity to New England. [See p. 27.] 

The Boston & Maine Railroad is the region's main line with the 
D. & H. The Delewarc & Hudson interchanges about one half of its 
traffic with the B. & M., representing approximately one-third of the 
B. & M.'s volume. In order to gain persj^ective on the size of this 
freight volume, it can l)e j)ointed out tliat the Delaware & Hudson's 
revenues run around $70-$80 million per year while the Boston & 
Maine's revenues reach nearly $100 million. Besides the D. & II., only 
ConRail operates directly to the west and south of New England, 
indicating the lack of carriers still oi>erating in this ai-ea of the 
Northeast. 

In addition to the B. & M., the Vennont Railroad and ConRail 
interchange directly with the Delaware & Hudson on New England 
shipments. On top of this, quite a numl^r of our otiier railroads are 
dependent on the D. & H. throiigh B. & M. as a middle carrier. This is 
particularly tnie of States such as Maine and New Hampshire, where 
the Main Central and the Bangor & Aroostook ship a good deal of 
freight through the B. & M. to the Delaware & Hudson lines. 



25 

In view of New England's substantial dealings with the D. & H., 
I am sure that this committee can understand our concern over the 
financial viability of the railroad. If the D. & H. were, to declare bank- 
ruptcy and then cease operations at a later point in time, ConRail 
would be our only rail freight link to much of the rest of the country. 
While ConRail would undoubtedly do its best to pick up D. & H.'s 
former routes, the lack of competition inherent in this situation would 
harm both the railroads and consumers of my six-State region. 

Because the Delaware & Hudson's problems have been known to us 
for some time, we in New England have already begun to deal with 
the restructuring of the railroad. The New England Regional Com- 
mission has been working with the U.S. Railway Association on a rail 
transportation study wliich focuses in large part on restructuring the 
D. & H. system. And the Federal Railroad Administration is also 
studying the D. & H. from the standpoint of working out a satisfac- 
tory solution to the railroad's problems. 

Since these types of restructuring efforts are already ongoing, it 
seems a shame to allow the Delaware & Hudson to go under at this 
time. Let us first see if the D. & H. system can be cut down to workable 
proportions and made financially sound. Only if this proves to be 
unworkable should we turn our back on a railroad which is still an 
important link in the Northeast rail system. 

Mr. Chairman, I think that we should carefully consider the rami- 
fications of allowing additional rail bankruptcies in the Northeast at 
this time. Speaking as a New Englander, I could foresee a situation 
where the bankruptcy and final cessation of operations of the D. & H. 
forces the Boston & Maine Railroad, which is already in bankruptcy, 
into even more dire straits. At that point, other rail systems which may 
be healthy now might begin to feel the adverse effects. In short, what 
we could have here is the beginning of a rail "domino theory," whereby 
the failure of one railroad causes the financial difficulties of others. 

It is clear that the Government cannot indefinitely bail out all of 
the railroads that incur financial problems. We have to see to it that 
cost cutting and efficiencies are realized wherever this can be accom- 
plished. However, let us first try to help the railroads restructure 
themselves to see if they can make a go of it. Let us try to help the 
private operators make it before we are forced to involve the Govern- 
ment directly. It will be cheaper in the end and for the taxpayers, and 
we may yet be able to revitalize at least the major lines in a system like 
the Delaware & Hudson. 

In closing, Mr. Chairman, I would urge your committee to take what 
actions are necessary to keep the Delaware & Hudson running at least 
until the. restructuring studies can be completed and we have the bene- 
fit of these conclusions so that more long-term options can be put into 
effect for the D. & H. One promising interim response would be to 
amend section 211 of the 3-R Act to loosen the criteria for extending 
loans under this provision for carriers that have received a section 211 
loan prior to 1976 and the increase funding under the section by $20 
million. This would certainly help the D. & H. avoid bankruptcy 
while a better solution can be determined. 

I have just seen a proposal by a dear friend with whom I worked 
with very closely in the past. He is Alan Dustin, president of the Bos- 
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ton & Maine, who is going to testify here extensively on his proposal 
which would terminate the Emergency Rail Services Act of 1970 and 
replace it Avith a new provision to be created by the Emergency Rail 
Service Funding Act of 1978 (ERSFA) and would transfer the fund- 
ing and loan guarantee authority under the present act to the new 
section. 

I think that proposal has much to recommend it. Under this amend- 
ment to the Quad-R Act, any railroad may apply for financing from 
this new working capital fund where a cash emergency exists that may 
lead to a cessation of opei-ations. 

The criteria for financial assistance would be eased, and funding 
could be made available upon a finding that the application is essen- 
tially correct and honest, that there is no other practical financial so- 
lutions available on a ready basis, and that the financial assistance is 
in the public interest. 

D. & H. would be able to meet this criteria. 
Financing could be made available in several existing forms such 

as redeemable preference shares—working capital issue or trustee 
certificates—working capital issue. Working capital financing could 
also be made available in the form of an emergency rail services 
loan guarantee, made available to railroads in or out of section 77 
reorganization. 

In sum, I think this is a very good proposal and could work very 
eflFectively in resolving the D. & H. crisis. 

[The map referred to by Congressman Conte follows:] 
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Mr. RooNEY. Thank you very much. We appreciate your testimony 
and T concur with your conchisions. and it is the hope of this commit- 
tee we may bo able to save the D. & PI. some time in tlie near future. 

Mr. Skiibitz. 
Mr. SKUBITZ. Tliank you, Mr. Chairman. 
I liave been in the Congress for 16 years, and during the 16 years I 

liave seen two of my colleagues in operation in the Congress of the 
United States. That is Mr. Conte of Massachusetts and Mr. Rooney of 
Pennsylvania, and I want to say, now, that I have concluded that if the 
people of the district that you two represent are not cognizant of the 
way you have taken care of your district on behalf of your constitu- 
ency, if they ever vote you otit, they ought to take away their voting 
rights. 

Mr. CoxTE. Thank you. I will tell you one thing—we are going to 
miss you around here—not for just what you said, but all of the help 
you have given us down through the years. You are right about Con- 
gressman Rooney, Fred is invaluable to meeting our transportation 
needs in the Northeast, which have really been hit hard over the last 
couple of decades. He has been very forceful and quick to deal with 
these problems. I try to do the same thing on the Transportation Ap- 
propriations Subcommittee w-here I am the ranking Republican. We 
are a great team. 

Mr. SKTTBITZ. T am sorry I missed Mr. Hanley's testimony. As I see 
this problem, the D. & H. was a sound railroad. 

Mr. CoNTE. You are exactly right. 
Mr. SKUBITZ. Before the 4-R and then there was about 750 miles of 

Erie Lackawanna we were trying to pawn off on Chessie. and they 
wouldn't take it over because of labor problems so we pushed this over 
on D. & H. Now, I don't know what—it sems to me, certainly, we have 
got to keep the road going—there is no doubt in my mind about that. 
I am just wondering, in the reorganization program, rather than try- 
ing to keep feeding money into a program here that just can't succeed, 
as I sec it, as it is now constituted, we can put in $21/^ million and let 
them go on another 5 or 6 months, and then they are going to be back, 
or we could turn it over to some other railroad to manage and spend 
$14 or $15 million in doing that, and when that was gone, we would be 
in the same position we are in totlay. I am sure, what is running around 
in the chairman's mind and I know in my mind, j)erhaps we have got 
to do something about making the D. & H. a sound railroad, look at 
the 700 miles added on and see if that can't be worked out some way— 
branch line operation or something—I don't know what—in order to 
save the D. & H. from running back to Congiess every so often imtil 
Congress gets tired of hearing about appropriations to D. & H. when 
it isn't D. & H.'s fault. 

Mr. CoNTE. You are right on target. You have a good hold of it. 
Mr. RooNEY. There is an old Chinese saying. If a man saves a child 

fi-om disowning—he is responsible for the rest of his life. That is what 
I feel about these banknii>t railroads. 

Mr. CoNTE. Thank you very much. 
Mr. ROONEY. Our next w^itness is the Honorable Daniel O'Neal, 

Chairman of the Interstate Commerce Commission. Chainnan O'Neal, 
> welcome vou to the committee. 
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STATEMENT OF HON. DANIEL O'NEAL, CHAIRMAN, INTERSTATE 
COMMERCE COMMISSION, ACCOMPANIED BY DICK SCHIEFEL- 
BEIN, RAIL SERVICES PLANNING OFFICE 

Mr. O'NE^VL. Good morning, Mr. Chainiian. Mr. Skubitz. With me 
today is Dick Schiefelbein from the Rail Services Planning Office. 

I appreciate this opportunity to discuss the Delaware & Hudson 
Railroad's present situation and the outlook for the D. & H.'s future. 

I have a longer statement, which I would like to submit for the 
record, and a summary statement, which is shortened, moi-e in line 
with the testimony this morning. [See p. 31.] 

Mr. RooxEY. Without objection, your statement will become pai-t 
of the record and you may summarize it. 

Mr. O'NEAL. A number of factors, as we have gone through or 
heard this morning, have contributed to the D. & H.'s financial con- 
dition. 

Historically, this railroad has served as a connectjng link, carrying 
overhead traffic between major trunk lines and the New England 
railroads' area. As a result of the Pcnn Central merger and the final 
system plan, two important D. & H. overhead traffic ix>utings became 
unnecessary in less than a decade. This, obviously, had an impact on 
the carrier. The route extension into Oak Island Yard in New Jersey 
for piggyback traffic only has also pix)vcd to be very unprofitable to 
the D. & H. To make its problems worse, the D. & H.'s coal revenues 
dropped from over $5.5 million to less than $0.5 million per year, 
over this same period of time. 

Unfortunately, the carrier's financial problems have not been re- 
solved by the infusion of funds into the railroad. Further, better cost 
and operational controls at the D. & H. are likely to yield only minimal 
future i-etums. Even if the D. & H. were to declare Imnkrui^tcy, this 
would only cut the railroad's annual losses in half. Thus, Imnkruptcy 
alone will not solve the D. & H.'s problems. We believe that a I'estnic- 
turing of the D. & H. will be necessarj' to reverse its continuing losses. 

The immediate problem we must deal with is how to keep the D. & H. 
in oiieration while a restructuring plan is being developed. 

The USRA loan authority is the primary existing program which 
makes funding available to a railroad prior to bankruptcy. However, 
the necessary finding by USRA, that repayment by the D. & H. is 
likely, has become increasingly difficult, if not impossible, to make. 
But, even if USR.A. could make this finding and the funds be made 
available to the D. & H., we are talking about only $2.5 million 
in loan authority. That is all that is remaining. That woidd not be 
sixfficient to operate the D. & H. long enough for a restructuring plan 
to be developed. 

On the other hand, it appears there would be sufficient fimds avail- 
able in the Emergency Rail Services Act program to maintain the 
D. & H.'s service during a planning period. The Penn Centi-al trustees 
recently repaid $50 million into the fund. Of course, the D. & H. would 
have to declare bankruptcy in order to become eligible for this money, 
and FRA would have to make the decision on the availability of the 
funds. 
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A third approacli, wliich has also been discussetl here today, is 
through section 1(16) (b) of tlie Interstate Commerce Act- This sec- 
tion authorizes tlie Commission to maintain sei-vices of a railroad for 
a 240-day period by directing another carrier to operate the lines of 
the railroad when it ceases or neare the point where it is alx>ut to cease 
operation. We have done preliminary contingency planning at the staff 
level, so that the Commission will he in a position to respond quickly 
with a directed service order if it becomes necessary. 

However, while the Commission will bo prepared to direct service 
quickh", we have serious resenations about this approach. Directed 
service, as has been said earlier today, is the most expensive means of 
continuing the operations of a i-ailroad. This is because the railroad 
perfoiming the directed sennce is entitled not only to be reimbursed 
for any losses incun-cd, but is also to receive a reasonable profit on the 
operation. In addition, unlike the USRA and ERSA loan programs, 
the money paid by the Government to the directed service railroad 
will not be i-epaid. It is a grant. Our most recent estimates indicate 
that dii-ected service on the D. & H. would cost the Federal Govern- 
ment approximately $15 to $17 million. At this point, $14.6 million 
of the $15 million previously appropriated remains available for di- 
rected service. Finally, of course, we do not believe that a 240-day 

Seriod is likely to be sufficient to permit a restructuring plan to be 
eveloped. 
Another proposal advanced today by Mr. Hanley and Mr. Conte, 

in part, and which has been advanced in a somewhat different form 
on the Senate side, is a proposal which would authorize additional 
sums in loan money to USRA ajid permit USRA to grant a loan with- 
out making a finding that it can be repaid. This proposal could result 
in additional Federal assistance for the D. & H. However, such a 
solution would appear to be appropriate only if ERSA and ITSRA 
funding is unavailable or inadetjuate. 

I would like to close by saying that the Connnission recommends 
that the Congress and the Federal agencies focus on rail users and 
rail services rather than on rail corporations when making these- fund- 
ing decisions. Some prebankruptcy funding decisions could benefit the 
Norfolk & "Western, which, through its sul^idiary, Dereco, is the prin- 
cipal stockholder of D. & H. Of all the options, we see the Emergency 
Rail Sei-vices Act funding program as the least costly approach to 
achieving the goal of keeping the T). & H. in opei-ation while a re- 
structuring plan is being develojied. 

This concludes my prepared remarks. I will lie glad to respond to 
any questions you may have on this matter. 

[Testimony resumes on p. 35.] 
[Mr. O'Neal's prepared statement follows:] 
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* STATEMENT OP 
A. DANIEL O'NEAL, CHAIRMAN 

Mr. Chairman, Members of the Subcommittee: 

The Interstate Commerce Commission is pleased to have this 

opportunity to discuss the Delaware and Hudson Railway's present 

situation and the outlook for the 0(H's future.  As you have 

indicated, Mr. Chairman, the D&H's financial condition is 

precarious.  It incurs continuing losses on its operations, 

and over the last year has been forced to depend on loans from 

the United States Railway Association and grants from New York 

State to avert a series of cash flow crises.  On August 2, 1978, 

USRA voted against extending additional assistance to the D&R. 

A number of factors have contributed to the D«H*s financial 

condition.  We will discuss those events which we believe to be 

of particular significance.  Historically, the D&H has served 

as a connecting link, carrying overhead traffic between major 

trunk lines and the New England railroads.  Prior to the Penn 

Central merger in 196B, the DtH provided the Pennsylvania Railroad 

with a routing to New England that did not involve the Pennsyl- 

vania's principal competitor, the New York Central.  However, 

the Penn Central merger diminished the need for this routing, 

because the merged railroad then had good routings of its own 

Into New England. 

A similar routing change took place with the implementation 

of the Final System Plan.  Prior toConrail, the D&H handled traffic 

from the Lehigh Vailey and the Rric Lackawanna on a routing 

which was competit-ve with Penn Central's routings.  The Final 

System Plan recognized this fact in its recommended  "Conrail- 

Chcssie" structure.  Under the recommended structure, the 

Chessie was to acquire the Erie Lackawanna lines which connect 

with the DiH.  This structure would have preserved the DfcH's 

role as a competitive overhead route, particularly for mid- 

westarn traffic. 

As we all know, the "conrail-Chessie" recommendation was 

never implemented and the Final System Plan's second choice, 

"Unified Confail" , formed the basis of the Northeast restruc- 

turing.  As part of the "Unified Conrail" structure, the D&H 

was offered several line extensions, including an extension, 

over trackage rigr.ts, to Buffalo.  This extension protected the 
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traffic from the N4W which had formerly moved over the Lehigh 

Valley to the D4H.  The Buffalo extension, however, did not 

preserve for the DM1 the former Erie Lackawanna traffic which 

had moved over the DiH. 

Aa a result of the Penn Central merger and the Final System 

Plan, two important D&H overhead traffic routings became unneces- 

sary in less than a decade.  To make its problems worse, the 

D&H's coal revenues dropped from over $5.5 million to less than 

one-half million dollars per year, over this same period of time. 

As part of the Final System Plan route extensions, the DdH 

also accepted trackage rights into Oak Island Yard in New Jersey 

for piggyback (TOFC/COFC) traffic only.  This extension sub- 

sequently proved to be very unprofitable to the D&H. 

The fact that tne D&ll has lost some of its important 

traffic flows and continues to incur substantial operating 

losses, has generated a question as to whether tho DftU re- 

mains a necessary part of the rail system in the Northeast. 

We think it is. 

The DtH's principal routes are competitive with Conrail 

routes. Without the D(H, the shippers in New England would 

be dependent on Conrail for service because all rail routings 

to the south and the west would Involve Conrail.  We might 

note that the Boston and Maine and DtH are currently handling 

approximately 100,000 cars annually on this competitive route. 

This traffic is important not only to the D4H, but also to 

the B(M, which is now in reorganization. 

Unfortunately, the DiH's financial problems have not 

been resolved by the infusion of funds into the railroad. 

Further, better cost and operational controls at the D4H 

are likely to yield only minimal future returns.  Even if 

the 04H were to declare bankruptcy, this would only cut 

the railroad's annual losses in half.  Thus, bankruptcy 

alone will not solve the D&h's problems.  We believe that 

a restructuring of the D&H will be necessary to reverse its 

continuing losses. 

The immediate problem is how to keep the DiH in operation 

during the time a  restructuring plan is being developed.  There 

are three cxxstir.j, and one proposed, Federal mechanisms 
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available to aaaist the DtB. These are the continuation 

of USRA loans to the D(H, loans under the emergency Rail 

Services Act, directed service under the Interstate Coirmerce 

Act, and additional USRA loan authority which we understand 

may be considered. 

The USRA loan authority is the prinary existing program 

which makes funding available to a railroad prior to bank- 

ruptcy.  However, the necessary finding by USRA, that repay- 

ment by the O&H is likely, has become increasingly difficult 

to make.  Regardless, the USRA loan authority does not offer 

a solution to the immediate problem of maintaining the DtH 

while a restructuring plan is being developed.  The $2.5 

Billion loan authority remaining, even if made available to 

the DtH, would not be sufficient to operate the DtH for very 

long. 

The Emergency Rail Services Act provides funds to be 

loaned to the trustee of a bankrupt railroad in return for 

trustee certificates.  It appears that there are sufficient 

funds available in this program to maintain the D&H's service 

during a planning period.  The Penn Central trustees recently 

repaid $50 million into the ERSA fund.  Of course, the D(H 

would have to declare bankruptcy in order to become eligible 

for this money, and FRA would have to make the decision on the 

availability of the funds. 

Section l(16){b) of the interstate Commerce Act authorizes 

the Commission to maintain JHHnB^ services of a railroad for 

a limited period of time by directing another carrier to operate 

the lines of the railroad when it ceases operation.  Although bank- 

ruptcy is not a statutory pre-condition to directed service, 

we believe that, •« a practical matter, directed service should 

be available only when a railroad is bankrupt and has run out 

of cash. 

He have done preliminary contingency planning at the 

staff level, so that the Commission will be in a position to 

respond quickly with a directed service order if necessary. 

While the CommLission will be prepared to direct service 

quickly, we do have serious reservations about this approach. 

Directed service is the most expensive approach to continuing 
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thm  operations of a railroad.  The railroad trtiich is r*quir*d 

to operate another's services is entitled not only to be re- 

imbursed for the losses incurred, but it is also entitled to 

receive a reasonable profit on the operation.  In addition, 

any money paid out by the government will not be repaid.  In 

contrast, the USRA and ERSA prograoia cover only the losses 

incurred, and loans must be repaid. 

There is a further restriction on the use of directed 

service.  The authority to direct a railroad to operate over 

another railroad's tracks is limited to a 240-day period.  It 

is not clear what actions could be taken if there were no solu- 

tion after eight months.  The original carrier might not be In « 

position to resume operations, and no other carrier could 

be required to perform the services.  The operations on the 

railroad might simply cease. 

With these considerations in mind we do not see directed 

service as a viable solution to the DtH situation. The 240-day 

period is not likely to be sufficient to permit a restructuring 

plan to be developed, end the cost of directed service to the 

Federal government would be high.  Our most recent estimates 

indicate that directed service on the DtH would cost the 

Federal government approximately $15 to $17 million over the 

240-day period.  At this point, S14.6 million of the S15 

million appropriation is available Cor directed service. 

He understand there have been proposals which %K>uld 

authorise additional sums in loan money to USRA, and permit 

USRA to grant a loan without making a finding that it can be 

repaid.  Loans would be available to both bankrupt and non- 

bankrupt railroads.  These proposals could result in additional 

Federal assistance for the DfcH.  However, such a solution 

would appear to be appropriate only if ERSA and USRA funding 

la unavailable or inadequate. 

In concluding this statement, we would recommend that 

the Congress and the Federal agencies focus on rail users 

and rail services rather than on rail corporations when making 

funding decisions.  Some pre-bankruptcy funding decisions 

could benefit the Norfolk i  Western, which through its sub- 

sidiary Dereco is the principal stockholder of the D&H.  Of 

all the options, wc see the Bnergcncy Rail Services Act 

funding program as the least costly approach to achieving 

this goal of keeping the D&H in operation while a restructur- 

ing plan is being developed. 

This concludes my prepared remarks.  I will be glad to 

respond to any questions you may have on this matter. 
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Mr. RooNEY. Thank you very much. 
On page 2 of your testimony, you state that the D. & H. accepted 

trackage rights into Oak Island Yard, which proved unprofitable. I 
understand this was the most unprofitable portion of the expansion 
program. Is that correct ? 

Mr. O'NEJM,. Yes; that is true. 
Mr. RooNEY. I question whether the D. & H. really had an option in 

accepting or rejecting these trackage rights in Oak Island. I would 
like to have you comment on that. 

Mr. O'NEAL. I think they did have the option. They didn't have to 
take it, but they saw an opportunity there that iust didn't develop. 
Do you want to say something about that ? I would like Dick Schiefel- 
bein to respond. 

Mr. EooNEY. Yes. 
Mr. ScHiEFFXBEiN. After the FSP's recommended structure for the 

Northeast did not develop, there was a very short period of time avail- 
able to come up with an alternate structure. This structure involved 
the extension of the D. & H. over trackage rights in several different 
directions. There was a very short period of time in which the D. & H. 
had to decide whether or not to accept the individual route extensions, 
and we are not really in a position to know whether they affectively 
had an option or not, but there was not very much time to do a thor- 
ough analysis and the Oak Island extension did turn out to be very 
unprofitable. 

Mr. RooNEY. As I said in my opening remarks, I don't think they 
had an option. It was a choice of instant bankruptcy and a slim hope 
of survival. 

Mr. SciriEFELBEiN. Without the trackage, the D. & H. would not 
be in a good position. It would have been cut off from connections to 
the west and south. 

Mr. RooNEY. On page 4 of your statement, Mr. Chairman, you state 
that the remaining funds and existing loan authority would not be 
sufficient to operate the D. & H. for very long. 

I wonder if you could indicate to the committee how long you be- 
lieve the D. & H. can operate on these funds? 

Mr. O'NEAL Are we talking about the USRA funds, the $2.5 million 
available ? 

Mr. ROONEY. Right. 
Mr. O'NEAL. At the current rate of loss, which is about $600,000 

jier month, that works out to an extension of about 4 months, but there 
is also an indication that their traffic could continue to be reduced, 
in which case the company's losses would go up, and indeed, in our 
projections, which I will be happy to make available to the cx>mmittee 
for the cost of using directed service for D. & H. we would project a 
somewhat higher cost, as we move along. In other words, by the time 
you get to say, December of 1978, the losses could be substantial! v 
higher, could be $1.7 million or higher per month, so it is not a static 
situation; it is a dynamic thing and changes depending on the time 
of the vear and how shippers view this carrier. 

Mr. RooNEY. On page 6 of your testimony, you indicate that direx^ted 
service would cost between $15 to $17 million over the 6-month period. 
Although an amount is not given, the Department, I understand, will 
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testify here today that this amount will be reduced because you would 
direct only essential services. Is that correct? 

Mr. O'NEJVL. Well, the Department's theory, which I am sure they 
can state much better than I can. as I understand it, their theory is 
that the Commission should only look to the continued provision of 
the essential services of the D. & H. We don't see a statutory require- 
ment in the act that we focus only on the essential services. If the o:oal 
of the Government is to maintain the operation of this carrier so that 
there can be, at some point, a rational restructuring of the entity, then 
we think it makes more sense, or at least preliminarily I would say 
we think it makes more sense, to continue tne entire carrier in opera- 
tion. The reason for that is that if, in using the directed service ap- 
proach, we start reducing the size of this carrier, then we are, in 
effect, restructuring the carrier "through the back door" without really 
looking at the entire picture and the total prospects for the carrier 
so I think we might view essential sei-vices of the carrier, that is, those 
services that are necessary only for providing local service, as maybe 
reducing the size of the operation by one-half. Tliat does not neces- 
sarily cut the cost of dire<>ted service by one-half, because there are a 
lot of facilities that would still have to be maintained, yards and so 
forth, with cost that would not lie eliminated. We don't have a num- 
ber for that. 

Mr. RooNEY. What was that figure you said D. & H. was losing 
per month ? 

Mr. O'NEAL. In this summer, let's say during July and August, 
the number is about $600,000. 

Mr. RooNEY. If they are only losing $600,000, why would you give 
directed services for 8 montlis which is going to cost the Government 
$15 to $17 million? 

Mr. O'NEAL. AS I indicated earlier, we projected that costs will in- 
crease over this period of time. Our accountants in looking at this, 
have determined that by the time we reach December, the losses could 
be as much as $1.7 to $2.5 million during December. If you add 6 per- 
cent on top of that, representing profit for the carrier that would be 
operating the D. & H.. that adds about $200,000 to that number, and 
then all told that profit figure, by our estimates, would be about $314 
million over tlie course of the directed service operation. 

Mr. RooNEY. Don't you think this directed service is just merely 
postponing the inevitable? 

Mr. O'NEAL. Well. I wish I knew what was inevitable for this rail- 
road. Certainly, all we are talking al)out. whether it is directed service, 
emergency rail services funds, or continued use of IJSRA funds, we 
are not talking about a permanent solution through those funds. All 
we are talking alwut is continuation, kind of a marking time until the 
big picture can 1K> seen and developed and this carrier can be restruc- 
tured into a different kind of system. That is all we are talking about. 
There is no final answer in the use of these funds by themselves. There 
has to be a planning process. 

Mr. RooNEY. In vour statement, you indicated the D. & H.'s coal 
traffic has declined from over $5.5 million to less than one-half million 
dollars. 

What is the reason for that decrease ? 
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Mr. O'NEAL. One reason is that the kind of coal they are hauling is 
eastern anthracite coal, wliich lias some pollution problems and the 
demand for it has fallen off in i-ecent years. There is also some indica- 
tion some of the coal is more difficult to get to than it once was. 

Mr. SKUBITZ. I think that is because of the high sulfur content and 
the environmentalists want pure air in the big cities. The State of New 
York for one was instrumental in passing the environmental laws 
which made it impoasible to use that grade of coal up there. That 
created a problem for Tjchigh and also one for D. & H. Is that not so? 

Mr. O'NEAL. I am not prepared to say whose laws caused the prob- 
lem. 

Mr. SKUBITZ. You have to be a diplomat, but that is a fact. 
Mr. O'NEAL. The efforts of governmental units at whatever level to 

pi-eserve the environment have impacted on the use of this kind of 
coal, there is no question. 

Mr. RooNEY. I will now recognize the gentleman* from Kansas. 
Mr. SKUBITZ. Thank you. 
Mr. O'Neal, do I conclude from your remarks then that you favor 

allowing the D. & H. to go into bankruptcy? 
Mr. O'NEAL. I see no recourse at this stage. There are certain ad- 

vantages to this earner going into bankruptcy. One of them is that 
the N&W does not continue to draw or realize benefits from the tax 
losses of the D. & H. Now, if that kind of problem could be taken care of 
in legislation, that might change our views somewhat. 

Mr. SKUBITZ. It scares the devil out of a lot of communities by doing 
that. 

Mr. O'NEAL. Bankruptcy would certainly mean some local taxes 
wouldn't he paid. 

Mr. SKUBITZ. People lose their jobs. That is a little worrisome to 
families. Then they see their industries start moving away. All of 
those things come in when you start talking about bankruptcy. 

Mr. O'NEAL. The one thing to keep in mind about bankruptcy Is 
that the railroad will continue to operate. It will not automatically 
stop as a result of bankruptcy. 

Mr. SKUBITZ. DO people in cities understand that as well as you do, 
Mr. Chairman? 

Mr. O'NEAL. I imagine the cities in the Northeast that have a lot of 
experience with bankrupt railroads would probably understand it 
better than I do. 

Mr. SKUBITZ. Maybe you ought to run for Congress then. You would 
find out. Do you see any hope of D. & H. getting enough business or 
traffic to continue even under any reorganization program ? 

Mr. O'NEAL. I think there is a possibility, under a reorganized sys- 
tem. Now, I think we have to recognize  

Mr. SKUBTTZ. DO you have any ideas how that reorganization should 
take place? 

Mr. O'NEAL. Well, we have a few ideas. 
Mr. SKUBITZ. Would you care to discuss them, at tliis point? 
Mr. O'NEAL. I would like to have Mr. Schiefelbein discuss them and 

lay out a few of the ideas we have been talking about. 
Mr. SCHIEFELBEIN. In the prepared statement, we discuss  
Mr. SKUBITZ. Are you an attorney for the ICC ? 
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Mr. ScHiEPELBEiN. I am a transportation planning specialist with 
the ICC. 

Mr. SKUBITZ. HOW long liave you been with them ? 
Mr. SciiiEFELBEiN. SincB the Kail Services Planning Office opened, 

about 41/^ years ago. 
In the prepared statement, we discuss various of the traflSc flows 

that the D. & H. had been dependent upon, which through various re- 
structurings are no longer available to the D. & H. These are princi- 
pally, the Pennsylvania Railroad's former traffic flows to New Eng- 
land, which after the Penn Central merger, there was no reason for the 
Pennsylvania Railroad to need to avoid the New York Central Rail- 
road any more, and tlius the D. & H. routing was not necessary. The 
other was across the Eric Lackawanna which was competitive with 
Penn Central's routings, feeding midwestern traffic for the D. & H. to 
carry to New England. With the FSP restructuring, the Erie Lack- 
awanna became part of ConRail and this traffic tended to flow in that 
direction. The trackage extension that the D. & H. got to Buffalo pro- 
tected their traffic flow from the N&W. In the long term, it is very likely 
a restructuring would have to address a way of recapturing the traffic 
flow that had been on the Erie Lackawanna. that would haA'C been pre- 
served under the Chessie plan, but was not preserved under the unified 
ConRail plan. 

Mr. SKUBrrz. Are you ready to tell us just where they would recap- 
ture and what the effect would be on the other line if they did recap- 
ture part of the business? 

Mr. ScHiEFELBEiN. Certainly not in a quantitative manner. In a 
qualitative sense—I am not sure how one would go about implement- 
ing this—something akin to the original final system plan concept 
where the Chessie and the D. & H. would have a good direct connection 
so that the traffic that the Chessie handles or could handle out of the 
Midwest  

Mr. SKUBITZ. In oi'der to save time, would you place in the record, 
your proposal and how you think they woidd operate with regard to 
traffic and the amount of traffic that would flow back? 

Mr. O'NEAL. We would be happy to do that. 
[The following infonnation was received for the i-ecord:] 
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POSSIBI£ JELAWAHE AKD I!U JfiOK WEST HUCTCail.'CJ 

Because we believe that the loss of traffic from overhead 

routes which existed prior to the irapXenientation of Conrail have 

contributed to the D&H's present situation, we have done some 

preliminary conceptual-level evaluations of the potential for 

recapturing the traffic flows. 

It Is important to point out that there is no guarantee 

that recovering these flows will assure the success of a 

restructured D6iH, but we have concerns that a restructured D£tH 

probably would not be successful without these traffic flows. 

The traffic flow concept which we have been evaluating is 

similar to the traffic flows which would have existed in the 

Final System Plan's recommended "Conratl-Chessie" structure. 

The Cotnnission supported the Conrail-Chessie solution, which 

would have given the Chessie most of the Erie Lackawanna line 

east of Akron, Ohio, and would have preserved the former EL 

traffic for the D6tH through a connection at Binghamton. The 

critical "bridge carrier" function of the D&H would have remained 

intact.  Because the reconmended FSP structure was not implemented, 

the D&H lost this traffic flow. The extension of the H&H  to 

Buffalo, while preserving the N&W traffic for the D6H» did not 

preserve the Erie Lackawanna traffic flows. 

In concept, we believe that a D6cH restructuring should 

include a connection between the Chessie System's main line In 

Ohio and the D&H line in New York. 

Although we have not developed a scheme for such a 

restructuring, we see the recapture of traffic from the midwest 

\i^ich had moved EL-D&H as important to the viability of the 

D££. The Chessie System has an extensive network of lines in 

the midwest and probably could draw that traffic to a Chessie- 

0601 routing. 

We anticipate that traffic gains realized on such a 

restructured routing would principally be at the expense of 

Conrail.  Because we have not attempted a quantitative analysis 

of D&H restructuring options, we do not know how much traffic 

could be drawn to such a restructured route. 
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Mr. SKUBITZ. Mr. O'Neal. I think that you testified tJiat tlie $214 
million fhat still remains in the TTSRA fund, they s]wnt about $271/^ 
million to date—there is $21^ million left—and your thought is it 
would take about $600,000 a month to continue, and that has been the 
story that has been given to me. Mr. Rooney has placed his finger. I 
think, on a very important point, when he raised the question, ^Vliy 
would we go along for an 8-month period and put up $1;") to $17 million 
under a bankruptcy reorganization, putting management in the hands 
of trustees, when we can keep it as it is for much less money, as we are 
operating today ? Have you found any evidence, or is there anything to 
cause you to think that there has been mismanagement on the part of 
D. & H. up to this moment, or that anylxxiy else could do a better job 
than the present management is doing, because any new management 
coming in is just, going to hold the line to whatever reorganization 
program  

Mr. O'NEAr,. Our feeling is the cun-ent management of D. & H. lias 
made substantial improvement and is doing a much better job than the 
prior management. 

Mr. SKtmiTz. If this is correct, it seems to me to make a lot more 
sense to continue the present progi-am for 8 months and loan them 
money i-ather than go tlirough a i)ankniptcy program. Get the itior- 
ganization program in line first rather than scare the wits out of people 
in cities all along the line, Mayl>e it is time to look for a new location or 
if they ha ve, now is a g(XKl time to move. 

Mr. O'NEAL. Well, I think those are all factors that have to be 
considered. Xow, there is a possibility, of course, that if the carrier 
goes bankiiipt, the management could change, or it could remain the 
sjime, 

Mr. SKTTBITZ. We give it to a new gi-oup to manage that is not 
familiar with it—if there was any evidence whatsoever that the present 
management was negligent or guilty of misfeasance in management, 
then I would be willing to go along with the change, but it seems to 
me that the pi-esent management has been doing about as good a job— 
not as good as you and T could do. of course  

Mr. O'NEAL. T hope they are doing a lx>tter job than I could do. 
Mr. SKUBITZ. GO ahead and sul>sidize them until we get the re- 

organization in line, until the 8-month period is up. That is my own 
feeling. 

Mr. O'NEAL. T think thei*e is some merit to that approach. 
Mr. SKtTJrrz. I think there is a lot. of merit—I don't think there is 

some—l)ecause you aiT—imder your plan we don't only gxiarantee to 
the others—cost plus 6 percent—is that what you said ? 

Mr. O'NEAL. We are not proposing—T want to make this veiy clear— 
to used dii'ected service except in an absolute emergency. That is the 
last thing that is available. That is the only time we are going to con- 
sider using it. I feel we have an oil>ligation to the taxjmyer not to use 
that very expensive approach to maintaining the operation of this car- 
rier or any carrier. 

Mr. SKITIITZ. Thank you 
Mr. RooxEY. Wlien did the D. & H. merge with the N. & W.? 
Mr. O'NEAL. 1968. It was included in the N. & W. Six of the first 

"even years were profitable years imder that arrangement. 



41 

Mr. RcKJNEy. Considering the history of the relationship between 
the N. & W. and D. & H. I wonder if yon can tell the committee whether 
the ICC developed any new jiolicy with regard to the ongoing pro- 
posed mergers and including part, of any of the Imnknipt railroads in 
such mergers. 

Mr. 0'NE/\t,. Well, I am not sure if I know where we are headed on 
this. The Commission has recently adopted a policy for rail mergers in 
which we do indicate that we are going to be concerned not so miicJi 
about coi-porate entities, but about the service to the public, and I guess 
to that extent there might be an adjustment in the way we look at this 
kind of merger. 

Mr. RoONEY. Don't you think you should look at the corporate struc- 
ture or the coriK>nxte entity 11sn't that just as imix)rtant? 

Mr. O'NKAL. I think that is part of it. Certainly, looking at corporate 
structure is part. I think we have to look at the ovei-all needs of the 
public for the transiwration mode. 

Mr. RooxEY. Thank you vei-y much, Mr. O'Neal. I appreciate your 
appearance before this committee, and certainly the cooperation your 
Commission has given the committee. It is nothing but the best. 

Our next witness will be Mr. Robert E. Gallaraore, Deputy Adminis- 
trator of the Federal Railroad Administration. 

STATEMENT OF ROBERT E. GALLAMORE, DEPUTY ADMINISTRA- 
TOR, FEDERAL RAILROAD ADMINISTRATION, ACCOMPANIED BY 
STEVEN R. DITMEYER, ASSOCIATE ADMINISTRATOR FOR POLICY 
AND PROGRAM DEVELOPMENT; CHARLES SWINBURN, ASSO- 
CIATE ADMINISTRATOR FOR FEDERAL ASSISTANCE; AND 
MICHAEL T. HALEY, DEPUTY CHIEF COUNSEL 

Mr. GALLAMORE. If I may introduce my colleagues, Mr. Steven R. 
Ditmeyer, Associate Administrator for Policy and Program Develop- 
ment, Mr. Charles Swinbuni, our Associate Administrator for Federal 
Assistance, and Michael T. Haley, our Deputy Chief Coimsel. 

We welcome this opportimity to appear before you today to discuss 
the financial condition and prospects of the D. & H. Railway Co. 

If I may, I would like to summarize my remarks, and have the full 
text included in the record. [See p. 45.] 

Mr. Rooney. Without objection, the full statement will become part 
of the iTcord. 

Mr. GALLAMORE. The financial problems of the D. & H. did not begin 
a few months ago, or on April 1, 1976, the effective date of USRA's 
final system plan. The railroad's profitability and traffic base had been 
declining for several years before that. It is probable, however, that 
the assumption of additional trackage rights affected the financial 
performance of the D. & H. and much of the history of that period 
has been recounted this morning. As you know, the extension of the 
D. & H. through trackage right effected by the FSP and the 4-R Act 
occurred only after the preferred preliminary and FSP industry 
structure proposals fell through. There was little time for develop- 
ment of alternatives, but the D. & II. extension was sought to preserve 
competition in a region otlierwise dominated by ConRail. D. & H. 
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undertook the increased operations voluntarily in an effort to pro- 
tect its traffic base, and it is indeed unfortunate that events haven't 
turned out better. 

As an indication of the problems the D. & H. faced before the FSP 
became effective, the D. & H.'s average annual net income for the first 
5 years of tlie 1970's was 83 percent less than its average net income 
in the 1960's, and the tonnage of traffic carried by the railroad declined 
15 percent in that 5-year period. The traffic trend reflected the general 
downturn in the economy of the region during those years. That down- 
turn has continued since April 1976. This downturn is partially at- 
tributable to the effects of the Pcnn Central merger and the merger 
of the other carriers in the Northeast which connected with the D. & H. 

At its last meeting on August 2, 1978, the Executive Committee of 
the USRA Board, with Secretary Adams in attendance, determined 
that the financial condition of the D. & H. had declined to the point 
that the statutory finding required prior to approval of D. & H. loan 
drawdowns coulrl not be made; namely, that the D. & H. would be able 
to repay the drawdown within the time fixed for repayment. 

The railroad's financial condition and traffic base have now eroded 
to the point where we no longer believe profitable operations arc 
possible. The D. & H.'s traffic in the first 6 months of 1978 was 21 per- 
cent below last year, and last year the railroad lost $12 million. 

If the D. & H. goes into bankrupty, as it may, the railroad would 
become eligible to apply to FRA for the guarantee of trustee certificates 
under the Emergency Rail Service Act of 1970. This has been men- 
tioned earlier today. Based upon the information we have about the 
operations, financial condition and net asset value of the D. & H., we 
presently feel it would be difficult to make the public welfare, viability, 
and security findings required by ERSA. I wish to underscore that 
we have not attempted to make the findings yet, and that, indeed, we 
could not do so without a proper application before us, but we do be- 
HeA'e it incumbent upon us to inform you of this circumstance. 

With respect to the public welfare finding, we feel that D. & H.'s 
overhead traffic could be carried by other railroads and its other serv- 
ices ould he provided under directed service orders or under the local 
rail services program. 

With respect to the viability finding, there is little evidence, unlike 
the example of the Milwaukee Road which recently received an ERSA 
guarantee, that the D. & H. has a profitable core system, even if it sold 
or ceased operating certain lines. As to the security finding, the D. & H. 
has virtually no assets which are unencumlx>i-ed. 'W'Tiile the ERSA 
guarantee would be secured because under the statute it would be ac- 
corded the highest lien on the D. & H.'s property, it would displace 
security for the T^SRA loan and would further impair the securitv for 
the existing USRA loan, probably rendering a portion of that loan 
unprotected. Since the T^SRA loan represents an obligation to the 
r'nited States, the displacement of TTSRA's lien would result in a lack 
of ifasonablc protection for the United States entire investment in the 
f>. & TI. Tliiit is, we simple wouldn't have a secured loan under the 
t'-rrris of ERS.\. I hope you understand that would pose a difficulty 
forii- in makingtfie findings. 



43 

While we believe it is important to point out these difficulties, the 
D. & H. does liave every right, if it files for bankruptcy, to apply for 
ERSA funds. If we receive such an application, we will give it fair 
and expeditious consideration. 

If USRA section 211 loans and ERSA loan guarantees are not 
available to the D. & H. and the railroad cannot fund its own opera- 
tions in reorganization, there would appear to be two choices facing the 
Congress, one l)eing to continue service under a directed service order 
and the other being to fund the D. & H. operations under amended 
existing legislation. 

Under section 1(16) (b) of the Interstate Commerce Act to direct 
one or more railroads to operate the essential portions of the D. & H. 
directed service of a magnitude necessary for the D. & H. has never 
before been ordered by the ICC—we recognize that. However, with 
careful planning, we believe the ICC can effectively use its directed 
service order authority to preserve essential D. & H. services. Because 
the entire system would not have to be operated, a directed service or- 
der operation need not be as expensive as Congress' second alternative, 
funding the D. & H. under amended law or new legislation for opera- 
tion of its entire system. 

During the period a directed service order was in effect, FRA could 
use its authontv under section 401 of the -l-R Act to institute a pro- 
ceeding among the D. & H. and other railroads to discuss sale or 
coordination of some or all of the D. & H. system. The section 401 
mechanism and the Sccretai-y's saipplemental transactions authority 
under section 30.') of the .3-R Act could be usex^l to implement interim 
results of tlie .section 401 procx-eeding. Such transfei-s or coordinations 
could avoid long-term Federal funding of these lines and possibly 
could result in more effective rail service in tlie region. As well, the 
perio<l during Avhich a directed service order was in effect could be 
used to consider FRSA—especially in light of any new cii-cumstances 
that exist, and to give the D. & H. the time to either reorganize under 
existing bankruptcy procedures or file for abandonment of its 
propertias. 

As the chainnan noted in his announc<»ment of these hearings, FRA 
already has in progress a .section 401 by the D. & H. to analyze 
restructuring in the region. The study is being closely coordinated 
with USRA and the New England Commission, and it is designed to 
evaluate alternatives for n\stnictui-ing the \ew England rail svstem. 

I believe it is now time to se^k negotiations among the i"aifroads. 
Tlie study results will be useful to these negotiations, but we need 
more than the consultants rejiort and the studies. We need to actually 
begin negotiations among the cariiers. 

Members of the committee, I recognize that our testimony may be 
disapjwinting to those who seek continuation of all local rail ser\'ices 
to tlie D. & H. and of overhead service to New England in competition 
with ConRail connex"tions. I hope you understand these conclusions 
are not reached lightly. Uiifoilunately, we have concluded that the 
railroad cannot be<;oine self-su&1aining without fundamental, dra- 
matic change, and maybe not even tiien. ^VTien we examine the services 
the railroad provides as a part of the Nation's rail system, we find 



4« 

that its overliead traffic exists largely for tlie purpose of preserving 
intraindustiy raih-oad rate competition, a goal that does not insure 
profitable rail service. Its local services could probably be provided 
more efficiently by another carrier, a substantially reorganized D. & H., 
or other modes. 

So, if you ask us whether a Federal operating subsidy for local 
.services should be approved, we must answer no. Other than the tran- 
sitional assi-stance available in existing law, that is a local matter. If 
you ask whether opciuting assistance should be provided to insure 
competitive overhead service, we again say no. No other region of the 
coimtry has received such assistance, and this type of sei-\ice is not 
fundamental to tlie national economy. If you ask whether operating 
assistance should be pro\ided as a matter of fairness to New York 
and New England in light of any FSP impact on the D. & H., we must 
respond that assistance already provided to ConRail, the D. & H., 
and pi'ospectively the B. & M., is significant compai-etl to similar aid 
to raili-oads in other parts of the country. If it is a question of fair- 
ness to D. & H., then we have crossed the line of what Federal Gov- 
ernment commitment to private corporations are or should be; we 
have not and should not fund a corporation solely to keep it out of 
bankruptcy. Railroad employees, shippei"s and States all will be af- 
fected by the needed changes in railroad operations and economics. 
So will the taxpayer. We lielieve the changes can be accomplished in 
an orderly and equitable manner, but there is no escaping the neces- 
sity for change. The question is whether we have the collective will to 
guide events or whether factionalism will make that impossible. 

In summarj', it is the Department's position that existing Federal 
law should not be amended nor new legislation ena^-ted which would 
maintain the existence of the D. & II. as a solvent company, or as a 
banknipt company operating its entire properties. Rather, we perceive 
the desired solution, if existing Fedei-al law precludes funding of the 
D. & H., to be a directed! service order issued by the ICC to effect 
continued operation only of essential D. & H. services in banki-uptcy. 

A directed senice order will provide the time within which the 
section 401 proceeding could make significant progress, the time 
within which the D. & H. could detennine its own alternatives, and 
the time within which to consider ERSA. The Department is willing 
to assist the ICC in eveiy practical way to implement such a directed 
serrice order. 

That concludes my statement, Mr. Chairman. 
[Testimony resumes on p. TiS.] 
[Mr. Gallamore's prepared statement follows:] 
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STATEMENT OF ROBERT E. GALLAMORB, 
DEPUTY FEDERAL RAILROAD ADMINISTRATOR 

BEFORE 
THE SUBCOMMITTEE ON TRANSPORTATION AND COMMERCE 

OF THE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE 
HOUSE OF REPRESENTATIVES 

AUGUST 15, 1978 

Mr. Chairman and Members of the Committee: 

I welcome this opportunity to appear before you today to discuss 

the financial condition and prospects of the Delaware and Hudson 

Railway Conpany (DtH). 

Mr. Chairman, as you pointed out in your announcement of this hearing, 

the 0(H has been on the brink of bankruptcy for several months. 

In fact, the railroad lost $5.3 million in the first six months 

of this year and required $6.4 million in Federal loans, as well 

as funds from the States of New York and Pennsylvania, to remain 

in operation.  In addition, the D(H has been unable to make interest 

payments for a year on its loan from USRA and has yet to pay a 

$1.7 million debt that came due April 1 of this year. 

DtH Problems Did not Begin Overnight 

I would like to point out, however, that the financial problems 

of the D«H did not begin a few months ago, or on April 1, 1976, 

the effective date of USRA's Final System Plan (FSP).  The railroad's 

profitability and traffic base had been declining for several years 

before that.  It is probable, however, that the assumption of increased 

operations by the DftH, under the FSP, and the changed competitive 

situation which has occurred since that time, has increased the 

railroad's difficulties.  As you know, the extension of the DftH 

through trackage rights effected by the FSP and the 4R Act occurred 

only after the preferred Preliminary and FSP industry structure 

proposals fell through.  There was little time for development 

of alternatives, but the DtH extension was sought to preserve 

competition in a region otherwise dominated by Conrail. DfcH under- 

took the increased operations voluntarily in an effort to protect 

its traffic base, and it is indeed unfortunate that events haven't 

turned out better. 
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A( an Indication of th« probleas tbe DtR faced before the PSP becaae 

effective, the D4H'i average annual net income for the first five 

years of the 1970's itas 83 percent less than its average net incoae 

in the 19<0's, and the tonnage of traffic carried by the railroad 

declined IS percent in that five-year period.  The traffic trend 

reflected the general downturn in the econoay of the region during 

those years. That downturn has continued since April 1976. 

U5RA Board Action 

At its last Beeting, on August 2, 19TB, the Executive Conalttea 

of the OSHA Board, with Secretary Adams in attendance, determined 

that the financial condition of the DtR had declined to the point 

that the statutory finding required prior to approval of DtH loan 

drawdowns could not be madei namely, that the DtB would be able 

to repay tbe drawdown within the time fixed for repayment. 

The D4B's serious financial problems have been under discussion 

by the USRA Board for over a year now. The U8RA has continued 

to fund the railroad while three different presidents have attempted 

unsuccesafuly to turn the company around.  The railroad's financial 

condition and traffic base have now eroded to the point where we 

no longer believe profitable operations are possible. The D4H'a 

traffic in the first six months of 1978 was 21 percent below last 

year, and last year the railroad lost $12 million. 

Emergency Rail Services Act of 1970 

If the D4H goes into bankruptcy, as it may, the railroad would 

become eligible to apply to FDA for the guarantee of trustee certificates 

under the Emergency Rail Services Act of 1970 (BRSA). Based upon 

the information we have about the financial condition and net asset 

value of the D4H, we presently feel it would be difficult to make 

the findlnga required by ERSA,  I wish to underscore that we have 

not atteaptcd to make the findings yet, and that, indeed, we could 
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not do so without a proper application bafore ua, but we 

do believe It incumbent upon us to Inforn you of this circuastance. 

Three of the findings that are required in order to approve 

an BRSA guarantee would pose difficulties. Theae three 

findings are: a public welfare finding—that cessation of 

essential transportation services by the railroad would 

endanger the public welfare; a financial finding—that the 

railroad can reaaonably be expected to becosie self-sustaining) 

and a security finding—that the probable value of the aasets 

of the railroad in the event of liquidation provides reasonable 

protection to the United States. 

Hlth respect to the public welfare finding, DtR's overhead 

traffic could be carried by other railroads and its other 

services could be provided under Directed Service Orders 

or under the bocal Rail Services Progran. With respect 

to the financial finding, there is little evidence, unlike 

the example of the Milwaukee Road which recently received 

an ERSA guarantee, that the DtH has a profitable core ayaten, 

even if it aold or ceased operating certain lines.  As to 

the third finding, the D&H has virtually no assets which 

are unencumbered.  While the ERSA guarantee would be secured 

because under the atatute it would be accorded the highest 

lien on the DtR's property. It would displace security for 

the DSRA loan and would further impair the security for 

the existing loan, probably rendering a portion of that 

loan unprotected. Since the 08RA loan represents an obligation 

to the United States the displacement of USRA's lien would 

result in a lack of reasonable protection for the United 

States' entire Investment in the DtH. 

While we believe it is important to point out these difficulties, 

the D(H does have every right, if it files for bankruptcy, 

to apply for ERSA funds.  If FRA receives such an application, 

we will give it fair and expeditious consideration. 
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Alternatives for Continued Oper«tlon» 

If USRA section 211 loans and ERSA loan guarantees are not available 

to the DiH and the railroad cannot fund Its own operation* In 

reorganisation, there irauld appear to be two choices facing the 

Congress.  The first is to perait the Interstate Coatnerce Cogralsslon 

(ICC), under section 1(1$)(b) of the Interstate Cooaerce Act, to 

direct one or more railroads to operate the essential portions 

of the D»R. 

Although Directed Service Orders have been used on a llaiited scale, 

directed service of a magnitude necessary for the OtH has never 

before been ordered by the ICC. However, with careful planning 

and input from all interested parties, including FRA, we believe 

that the ICC can effectively use its Directed Service Order 

authority to preserve essential DiB services.  Because the entire 

system would not have to be operated, a Directed Service Order 

operation need not be as expensive as Congress* second alternative, 

funding the D(H under amended law or new legislation, for operation 

of its entire system. 

A Directed Service Order would provide an opportunity for needed 

structural changes in the rail system serving the Delaware and 

Hudson markets. During the period a Directed Service Order was 

in effect, FRA could use its authority under section 401 of the 

4R Act to institute a proceeding among the D&H and other railroads 

to discuss sale or coordination of some or all of the D(H system.  The 

section 401 mechanism and the Secretary's supplemental transactions 

authority under section 305 of the 3R Act could be used to implement 

interim results of the section 401 proceeding. Such transfers or 

coordinations could avoid long-tern Federal funding of these lines 

and possibly could result in more effective rail service in the 

region.  As well, the period during which a Directed Service Order 

was in effect could be used to consider ERSA (especially in light 

of any relevant new circuastanoes) and give the DM  the time to 

either reorganize under traditional bankruptcy procedures or file 

for abandonment of its properties. 
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Puture of the DftH and New England Rail Scrvlcg 

In our view, structural changes in the rail systems operating in 

the DtB markets are necessary to achieve self-sustaining rail service 

in the region. As previously noted, these changes could develop 

either through agreements negotiated directly among carriers or 

with the assistance of PDA as authorlied by section 401 of the 

4R Act and through the Secretary's authority to propose supplemental 

transactions affecting Conrail. The PDA has in progress a section 

401 proceeding requested by the DtH to analyze restructuring alternatives 

to produce a stronger rail system in the region. The section 401 

proceeding will include a study focusing on the most desirable 

system and, we are confident, negotiations among the railroads 

for implementing needed restructuring.  Preliminary staff efforts 

will be supplemented by a team of contractors who are expected 

to begin work in a few weeks. The PDA section 401 proceeding is 

being closely coordinated with an effort directed by USRA and the 

Hew England Regional Coamission (NERCOM) concerned with alternatives 

for restructuring the New Bngland rail system. 

Mr. Chairman, I realize our testimony may be disappointing to those 

who seek continuation of all local rail services of the D(H and 

of overhead service to New Bngland in competition with Conrail 

connections.  I hope you understand these conclusions are not reached 

lightly. He have pondered the circumstances of the D&H on many, 

many occasions, over a long period of time, and the answer comes 

out the same — the railroad cannot become self-sustaining without 

fundamental, dramatic change, and maybe not even then.  When we 

examine the services the railroad provides as a part of the nation's 

rail system, we find that its overhead traffic exists largely for 

the purpose of preserving Intraindustry railroad rates competition, 

a goal that does not insure profitable rail service.  Its local services, 

arguably not essential to the national transportation system but 

desirable to local communities, probably could be provided more 

efficiently by another carrier, a substantially reorganized DlH, 

or other modes. 
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If you ask us whether a Federal operating subsidy Coc local services 

should b« approved, we must answer no.  Other than the transitional 

assistance available in existing law, that Is a local matter. 

If you ask whether operating assistance should be provided to insure 

coropetitive overhead service, we again say no.  No other region 

of the country has received such assistance and it Is not Cundaroontal 

to the national economy.  If you ask whether operating assistance 

should be provided as a matter of fairness to New York and New 

England in light of any FSP impact on the D&H, we must respond 

that assistance already provided to Conrail, the D&H, and piospectively 

the B&M, is significant compared to similar aid to railroads in 

other parts of the country.  If it is a question of fairness to 

D&H, then we have crossed the line of what Federal Government commitment 

to private corporations are or should be; we have not and should 

not fund a corporate structure solely to keep it out of bankruptcy, 

especially when more reasonable objectives would be achieved otherwise. 

Our outlook and policy is by no means limited to the region served 

by the DfcH and its connections.  In the Midwest, we are undertaking 

far-reaching change in the structures of rail service through 

coordination, and we have said that fewer rail lines and fewer or 

significantly restructured companies will be the result.  Railroads, 

employees, shippers, states, and local connunities will be affected. 

So will the taxpayer.  We believe the changes can be accomplished 

in an orderly and equitable manner, but there is no escaping the 

necessity for change.  The question is whether we have the collective 

will to guide events or whether factionalism will make that 

impossible. 
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In tunmary, It is the Department's position that existing 

Federal law should not be amended nor new legislation enacted which 

would maintain the existence of the DM  as a solvent company, or 

as a bankrupt company operating its entire properties.  Rather, 

we perceive the desired solution, if existing Federal law precludes 

funding of the MH, to be a Directed Service Order issued by the 

IOC to effect continued operation only of essential O&H services. 

A Directed Service Order will provide the time within which 

the section 401 proceeding could make significant progress: the 

lime within which the DW could determine its own alternatives; 

and the time within which to consider ERSA. The Department Is 

willing to assist the ICX: in every practical way to implement such 

a Directed Service Order. 

That concludes my statement, Mr. Chairman. 
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Mr. FLORIO [presiding]. Thank you very much. We appreciate your 
very candid if not brutally frank analysis of the situation. 

We are goinja: to take a bre^ik. I undei-stand there is a vote on now. 
Tiiere may be another vote after that, so we will just ask you to wait. 
I am sure the other members have some questions. 

[Brief recess.] 
Mr. DRITHAX. We have leceived a phone call from the chairman. He 

will be involved in other matters for some time, so he has .suggested we 
recess imtil 2 p.m. 

[^Vliei-eupon, at 12:30 p.m., the subcommittee recessed until 2 p.m. 
on the same day.] 

AFTER  RECESS 

[The subcommittee reconvened at 2 p.m., Hon. Fred B. Rooney, 
presiding.] 

Mr. RODNEY. I regret the dela}s very nmch. The ERA bill is up to- 
day and our proceedings will be interrupted by a series of votes. Be- 
fore we begin the session this afternoon, I would like to introduce Mr. 
and Mrs. Gordcm Long and tlieir daughter, Sluii-on, and Richard and 
Ms. Theresa Moore from Center Valley, Pa. Mrs. Long was my secre- 
taiy a long time ago. She was my secretary when she left Liberty High 
School, at age 17. She was one of my top aides when I went to the 
State senate and Commonwealth of Pennsylvania, and the 4 years I 
served in Congiess. Xancy and Gordon and Ms. Moore, we are very 
pleased to see you here this afternoon. Will you stand up and say 
hello. It is nice to see old friends back.-I have been asking Nancy and 
Gordon to come back to Washington to see the Congress in .seasion. 
This is the first time they have been back, and we are pleased to have 
you here. 

^h: Gallamore. T understand that you iiave completed your state- 
ment. 

Mr. GALLAMORE. Yes. sir, I have. 
Mr. RooNEY. I want to thank you very much for presenting your 

statement to the conmiittee. I have reviewed it and I have a couple of 
questions. 

On page 2 of your testimony, you indicate that the traffic carried by 
the I). & H. has declined considerably for a number of years, includ- 
ing a periotl prior to the directed expansion in 1976. Is that correct? 

Mr. GALLAMORE. Yes. sir. 
Mr. R<K)XEY. Could you indicate to the committee how the D. & H. 

record compares to other railroads in the region. l)ecause T heard some 
staggering statistics that were quoted earlier by Congressman Mc- 
Dade this morning. Perhaps you might refer to your colleague.s. 

Mr. GALLAMORE. Steve may be able to provide us some additional 
information. There has been a decline of railroad traffic, generally, 
relative to the other forms of tiansportation. That has been very seri- 
ous in the Northeast. That may be partly due to the increased pace of 
line abandonments in the wake of or part of the final system plan, so 
ihat would be a very difficult comparison to make, but we would try 
(o provide additional information. 

Mi: RooxKY. AVe would appreciate it very much. 
Mr. GALLAMORE. There have been effects that have been mentioned 

by other witnesses attributable to mergei-s and  



Mr. R<wNEY. Except that I think this railroad ought to get some 
credit for the fact it was profitable until 1976 and all of the neigh- 
borhood railroads were not. Is that correct? 

Mr. GALLAMORE. That is correct—marginally profitable. 
Mr. RooxEY. What is marginal profit? 
Mr. GALLU^MORE. I don't believe in any year that its net income was 

greater than $S.i million in the period 1970 to  
Mr. RooxEY. I am talking about percentage. 
Mr. GALLAMORE. That would be on revenues of between $60 and $90 

million, so we would Iiave to calculate the percentage. 
Mr. SwiNBt'Rx. The railroad did lose money in 1975, and made a 

very, very slight profit in 1974 and 1973, and was receiving money in 
those years from the State of New York to help it with rehabilitation 
pi-ograms of both track and equipment. 

Mr. GALLAMORE. For the 1970 to 1975 period, the average net in- 
come of the T>. & H. was less than $1 million, $600,000. 

Mr. ROOXEY. You strongly recommended essentia^l services be con- 
tinued by an ICC-directed service order. Is that correct ? 

Mr. GALLAMORE. Yes. 
Mr. R(X)XEY. Could you indicate for the committee how much this 

would cost the Federal Government? I have heard $15 million to $17 
million. 

Mr. GALLAMORE. The ICC did testify to numbers in that neighbor- 
hood. Of course, that would be for provision of service for the whole 
system, and we recommended something less than the full system be 
operated. 

Mr. RooxEY. Of course, you have heard testimony this morning by 
Chairman O'Neal, that I). & H. is operating at a loss of $600,000 a 
month. Why should we get into directed services Avhich would cost 
the American public $15 million to $17 million, when they operate at a 
deficit of only $600,000 ? 

Mr. GALLAMORE. I don't think they should be directing service over 
the entire system, at least for the 240 days. 

Mr. RooxEY. Wluit happens at the end of the 240 days ? 
Mr. GALL.\MORE. First of all, there is a period of time before the 

railroad might have to go into bankniptcy. There would then be a 
period of time in which it could operate in bankruptcy before it would 
have to halt operations. Then there would be a period of time for 
which directed service would be applicable, and during that course of 
time, my testimony is, that I believe, through an acceleration and ele- 
vation of the 401 restructuring process, we can get this restructuring 
started. 

Mr. RooxEY. Wiy can't you do it before they go into bankruptcy. 
I understand they may be going into bankruptcy next week. Did you 
hear my opening .statement ? Were you here ? 

Mr. GALLAMORE. I certainly did. 
Mr. RooNEY. We have so many laws to save a small railroad like 

this. Why can't you people in the Department do something about it? 
Mr. GALLAMORE. I think we need to get started with reorganization. 

In my opinion, we have wasted the time since last October. 
Mr. RooxEY. You did waste your time. 
Mr. GALLAMORE. It will be exactly the same next year if we don't 

get started. 
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Mr. RooNEY. Why were you wasting your time since last October ? 
Mr. GALLAMORE. Most of our time and ener^ has gone into ways of 

keeping the railroad out of bankruptcy. I think our attention ought 
to change from that to finding ways to restructure the railroad and 
see if there is a profitable core. I don't think there is any other answer 
that is responsible. I do think—I don't mean to say everybody has 
wasted their time—Mr. Shiunaker is there in place now and I would 
concur with the testimony this morning that he is doing a fine job. 
But in terms of what the problem is, it hasn't changed—the basic 
problem has not changed. In terms of what our financing obligations 
are—^they haven't changed. It is not good public policy to be using 
loan money that can't be repaid to cover operating deficits. 

Mr. RooNEY. Can you tell me what alternative you think that the 
D. & H. should take ? Do you think it should go into bankruptcy or not 
go into bankruptcy ? 

Mr. GALLAMORE. I think it would have to go into bankruptcy, even- 
tually, if trends continue. 

Mr. RooNEY. In all of the areas they serve, there would be no taxes 
for the local municipalities, no taxes for the States. 

Mr. GALLAMORE. That is right. 
Mr. RODNEY. "Why did we create the sections of the 3-R Act and the 

4-R Act which permit loaning money to ailing railroads? How can 
you justify ignoring these provisions ? 

Mr. GALLAMORE. Congress is faced with the situation of collapsing 
rail service in the Northeast. 

Mr. RooNEY. How about the Midwest—don't you have the same 
problem ? 

Mr. GALLAMORE. We are finding the 4^R process gives us an excel- 
lent vehicle for restructuring, and that has come about since the bank- 
ruptcy of the Milwaukee Railroad. I think we can do the same thing 
in the Northeast. The circumstances aren't quite as favorable. I think 
we can make some progi-ess to restructure. The Congi'ess of the United 
States is faced with the collapse of rail service—seven railroads have 
gone into bankruptcy in that area, cutting off the traditional connec- 
tions of the D. & H.; the Penn Central merger changing traffic pat- 
terns in that area, jierhaps, as was testified to this morning; Congress 
then passing legislation that requires repayment, requires the Gov- 
ernment to obtain security, tells the Government to put in money on 
a loan basis if you can obtain security, and we, as administrators of 
the program, let alone as policymakers, find it very difficult to flaunt 
the will of the Congress in this regard. The legislative history is quite 
clear on the subject. Loans are not a good way to continue operations 
of a failing railroad. 

Mr. RooNEY. They are not? 
Mr. GALLAMORE. They are not if there is no security. We have to 

find some other  
Mr. RooNEY. How do you feel about ConRail. We have $2.1 billion 

in outstanding loans to ConRail. ConRail is now asking for another 
$1.3 billion, and I have read financial pages of many of the leading 
financial papers in this country that they are going to need another 
$1.3 billion. J        «     e 

Mr. GALLAMORE. We supported the additional financing. 
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Mr. RooNEY. Do you think ConRail will ever repay its debts? 
Mr. GAU,AMORE. Well. I certainly hope so. The whole idea of the 

plan was to create a financially self-sustaining railroad. As you know 
from our communications, there is an increasing amount of pessimism 
about their ability to do that without changing the system. With re- 
spect to the D. & H., it is just not on the same scale in terms of essential- 
ity or in terms of jobs and impact on the overall National economy. 
Our testimony is that most of the D. & H.'s essential services can be 
provided by other carriers or to substantially restructured D. & H. 
That is not the case with ConRail right now. 

Mr. RooNEY. On page 4 of your testimony, you indicate the transfers 
under section 401 proceeding could avoid long-term Federal funding. 
I do not believe long-term Federal funding was ever considered as an 
option. Nevertheless, I question why you would object to short-term 
Federal funding until such time, in my opinion, a determination can 
be made under the 401 proceedings, and USRA and New England 
Regional Commission studies completed ? 

Mr. GALI^MOKE. The ESRA money does require these security find- 
ings, and if the security isn't there, that is difficult to do. The tJSRA 
211 loan provided a substantial amount of funding. The State of New 
York has provided a substantial amount of funding. Pennsylvania has 
provided funding. I think we have to get on with the reorganization 
and not postpone it inevitably. I am afraid that is what would happen 
with the ESRA funding option. 

Mr. RooNEY. But the reorganization wouldn't be for iy2 years. 
Mr. GAIXAMORE. That is not our testimony. The study is  
Mr. RODNEY. That is my understanding. 
Mr. GALLAMORE. We can begin to make interim steps. The study will 

support the proce&s of reorganization that I believe has to occur, but 
there is no need to postpone negotiations among the railroads for 
restructuring opportunities until that study is complete. I think that 
if we will elevate and accelerate that process, we can make a substantial 
improvement in less than ly^ yeare. We have had good success in the 
Midwest. Again, the circumstances are much ditl'erent here, but I don't 
see any reason why we can't get involved in a big way, give it our 
full effort, work with tho.se carriers up there and the States, and show 
you some pretty positive results. 

Mr. RooNEY. Mr. Gallamore has just completed his statement. I 
have asked a few questions. Mr. Florido. you were liere during his 
testimony. I was wandering whether or not you might have any 
questions? 

Mr. FLORID. I was just wondering if we might get some general 
responses from you as to what direction yxtu think is most desirable. 
As I understand it, at this point  

Mr. RooNEY. Bankruptc)'. 
Mr. FiX)Rio. If that is an alternative, it seems to me that that seems 

to be a prerequisite for some of the governmental programs to come 
into plav to be utilized. 

Mr. GALLAMORE. That is true for both ESRA and directed service 
orders. 

Mr. FixiRio. And it seems to me. talking this morning to some of 
the principals, particularly in the railroad, they are not very enthused 
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about that. Do you see any other alternative other than going into 
bankruptcy to attempt to qualify for some of the Federal programs? 

Mr. GALLAMORE. I think bankruptcy has certain advantages that the 
conmiittee ought to consider. Norfolk & Western stock control at 
present maj' jjose some additional. I won't say impediments, but some 
additional issues that would have to be addressed in the restructuring 
process. In bankruptcy, the United States is the principal creditor 
of the D. & H. and would have every interest to restructure. The trus- 
tee, hopefully, would have every interest to restructure. Other rail- 
roads in that part of the country woiild have evei^ interest to restruc- 
ture, I believe. Directed service is an o|3tion. I realize it has never 
been tried on this scale and has some drawbacks, but it can be done 
without new legislation. It recognizes the prepayment j>roblem. It is 
honest; it is grant money and does not continue losing operations 
with loans; it would be administered in such a way that change 
could begin to happen. Indeed, in Ex parte 293, which" was the ICC's 
own investigation of how directed service might be structured and 
the cost principles that would pertain to directed service, it is con- 
cluded that the intent of Congi-ess was for profitable main lines that 
might be an e,ssential part of the .system and liave some hope of 
profitable operation by the directed service carriers to receive first 
priority for directed service. I don't think it is hopeless. 

Mr. FLORIO. The suggestion has been made that a $20 million loan 
guarantee would assist in avoiding bankruptcy. In your considered 
opinion, how long would that forestall what appears to be inevitable? 

Mr. GALLAMORE. A $20 million loan guarantee—possibly a year, 
11/^ years. 

Mr. FLORIO. DO you see any  
Mr. GALLAMORE. I do think that that may lessen the incentive on 

everybody's part to get on with the restructuring. I think there is a 
substantial risk, we would l)e back here in appi-oximately the same 
position we are in now. 

Mr. FLORIO. AS to the 401 study—what is your projection now for 
when we are going to have that available ? 

Mr. GAIX^VMORE. AS I tried to say in my testimony and earlier, the 
crucial thing is not the study itself. The crucial thing is the negotia- 
tions that have to occur between and among the railroads with our 
participation and with the cooperation of the ICC. That needn't be 
delayed until the consultant's reiK>rt is complete. Obviously, the studies 
will 1)6 helpful, adding information on traffic and potential routings 
and so on to these deliberations, to these negotiations. That is where 
the heart of the work has to be done. 

Mr. FLORIO. My assumption was the study was designed to provide 
an impartial evaluation of what direction r^tructuring should take. 

Mr. GALI^VMORE. I think that was the original theory'. I think time 
has moved us to a point we .should accelerate that process and begin 
to push the negotiations aspect. In other words, let the proposals 
come out of our conferences with those affected carriers and 

Mr. FLORIO. It is your assumption this would be facilitated by the 
bRiikiiiotcv ? 

Mr. GAIJ.AMORE. To a certain extent, it would be. I mentioned the 
X. & W. stock difficulty. I think if all interested parties don't recognize 
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the problem is immediate, I think that is another x^ssible reason for 
the reorganizing not happening as swiftly as it might otherwise. 

Mr. FLORIO. Thank you. 
Mr. RooNEY. Thank you very much. 
In fairness to Mr. Skubitz, he did want to ask some questions. Are 

you planning on leaving? 
Mr. GALLAMORE. I will be here for a while. I intended to leave but 

I can stay. If you would like me to, I will be happy to stay. 
Mr. RooNEY. Thank you. 
Our next witness will be Gary W. Dickieson, vice president and 

general counsel of the United States Railway Association. 

STATEMENT OF GARY W. DICKIESON, VICE PRESIDENT AND GEN- 
ERAL COUNSEL, UNITED STATES RAILWAY ASSOCIATION, AC- 
COMPANIED BY FREDERIC W. YOCUM, JR., VICE PRESIDENT, 
OPERATIONS AND MARKETING; AND JOSEPH P. WELSCH, VICE 
PRESIDENT, FINANCE 

Mr. DICKIESON. Mr. Chairman, with your ix^nnission, I will provide 
a brief summary of my testimony, and ask that the rest be included 
in the record. 

Mr. RooNEY. Without objection, the full statement will be included 
in the record. 

Mr. DicKiESox. I am Cary Dickieson. With me, on my right, is Fred 
Yocum, the association's vice president of oi^erations and marketing. 
On my left is Joe Welsch, vice president, finance. 

We are here today to talk about the Delaware & Hudson Railroad. 
This is a railroad that has been sick for a long jwriod of time. 

Mr. RooNEY. How long a period of time? I undei-stand in 1976 they 
were still making a rcasonable profit. 

Mr. DICKIESON. NO; it was losing monejf in 1976 and 1975. Indeed, 
over the pa.st 4^ years, it has continued to exist only because $50 million 
has been pumped into the i"ailroad by USRA and New York State. 
Now, the causes for the decline of tlie Delaware & Hudson are 
threefold. 

First, you have a major change in the economy of the area served 
by the D. & H. and its connections. Utilities have converted from coal 
to oil. Tlie Interstate Highway System has l)een completed. The manu- 
facturing base has changed primarily to light manufacturing and 
service industries, and away from heavy manufacturing. This has 
caused a long-term, steady decline in the traffic available to D. & H., 
and all railroads in that region. 

The second problem was brought alx>ut by the Penn Central merger 
and the other eastern mergers, B. & O. and C. & O., and N. & W. 

Finally, the problem was further exac^^rbated in 1976 by the inability 
to consummate the preferred industry structure of the final system 
plan, when the major transaction involving the Cliessie could not be 
consummated. I would like to pause on that because you did ask some 
questions about that earlier.. 

With the inclusion of the Erie and Leliigh Valley and other rail- 
roads directly in ConRail, D. & H. would have been completely sur- 
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rounded by ConRail and liave no external connections. We felt it was 
essential to provide it with those connections. Therefore, we offered 
them, and they requested and accepted, under those circumstances, 
extensions to Buffalo, to Pliiladelphia, and to "Washington. We felt 
those extensions were essential to its sui-vival. 

Mr. RooNEY. Did you hear the testimony by Mr. Hanley and Mr. 
McDade this morning ? They say they are surrounded. 

Mr. DiCKiKSON. They are not. 
Mr. RooNEY. You disagree with that? 
Mr. DicKiEsoN. They interchange at Buffalo with the Norfolk & 

Western, and with the Chessie, so they still retain their historic West- 
ern connections as best we can do it, and they can go down to Wash- 
ington and interchange with the Southern carriers and interchange 
with the B. & O. at Philadelphia. The extension to Oak Island was not 
one we felt was essential. It was requested by D. & H. and the State 
of New Jersey. It also required tliat we increase the amount of the 
loan by $2 million. Because of that, we offere<l them a $28 million loan, 
including the Oak Island extension, instead of a $26 million loan 
without Oak Island. 

I think it is fair to say all of us feel that the line extensions have 
not been as successful as we had hoped they would be in protecting 
the D. & H. But \vithout those extensions, the situation would be far 
worse. 

At the present time, the Delaware & Hudson needs external fund- 
ing: this year between $10 and $1.5 million. We think, based on its 
current jjerformance, the decline in its traffic, its external funding 
needs next year will also be of that magnitude. The association, at 
the present time, only has $2.7 million available under the present loan 
agreement. I think it is quite clear that even if we were to continue 
fimding the D. & H. with o>ir loan money, it is going to nm out in 
the next few months. 

Mr. FLORIO. IS that funding just to maintain their operating 
exiwnditures? 

Mr. DTCKIESON. That is right. We also have a difficulty xmder the 
statute. The statute, as you have heard earlier today, requires us to 
make findings conceming the ability of the railroad to repay the loan 
in a timely fashion. AVe can't make those findings at tlie pre.sent time. 
We cannot ignore those findings. Congress designed section 211(a) 
as a loan |)rogram, not a gi-ant program. We are beyond tlie point 
where we can say with any assurance D. & H. can repav any addi- 
tional loans, much less the ones they have received thus far. 

The association believes that the solution here is to engage in a 
lestructuring of the D. & H. in the context of overall restnicturing of 
the New England railroads. That is the puqiose of the study that we 
are. engaged in with the New England Regional Commission. That is 
pai-t of the purpose of the 401 study. 

It is our belief that whether the D. «5; H. is inside or outside of 
bankruptcy, that someone should continue to fund the normal opera- 
tions of the D. & H. until those studies are complete. 

That, basically, simmiarizes my testimony. My colleagues and I will 
be clad to answer any questions. 

FTestimonv resumes on p. 77.] 
[Mr. Dickieson's prejiai'ed .statement and attachments follow:] 
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STATEMENT OF CARV W. DICKIESON 
VICE PRESIDENT AND GENERAL COUNSEL 
OMITED STATES RAILWAY ASSOCIATION 

Mr. Chaiman and Members of the Comnittee: 

I am Cacy H. Dickieaon, Vice President and General 

Counsel of the United States Railway Association.  I have with me 

today from the Association Frederic W. Yocum, vice President for 

Operations and Marketing, and Joseph P. Helsch, Vice President 

for Finance. My purpose is to inform you of the current 

condition and prospects of the Delaware and Hudson (*OtB*) and of 

the background and status of the Association's loan to that 

railroad. 

Statutory Requirements 

Before discussing the history of this particular loan, 

I think it would be useful to describe the statutory context in 

which the loan was made and is now being administered by the 

Association. 

Section 211(a) of the Regional Rail Reorganization Act 

of 1973 authorized the Association to make loans to Conrail, 

Amtrak and other railroads in the Northeast for the purpose of 

'achieving the goals of the Act". 

Section 211(e) of the Act establishes three 

prerequisites for the granting of such loans. Under that 

section, the Association must find in writing that: 

(1) The loan is necessary to achieve the goals of the 

Act or to prevent Insolvency; 

(2) The business affairs of the applicant will be 

conducted in a reasonable and prudent manner; and 

(3) There Is such security as deemed necessary to 

protect reasonably the interests of the United States. 

Furthermore, it is stated as a policy in Section 211(f) 

that it Is the intent of Congress that all Section 211(a) loans 

be made under terms and conditions which furnish reasonable 

assurance of timely repayment and that the goals of the Act are 

reasonably likely to be achieved. 

These statutory requirements make it clear that the 

Association has an obligation to ensure that the financial 
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assistcnce authorized by Section 211{a] may be employed only in 

circumstances that are consistent with a loan and not a grant 

program.  The Association approaches that responsibility not 

merely as lawyers reviewing a proposed trust indenture—although 

we must have a proper concern for not acting beyond our lawful 

powers or contrary to our other responsibilities under the Act. 

Nor do we approach it merely as bankers—although we can't Ignore 

the clear intent of Congress under the Act to distinguish between 

grant programs and loan programs and we can't undertake to 

abolish that distinction by making grants disguised as loans. 

In defining our obligation in respect to Section 211(a) 

loans we draw our basic guidelines from the Act's provisions and 

its legislative history. 

As for the Act itself, we cannot wholly disregard the 

fact that in the matter of repayment and security, only one 

important distinction is made on the basis of the identity of a 

borrower.  "Ifliere applicable", the Act states, loans ate  to be 

treated as an "expense of administration".  What this apparently 

says is that for loans to bankrupt railroads. Congress had 

special concern for assurances of repayment and adequate security 

—even though this absolute statutory requirement might well 

induce a reorganization court faced with creditor objections to 

refuse to approve a loan which is important to the goals of the 

Act.  In the case of loans to marginal railroads threatened with 

insolvency, this suggests to us that we cannot ignore reasonable 

considerations of repayment and security. 

Given the important public purposes of these loans, it 

might be suggested that certain critical situations would warrant 

the assumption of some added repayment and security risks not 

warranted in other Section 211(a) loans.  But as I have noted, we 

could not be justified in making outright grants in the guise of 

loans.  To be specific, the Association cannot repeal the 

statutory prerequisite of Section 211(e), covering any Section 

211 loans, of "security ... to protect reasonably the Interests 

of the United States*.  Nor can It nullify the stated 

Congressional policy of Section 211(d) and (f) which contemplates 

the timely repayment of Section 211(a) loans.  Moreover, we 

believe it necessary to look at the timely repayment and 
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reasonable security requirements as having a kind of inverse 

relationship. That is, as the possibilities of timely repayment 

seem less assured, the question of adequate security becomes more 

important. 

OPERATING HISTORY OF THE DtH 

The D&H's problems did not begin with the Final System 

Plan.  The company's fortunes had been declining for many years. 

The wave of railroad mergers in the east during the 1960's 

threatened its existence.  In 1968, the DtH's rail assets were 

assumed with little enthusiasm by a subsidiary of the N6W, while 

iiq>ortant parts of its liquid assets were retained by the D&H's 

former parent, the Delaware and Hudson Company.  The groundwork 

for future problems was thereby laid. 

Historically, the D&H had been a profitable railroad. 

Freight revenues remained relatively constant during the sixties 

at between $40 and $44 million per year. During this period the 

DtH also enjoyed a net profit each year, rising gradually to a 

high of $5 million in the mid-sixties, tapering off to $0.8 

million in 1968, and back up to $3.5 million in 1969.  However, 

the tonnage carried by the O&H actually had been declining for 

some 20 years as the economy of DiH's territory and New England 

shifted away from industrial production toward light 

manufacturing and service industries (Exhibit 1). 

Beginning in 1970, there was a severe change in the 

O&H's traffic and net income position.  In 1971 and 1972 revenues 

fell sharply.  This loss in business can be attributed to several 

significant factors that coalesced at this time. 

The winter of 1969-1970 was one of the worst ever 

experienced in the northeastern United States.  Car movements 

were crippled by heavy snowfalls and sub-zero temperatures, which 

resulted in substantial revenue losses.  Utilities on the OiH 

converted from coal to oil, one major industry closed its plant 

and a second sharply reduced its production.  Completion of the 

Penn Central Merger and the inclusion in that carrier of the New 

HC'Ven Railroad resulted in the diversion of traffic from the DSH. 

This series of business setbacks was followed shortly thereafter 
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by Tropical Storm Agnes In June, 1972, which caused considerable 

damage to rail properties throughout the Northeast, disrupting 

service by the D4H and soae of its connections for many months 

thereafter.  Labor costs increased dramatically as new national 

contracts for railroad employees providing wage increases of 

approximately 44 percent for the period January 1, 1970, through 

June 30, 1973, were Implemented. 

Due to the foregoing combined circumstances, net Income 

fell sharply.  Internally generated cash flow was barely adequate 

to service DtH's debt obligations.  In short, the OtH was 

approaching a precarious financial position. 

Exhibit 2 demonstrates the financial results of OSB 

operations for 1970-74.  In three of those years the DiH reported 

negative net income.  Extraordinary gains from sales of property 

wiped out the losses in two of the three loss years. Also, 

beginning in 1974, the DiB began to receive substantial aid from 

New York state. 

It was In this context that. In the fall of 1975, the 

OtU sought loan assistance from the United States Railway 

Association under Section 211(a) of the Act. 

OSRA's Loan to the DtH 

On October 17, 197S, the DiH applied to the United 

States Railway Association for a loan of $37.6 million pursuant 

to Section 211(a) of the Act, to be used for the following 

purposes: 

(1) Financing the purchase of lines of railroad offered 

to the DiH under the Final System Plan (SO.6 million); 

(2) Financing the acquisition of 20 new diesel-electric 

locomotives ($7.4) million); and 

(3) Refinancing the DiB's long-term debt and for 

working capital ($29.6 million). 

Of the findings required by Section 211, the USSA staff 

felt the most important was that regarding the OiH's ability to 

repay.  The DiB's recent history prior to the loan request 

indicated a mixture of positive and negative earnings, and a 

consistently declining traffic and revenue base. The DIH 
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predicted a change from historic performance based on three 

assumptions: 

Substantial Revenue Increases.  The traditional 

decline in traffic would be reversed due to 

econoaic recovery and rate increases. 

— Cost Control.  The Dia felt it had a demonstrated 

ability to control or reduce costs under 

inflationary pressure. 

— Debt Service Levels Not Excessive.  The D(B could 

neet debt requireoents and still improve cash 

position and working capital. 

While the staff advised the Board that 'great caution must be 

taken in making a positive finding of ability to repay,* it 

recommended, and the Board approved on January 8, 1976, a 

$26 million loan. 

Subsequent to this action, the lines offered to the 

Chessie under the Final System Flan were not acquired, due to 

unsuccessful negotiations with labor.  The Association therefore 

vaa forced to revise the proposed system of the DiH, and altered 

its forecast of the DiB's performance accordingly. On 

February 9, 1976, the Association's Board of Directors found that 

additional line extensions (to Buffalo, Washington and 

Philadelphia) requested by the D&H would 'considerably enhance* 

Its ability to repay the loan. 

Finally, on March 3, 1976, the USRA staff presented to 

the Board an analysis similar to the February forecast but 

including additional trackage rights to Oak Island requested by 

the OtB and New Jersey.  The staff concluded that in these 

circumstances the increased revenues would support a loan of S28 

million.  The Board approved the larger loan. 

To summarize, the Board's expectation that the D&H could 

repay the $28 million loan rested on three key factors: 

1. DiB would reverse its recent trend and experience 

real growth in its traffic base. 

2. D&H would achieve substantial new operating 

efficiencies producing significant cost savings. 

3. The line extensions would provide DtH with the 

ability to hold on to its overhead traffic thereby minimising the 

adverse effect of the absorption of its friendly connections into 
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Conrail.  If DtK were Co fall short significantly in achieving 

any one of these key expectations its ability to repay the loan 

would be seriously jeopardized. 

During 1976, D&U's operating and financial results were 

consistent with its projections.  However, beginning with the 

winter of 1976-77, the DiH's operations deteriorated sharply. 

The inability of the D&H to reverse the decline in the spring and 

summer led the Association to intensify its monitoring efforts. 

By August, the D&U's finances had become so critical that 

additional money from USRA was required if the D&n were to 

continue operating.  Since August 1977, the Association has 

modified the Loan Agreement on several occasions to permit 

continued operations by the D&H while solutions for its short and 

long-term problems were sought. 

1. On August B, 1977, the Agreement was amended to 

increase drawdowns for 1977 from $2,SOO,OaO to $4,500,000, to 

reduce drawdowns for 197a from $3,000,000 to $2,000,000, and to 

eliminate the scheduled drawdown for 1979i 

2. On November 22, 1977, the Board approved the 

request of the D&H to defer the interest payment in the amount of 

$1,074,444.03 due on December 20, 1977; 

3. On December 13, 1977, the Board approved the 

request of the D6H to accelerate the drawdown of the loan's 

remaining $2,000,000 and to increase the aggregate amount of the 

loan from $28,000,000 to $30,000,000; 

4. In January 1978, the Board approved the release of 

the Association's security Interest in the 20 locomotives and 

consented to DfcH refinancing those locomotives with an FRA 

guaranteed loan, a transaction which had the effect of making an 

additional $7.4 million in federal assistance available to the 

D&H. 

5. On May 24, 1978, the Board approved a proposal to 

permit the refinancing of $1.75 million in notes owed to 

insurance companies which were overdue, the request of the D&H to 

defer the interest payment in the amount of $1,063,231.22 due on 

June 20, 1978, and the advance of loan funds not to exceed 

$350,000; 

6. On June 29, 1973, the Board approved the request of 
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the  DIB to amend the Loan Agreement to no longer require the D&H 

to pledge $1,750,000 in bonds as required since the D&H was 

unable to refund the bonds held by certain insurance companies as 

part security for loans.  The Board also approved a $500,000 

drawdown requested by the D6H, and an additional $500,000 to pay 

retroactive wages in July, 1973, if national labor negotiations 

were completed by then. 

These modifications were made under Section 211(d) of 

the Act in response to the D&H's increasingly critical cash 

position.  Each was made after the Association found that the 

action requested was necessary and appropriate to achieve the 

Congressional policies declared in Section 211(f) of the Act— 

namely, that the terms and conditions of the loan furnish 

reasonable assurances that the borrower will be able to repay 

within the time fixed and that the goals of the Act are 

reasonably likely to be achieved. These two policies are 

somewhat in conflict since a rigid insistence on the provision 

regarding repayment could defeat the policy concerning the goals 

of the Act. Thus, an appropriate balance between them is 

required. 

The Association's purpose in approving these 

modifications was to permit D&H's management to get control of 

its operations and costs, thereby achieving short-term stability, 

while studies were commenced to find the solution to OiH's long- 

range problems.  As the year progressed, it became increasingly 

clear that despite substantial operating improvements, the 

continued decline in D&H's traffic meant that it could not 

achieve even a breakeven cash flow position.  By Spring, the 

D&H's prospects were sufficiently uncertain that the 

Association's Board was experiencing considerable difficulty in 

making the required statutory findings and was acting on loan 

modification requests by increasingly divided votes. 

Our June, 1978 projections indicated that the remaining 

funds the Association could advance to the O&H probably would be 

sufficient only to sustain operations through the rest of the 

year.  These projections also showed that the DiH would not be 

able to continue to operate in 1979 without external funding in 

the order of $10 to $15 million,  without such funding, the D&H 
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probably would have to file Cor Section 77 bankruptcy 

reorganization early in 1979. 

Current Status of the DtH 

When the Association's Board of Directors met on August 

2,   1978, Che D&H's financial situation had become even fflore 

precarious than it had been on June 29th.  Despite improved 

operations and better cost control, DiH  has continued to fall 

behind the traffic levels forecast in its projections. Moreover, 

since July 10th, a strike against the Norfolk t Western Railroad 

(NiW) has resulted in the rerouting of rail traffic through 

Canada as well as the diversion of traffic originating on the Ntvf 

to other nodes of transportation.  Due to the strike, the DtH was 

losing approximately an additional $37,000 per day above its 

normal monthly loss of several hundred thousand dollars.  Prior 

to the August 2 Board meeting, the D&B financial forecasts 

indicated that the company could continue operating in August and 

September without the scheduled loan drawdowns of $600,000 and 

$250,000 for the two months.  The D(H was, in fact, expecting to 

receive a $387,000 grant from the State of Pennsylvania.  The 

railroad also expected to sell surplus assets in August and 

September with expected cash flow benefits of $2.5 million. 

However, late on August 1, the D&H notified the Association that 

it was requesting the August drawdown. 

With the O&H financial position as precarious as it was, 

the Association's Board of Directors, acting through the 

Executive Committee, was unable to make the findings requisite to 

modifying a Section 211(aj loan to approve the drawdown.  In 

particular, it appeared that there was little likelihood that the 

able to make timely repaynent of the funds advanced. Although 

with the remaining loan funds the D(H might be able to continue 

operating in 1973, it would need $10 to $15 million more cash to 

operate in 1979.  Furthermore, in the balance that USRA must make 

under the provisions of Section 211(fj between the policy 

concerning timely repayment and that of furthering the goals of 

the Act, it seemed clear that additional funding of the DtH under 

Section 211(a) would not constitute so much a loan, as it would a 

grant.  Since Congress had made a strong distinction between the 

loan characteristics of Section 211(a) funds and the grant 
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provisions of other Rail Act programs which were also designed to 

further the goals of the Act, the staff recommended that the 

Board not approve the DtH's August request for a $600,000 

drawdown.  Consequently, the possibility exists that the DtB 

could b« forced to file for protection under the Bankruptcy Act 

before the end of the year. 

Conclusion 

The Association is charged by Congress with the 

responsibility to manage the Section 211(a) loan provisions of 

the Act in a manner that protects the financial interests of the 

Dnlted States in such loans and furthers the goals of the Act. 

These conflicting requirements, given the severe financial 

problems of the DtH, have not been easy to resolve. 

For the past year, the Association has sustained OiB's 

operations while endeavoring to get all concerned parties to 

focus on the need for promptly finding a lasting solution to its 

problems.  The continued inability of the O&R to achieve a 

positive cash flow, however, has brought the Association to the 

point where it cannot continue funding- DtH consistently with 

statutory requirements. 

I want to emphasize that a possible D&H bankruptcy does 

not Bean a cessation of its operations.  If 06H were to file for 

bankruptcy at this time, its cash position would enable it to 

continue operations without external funding for two to four 

months. Moreover, other programs specifically addressed to the 

funding needs of bankrupt railroads now are available. 

Congress already has authorized the Federal Railroad 

Administration (FRA) to provide funds to a bankrupt DtH through 

the Emergency Rail Services Act (ERSA).  As of July 1, 

$50 Billion was repaid to that fund by the Penn Central Trustees. 

This Boney is available for loans to railroads which have filed 

for reorganization under Section 77 of the Bankruptcy Act.  If 

the Department of Transportation were unable to make appropriate 

findings and, therefore, did not approve any loans, essential 

operations could be continued by the ICC pursuant to directed 

service orders.  In bankruptcy, federal loans would have better 

security, the D&H would be under the control of a federal court 

rather than its present owner, the NtW, and federal loans would 
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no longer benefit the NiW, which has refused to aid the D&H. 

Currently, FRA is conducting a unification and 

coordination study that was requested by the D&H pursuant to 

Section 401 of the Railroad Revitalization and Regulatory Reform 

Act of 1976.  In addition, the Association, in conjunction with 

the New England Regional Commission, is studying the entire New 

England rail system.  The Association Is deeply concerned about 

the adequacy of rail service in the northeastern United States. 

Since the DiH serves as a bridge to the New England rail network 

and competes with Concail for this business, the scope of the 

study will include the D&H.  Moreover, we are coordinating our 

study with the Section 401 study being conducted by the FRA. 

Finally, I want to emphasize that the Association 

believes it is desirable that funds be made available to support 

normal operations ot  the DfcH while these studies now seeking 

solutions to Its long-term problems are completed and 

implemented.  This has been the Association's main purpose over 

the past year in providing funds despite the D&H's declining 

prospects.  The D&H's condition now has deteriorated to the point 

where the Association may not be able to provide further aid.  In 

weighing possible alternatives. Congress may wish to consider 

bankruptcy as the course which best suits O&H's present 

circumstances and the interests of the Federal Government.  While 

Congress may determine that bankruptcy should be a precondition 

to further federal assistance, the Association believes that such 

assistance should be provided until the studies are completed. 

Mr. Chairman, I appreciate this opportunity to explain 

the Association's actions concerning the D&H to this committee. 

My colleagues and I will be pleased to answer questions you or 

the other members may wish to ask. 
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Mr. FLORIO. Somebody like whom ? What are the alternatives ? 
Mr. DiCKiESON. We cannot continue fnndinj^, under any circum- 

stances, beyond the $2.7 billion under the existing law. As you have 
heard earlier, if the D. & H. were to become bankrupt, it could apply 
for money under the Emergency Rail Services Act. If it were to run 
out of cash, it could apply for a directed service order. Thos© are the 
two other programs presently available. 

Mr. RooNEY. In other words, you are saying they should go into 
bankruptcy ? 

Mr. DicKiEsoN. We don't really have a view on that. We can*t. keep 
them from bankruptcy because our money is going to run out in just 
a few months. After that, the rest of their money is going to nm out 
a few months later. 

Mr. RooNET. You loaned them $30 million. Is that correct? 
Mr. DiCKiEsoN. Yes. 
Mr. FLORID. Did you make a finding at that point that those loans 

were capable of being repaid ? 
Mr. DicKiESON. My testimony recites the problem wc have had in 

making the finding. We made it initially in 1976 when we approved 
the loan. In the past year, D. & H. has gone through this |)criod of 
difficulty, and has been kept alive because wc have consistently modi- 
fied tilie loan agreement, amoimting to $10 to $15 million in assistance. 

Basically, the problem is, in t«rms of the funds, that while the 
operations have impi-oved, the continuing decline in the traffic means 
that the railroad has not overcome its cash flow deficit. We had hoped 
that could be arrested. We have not had that hope realized. The stat© 
of the progress of the restructuring study has not been as rapid as 
we had hoped. Despite the fact we have tried to alert, everybody to 
the problems of the D. & H., there has not been, until today, all that 
much movement or awareness or involvement trying to solve its prob- 
lems. 

Mr. FLORIO. If the railroad would go into bankruptcy, w<hat is the 
status of the Government's claim on the previous loans ? 

Mr. DiCKiESOx. We become a prebankruptcy claimant with our 
security, and our security is not that good at the present time. The 
best security we had, the 20 locomotives, we allowed D. & H. to re- 
finance with  

Mr. RooNEY. What difference does it make—FRA, USRA, it is all 
(me Government, isn't it? 

Mr. DicKiESON. That is right, and if the question you are basically 
asking is, are we very well protected on our present loan, the answer 
is we are not. 

Mr. FLORIO. Weren't you required to make a determination that the 
loans would be secure ? 

Mr. DicKiESON. When we originally entered into the loan, yes; that 
is a requirement, and at that time, we made the findings; but to modify 
the loan, we don't have to repeat the security finding. 

Mr. FLORIO. HOW much do you anticipate the Government is going 
to lose if the railroad goes into bankniptcy ? 

Mr. DiCKiESON. Frankly, the range is anyplace from zero to $.30,000. 
I need to know what happens to the railroad. Is it going to be bought 
by somebody else ? Are large sections  
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Mr. FLORIO. The maximum liability is $30 million. 
Mr. DiCKiESox. At the present time, j-es. 
Mr. RODNEY. Wasn't this $30 million that was originally loaned to 

the D. & H. before the expansion ? 
Mr. DicKiESON. No, sir. 
Mr. RooNEY. As I understand it, it was. It was applied for. 
Mr. DicKiESON. D. & H. applied for a loan back after the final sys- 

tem plan wTis published. 
Mr. RooNEY. Exactly. 
Mr. DicKiEsoN. One of its primary purposes was to provide a very 

small amount to enable them to buy a line that is not part, of the line 
extensions we are talking about. 

Mr. RooNEY. Do a little track work. 
Mr. DicKiEsox. And to refinance its existing debt and provide 

working capital. We approved that, conditioned upon the completion 
of the Cliessie acquisition because the analysis we had done, the projec- 
tions D. & H. had provided, assumed that tran.saotion; without that, 
tlio numbers were totally different, so the initial loan in January of 
1976 was conditioned uix)n the Chessie transaction going forward. 
That was also a $26 million loan. When the Chessie transaction came 
apart, there had been some fallback i-ec^minendation in the final sys- 
tem plan that required some implementing legislation adopted in the 
4-R, concerning the line extensions. D. & H. felt they were essential 
we felt they were essential. We looked at how the system would work 
in that context, without the Ches.sie transaction, but with the line 
extensions, and we still felt a $26 million loan was good. 

Mr. RooNEY. Didn't the D. & H. use the moneys for expansion pur- 
poses rather than the original intent ? 

Mr. DiCKiESON. No. The primary use of the money was for working 
capital. That is where most of it went. They bought the 20 locomotives. 

Mr. RooNEY. But they expanded the system and it wasn't sufficient, 
so consequently they needed that additional money to take care of 
their present system, and then when it wa,s expancled twice the size 
of the present sj'steni. they used it for expansion purposes. 

Mr. DicKiESo.v. The expansion was primarily an opei'ational ex- 
pansion. They did not acquire many additional assets except for 
freight cAre which we also conveyed to them as a result of the expan- 
sion. 

Mr. FLORIO. Could you tell us again what happened to the locomo- 
tives ? 

Mr. DicKiESON. D. & H. bought 20 new locomotives with money 
they boiTowed from us. 

Mr. FLORIO. Tlio.se locomotives were used as security to justify the 
loan? 

Mr. DicKiEsoN. Yes. We held a conditional sales agreement on the 
locomotives. 

Mr. FLORIO. Then, what happened? 
Mr. DicKiESON. In the fall of la.st year, when it became clear D. & H. 

was in serious financial difficulty and woidd not survive without us 
l>eing able to get more money into it, D. & H. refinanced those same 
locomotives with a loan guarantee from the Federal Railroad Ad- 
ministration. 
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Mr. FLORIO. Refinanced the locomotives? 
Mr. DicKiESON. Yes. FRA, in effect, bought our conditional sales 

agreement. We, in turn, used that to pay down the loan so the addi- 
tional $7 million could be  

Mr. FLORIO. HOW did you justify it? 
Mr. DiCKiESON. Because at that time we felt we could still make the 

finding—it was the only way to keep the company out of bankruptcy 
at that time. We felt, with new management coming in, there was a 
possibility that with that money, by the end of this year, they would 
i-each an even cash flow position. 

Mr. FLORIO. What was the security for the second loan ? 
Mr. DicKiESON. It was the remaining security we had under the first 

loan. 
Mr. FLORIO. That is double talk. What you are saying is you had the 

locomotives. 
Mr. DicKiESON. We had a pledge of $12 million of bonds. We have 

a second mortgage on the entire system, and we also have the locomo- 
tives, so wlien we pennitted them to refinance the locomotives, we kept 
the first mortgage bonds, and we kept the second mortgage in an in- 
creased amount. 

Mr. FLORIO. Thank you. 
Mr. DicKiESON. If we had not engaged in that transaction, the D. 

& H. would have been bankrupt earlier this year. 
Mr. FLORIO. YOU can make the same argument again now. Why not 

roll over the original collateral and refinance with the same 20 loco- 
motives. 

Mr. DicKiEsoN. I don't think you can use the locomotives any fur- 
ther. 

Mr. FLORIO. I think there is a question whether it should have been 
done the second time. To refinance those locomotives again, utilizing 
them again as security for the second loan, it seems to me is question- 
able atoest. 

Mr. DiCKiESON. I agree. It was a difficult decision, but the Board 
made it in the hope that it would buy enough time to get the D. & H. to 
a position  

Mr. FLORIO. HOW long ago was that? 
Mr. DiCKiESON. That was January of this year. 
Mr. FLORIO. What has changed so dramatically in the last 8 months 

so to change the projection of the market and traffic—it seems to me 
we are not talking about a couple of years ago. 

Mr. DicKiESON. Despite considerably improved management and 
better operations, better service by the D. & H., the traffic decline has 
continued, and D. & H. is substantially below its projection for the fu- 
ture. With the traffic at the present levels, it simply cannot break even. 
Our hope had been, with the better operations, the bfetter service, that 
they would regain enough traffic to break even. 

Mr. FLORIO. Wliat studios have you conducted from January of tliis 
year to lead you from such different projections than the ones you had 
in January to justify the loan the last time ? 

Mr. DiCKiESON. We have 9 months fewer of projections and 9 
months more of operating history. 
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Mr. YocuM. Basically, what has happened is our worst suspicions 
have been confirmed. We had hoped there could be a turnaround with 
better service and better cost control. The volume has not come back. 
Most recently, of course, the serious problems associated with the 
N. & W. strike have accelerated—the crisis is much more real this 
month. We probably wouldn't be here right now if it weren't for that 
particular situation that made the findings impossible. They had been 
very difficult even before that. 

Mr. FLORIO. Thank you. 
Mr. RooNEY. As I understand, the expansion of the D. & H. was just 

to promote competition ? 
Mr. DicKiESON. That was the basic reason, although not only compe- 

tition—we didn't feel the D. & H. could sui-vive at all without the 
line extensions then and even today. 

Mr. EooNEY. If the expansion was justified to promote competition, 
has the policy now been changed ? 

Mr. DiCKiESON. No, not as far as we are concerned. Our problem is, 
for the reasons Mr. Florio pointed out. we can't make those findings 
any more. He was suggesting we shouldn't have made them as long as 
we did. 

Mr. RooNET. Now, we are back to the big ConRail concept. Is that 
correct? As I understand it, the Chessie was supposed to take over 
part of it. They backed out and ConRail  

Mr. DicKiESON. If Chessie had taken on the Erie Lackawanna, they 
would have been operating the historic route from Buffalo to where 
there would have been an interchange with the D. & H. at Bingham- 
toa. 

Mr. RooNEY. Thank you very much. I appreciate your testimony. 
Our next witness will be Mr. William H. Polk, executive engineer of 

the Pennsylvania Department of Transportation. Mr. Polk, we wel- 
come you. 

STATEMENT OF WILLIAM H. POLK, EXECUTIVE ENGINEER, OFFICE 
OF LOCAL AND AREA TRANSPORTATION, PENNSYLVANIA DE- 
PARTMENT OF TRANSPORTATION, ACCOMPANIED BY GARETH 
W. ROSENAU, ASSISTANT ATTORNEY GENERAL, COMMON- 
WEALTH OF PENNSYLVANIA 

Mr. POLK. Good afternoon. 
The Commonwealth of Pennsylvania truly appreciates this oppor- 

tunity to appear before this committee and be heard on the very ur- 
gent matter of the Delaware and Hudson Railway, and its importance 
to our State and Nation. 

My name is William H. Polk. I am executive engineer for the Office 
of Tjocal and Area Transportation in the Pennsylvania Department 
of Transportation, which department has been designated by the Gov- 
ernor to coordinate with the Federal Railroad Administration on the 
State rail plan, and on the operation of light density lines excluded 
from the Federal final system plan. I am a civil engineer with many 
years of experience with freight and passenger railroads, as well as 
Government service dealing with transportation. I have been author- 
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ized to appear here today and testify on behalf of Penn-DOT by the 
deputy secretary for local and area transportation, Mr. E. L. Tenny- 
son, who is charged by act 1200 of 1970 with this responsibility. 

The TI.S. Secretary of Transportation, in his comprehensive study 
of the Northeast and Midwest rail crisis 4 years ago, found that the 
preservation of rail competition in major mai'kets, such as Boston to 
the west, and New York to the west, was essential to consumer inter- 
ests and to the national interest. As a result. Congress established the 
U.E. Railway Association to plan the restructuring of the Northeast 
railroads so as to enhance viability and competition. Congress allowed 
the plan to take effect, but it never actually was consummated as 
planned and as legislated. The objectives of the legislation and of the 
plan have not been accomplished. Instead of competition, we have a 
tight constricting monopoly, and instead of viability, we have esca- 
lating losses and deteriorating service. 

The Delaware and Hudson Railway is the key to this issue. Until 
1976, the D. & H. was a profitable connecting line from northeast 
Pennsylvania to New York State, New England and Canada. It car- 
ried coal, newsprint, paper products, and general merchandise be- 
tween the Pennsylvania Railroad, the Erie Lackawanna Railway and 
the Lehigh Valley Railroad in the northeastern Pennsylvania area of 
Wilkes-Barre and Scranton to and from the Boston and Maine R.R. 
the Vermont R.R. and the Canadian railroads in competition with the 
New York Central Railroad. As indicated in prior testimony this 
morning, when New York Central was merged into the Pennsylvania 
Railroad, D. & H. lost its competitive position with respect to the Penn- 
sylvania Railroad because that carrier, first Penn Central, and now 
ConRail, took the traffic away from D. & H. to keep it on its own 
New York Central acquisition. 

The D. & H. still had the Erie Lackawanna Railway with which to 
do business at Binghamton, N.Y., and Scranton, Pa., and the Lehigh 
Valley Railroad at Dupont, near Wilkes-Barre. It was hurt, but still 
viable, until USRA allowed ConRail to become a monopoly. 

When USRA submitted its plan to Congress, it provided for the 
continued future viability of the D. & H. by providing that the Chessie 
system, in the form of the Baltimore and Ohio Railroad, would take 
over the Erie Lackawanna Railway and trackage rights on the Read- 
ing (Railway) Co. so as to offer competitive railroad transportation to 
all points served by the D. & H. 

As students of this problem know well by this time, the Chessie ac- 
quisition of the Erie Lackawanna fell through. The plan approved by 
Congres never really took effect. It is true that USRA slipped a con- 
tingency alternative into the plan for this case, but it was never ap- 
proved in the extensive public hearing process and it was never in- 
tended as a proper solution. 

Because the law mandated competition, LTSRA bullwhipped the 
D. & H., a small 700-mile carrier, to take over some of what was to be 
an obligation of the Chessie, a 12,000-mile carrier, with economic 
strength in proportion to that. The D. & H. was forced to take a cir- 
cuitous, overloaded route to Buffalo, for which they had and have to 
pay ConRail tribute on every car they move. They were also forced to 
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ta{fe on a flood damaged Penn Central line from Wilkes-Barre to Sun- 
bury, Pa., with trackage rights to Enola, near Harrisburg to get main 
line connections to the Southwest. They were forced to take a circuit- 
ous route to Pliiladelphia for a B. & O. connection, but on none of these 
trackage rights were they perinitted to accept or set off local business, 
except at Bethlehem, Pa. The D. & H. was allowed to serve Bethlehem 
Steel. Continuing east to Oak Island (Port of New York) they were 
denied the right to carry anything but unprofitable piggyback. The 
D. & H. was caught between the rock and the hard place. If they did 
not agree, they would have no connections to or from the South or 
West with a friendly railroad. They could not survive. If they did 
agree, only the future would show if they could double their opera- 
tion overnight on unfriendly rails, pay tribute to their competitor on 
every car handled, and still pay their own bills. Rather than face 
certain demise, the D. & H. chose to take the risk. They could have 
won. they should have won, but because of USRA and ConRail, they 
lost. That is why we are here today. 

In spite of these enervating and debilitating handicaps the D. & H. 
is still one of the most efficient rail carriers in the Northeast. It still 
has traffic, it still serves essential markets, it has shippers and com- 
munities totally dependent upon it, and it stimulates improved Con- 
Rail service by offering a choice to a few and a yardstock on perform- 
ance for many. 

Statistics show that the D. & H. has one of the most efficient opera- 
tions of any Northeast railroad. How is it that we are on the verge of 
losing one of our most efficient railroads, while subsidizing the least 
efficient? Why did USRA refuse additional Federal aid to the D. & H. 
while they agreed to $114 billion additional for ConRail ? 

Incidentally, there is another northeast carrier as efficient as the 
D. & H: the Boston & Maine, up in New England. This, however, just 
adds to the irony of this situation. The B. & M. depends upon the 
D. & H. to do business with the outside world, via the Mechanicville, 
N.Y., gateway. 

To quantify the values here involved, the Congress has given 
ConRail $2V^ billion to get back on its feet, but it has sunk deeper 
into the red, so Congress is preparing to give ConRail another $114 
billion because the Nation has no alternative. We need the rail S6r\'ic«. 
Ill supporting ConRail, however. Congress has made it impossible for 
comjwtitors t<^) continue to exist. I know it was not Congi-ess' intention 
to do this, but by allowing subversion of the original USRA plan, the 
pi-esent result became unavoidable. 

What was done is done. What do we do about it? ConRail has used 
its size and location to strangle competitors, while losing its own 
shippers ^v'\th |xx)r service. USRA has documented this for Congress. 
Had the D. & H. and B. & M. been given equal encourage-ment, which 
in faimass, they needed, these two little railroads would have i-eceived 
$12.") million initially and another $621^ million on tap. Instead. 
D. & H. got only $27 million and has been refused a little more. 

The ii-ony of the USRA attitude is all the more frustrating and 
infuriating when it is seen that the D. & H. has l)een moving freight 
for an actual cost of 214 cents per ton per imile, when thei same work 



77 

on ConRail cost 3 cents. Congi-ess should take notiw, that the differ- 
ence looks like only 0.75 cent per ton-inile, but it is 33 peix:ent more 
via ConRail. If we apply that 33 ^lercent higher ConRail cost to the 
$170 million of work done by the D. & H. and the B. & M., it amounts 
to a public saving of $57 million per year, yet USRA will not loan 
$1 million more to save it. It appears that it does not help anybody 
for ConRail to divert traffic from its competitors. The more freight 
ConRail hauls, the more money ConRail loses, and at the same time 
efficient carriers are being destroyed. Congress must act on this prob- 
lem. Congress must take steps for saving the D. & H. until the recom- 
mendations which will result from the section 401 FRA analysis ean 
be implemented. Congress should and ciin save the D. & H., and in 
so doing will save the B. & M. and New England as well as shippers 
ahnost eveiywhere. 

This is a complex pi-oblem. It is difficult to solve in one session. 
However, we canx wait. Payrolls must be met. Services must continue. 
Economies must be made. The Commonwealth of Pennsylvania has 
provided some State funds to help out. Additional Federal funding 
is desperately needed, immediately. In our judgment, such action 
would be a small price to pay. Actually think of it as an investment 
for rail viability. It will be recovered many times over. 

Thank you for this opportunity to testify. 
[Testimony resumes on p. !>3.] 
[Mr. Folk's prepared statement and attachments follow:] 
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Before the Subcoondttee on 

TRANSPORTATION and COeiMERCE OF 

COMMITTEE ON INTERSTATE and FOREIGN COMMERCE 

United States House of Representative* 

August 15, 1978 

The Coimonwealth of Pennsylvania truly appreciates this opportunity to 

appear before this Coomlttee and be heard on the very urgent matter of the 

Delaware £ Hudson Railway, and Its Inportancs to our society. The Conaittee 

la to be conmended for offering this opportunity for public ei^resslon. 

My name is William B, Polk. I am Executive Engineer for the Office of 

Local and Area Transportation in the Pennsylvania Department of Transporta- 

tion, which Department has been designated by the Governor to coordinate 

with the Federal Railroad Administration on the state rail plan, and on the 

operation of light density lines excluded from the federal Final System Plan. 

I am a Civil Engineer with many years of experience with freight and passen- 

ger railroads, eis well as government service dealing with transportation. 

I have been authorized to appe2u: here today and testify on behalf of Penn- 

DOT by the Deputy Secretary for Local and Area Transportation, Mr, E. L. 

Tennyson, who is charged by Act 120 of 1970 with this responsibility. 

The United States Secretary of Transportation, in his conprehensive 

study of the Northeast and Midwest rail crisis four years ago, found that tha 

preservation of rail competition in major meurkets, such as Boston to the west, 

and New York to the wast, was essential to consumer interests and to the 

national Interest,  As a result. Congress established the United States Rail- 

way Association to plan the restructuring of the Northeast railroads so as 

to enhance viability and conpetition,  Congress allowed the plan to take 

effect, but it never actually was consummated as planned and as legislated. 

1 - 
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The objectives of the legislation and of the plan have not been accomplished. 

Instead of conpetition, we have a tight constricting monopoly, and instead 

of viability, we have escalating losses and deteriorating service. 

I as not suggesting that Congress was at fault. Congress provided for 

coiqpetition and efficiency. Unfortunately, the United States Railway Associ- 

ation has not acted in the public interest, nor in strict accordance with the 

law, to the end that the intent of the legislation has been nullified and the 

taxpayer did not get what he paid for. 

The Delaware S Hudson Railway is the key to this issue. Until 1976, 

The DSH was a profitable connecting line from northeast Pennsylvania to New 

York, New England and Canada.  It carried coal, newsprint, paper products 

and general merchandise between The Pennsylvania Railroad, the Erie Lacka- 

wanna Railway and the Lehigh Valley Railroad in the Northeastern Pennsylvania 

area of Wilkes-Barre and Scranton to and from the Boston S Maim RR, the 

Vermont RR and the Canadian Railroads in competition with the New York Cen- 

tral Railroad. When New York Central was merged into The Pennsylvania Rail- 

road, DSH lost its competitive position with respect to The Pennsylvania Rail- 

road because that carrier, now Penn Central, took the traffic away from DSH 

to keep it on its own New York Central acquisition. This is why our Governor 

objected to the Penn Central merger. It was not only illegally aonopolistic, 

in our view, because it was obviously in restraint of trade and unfairly 

damaging to competitors, but it also was economically undesirable and un- 

successful.  It makes no sense to take direct movement traffic from a pro- 

fitable railroad and reroute it not only to injure the profitable railroad, 

but to add cost to the consumer as well. The Governor appealed this merger 

to the United States Supreme Court, but his appeal was denied, since the 

Court did not yet realize that Penn Central was not viable. 
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Tba  DSfl atlll had the Erie-Lackawanna Railway with which to do business 

at Blnghamton, New York and  Scranton, Pennsylvania, and the Lehlgh Valley 

Railroad at Oupont, near Hllkes-Barre. It was hurt, but still viable, until 

DSRA allowed ConRall to become a total monopoly.  Since April 1, 1976, USRA 

has made It impossible for the DSH to continue with traditional viability. 

The D£H ability to exist has been confiscated by USRA,  The public interest 

has been totally subverted. 

When USRA submitted Its plan to Congress, it provided for the continued 

future viability of the D&H by providing that the Chessle System, in the £om 

of the Baltimore & Ohio Railroad, would take over the Erie-Lackawanna Railway 

and trackage rights on the Reading (Railway) Company so as to offer competi- 

tive railroad transportation to all points served by the DSH and the BSM, 

The Chessle lines are well managed and profiteible.  They have a large freight 

car fleet.  The DSB was to have access in all directions,  FennDOT and our 

Governor still objected to the USRA plan for Consolidated Rail Corporation. 

because it was too large to manage and because it was too monopolistic, but 

we did agree that if we were to have ConReLll over our objections, the Chessle 

acquisition of the E-L lines was strategic and essential, both economically 

and in the public interest. 

As students of this problem now know, the Chessle acquisition of the 

E-L fell through.  The plan approved by Congress never took effect.  It is 

true that USRA slipped a contingency alternative Into the plan for this case, 

but It was never approved in the extensive public hearing process and it was 

never intended as a proper solution. 

Because the law mandated con^etltion, USRA bullwhlpped the D&H, a small 

700-nile carrier, to take over the Chessle obligation, where Chessle was and 

is a 12,000-mile carrier, with economic strength in proportion.  The D&H was 
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forced to take a circuitous, overloaded route to Buffalo, for which they 

had and have to pay Conrail tribute on every car they move. They were also 

forced to take on a flood damaged Penn Central line to Sunbury, Pennsylvania, 

with trackage rights to Enola, near Harrisburg to get main line connections 

to the southwest. They were forced to take a circuitous route to Philadel- 

phia for a BSO connection, but on none of these trackage rights were they 

permitted to accept or set off local business. At Bethlehem, Pennsylvania 

The DSH was allowed to handle local business, but continuing on to Oak Island 

(Port of New York] they were denied the right to carry anything but unprof- 

itable piggy-back. The DSH was caught between the rock and the hard place. 

If they did not agree, they would have no connections to or from the south 

or west with a friendly railroad. They could not survive.  If they did 

agree, only the future would show if they could double their operation over- 

night on unfriendly rails, pay tribute to their competitor on every car 

handled, and still pay their own bills. Rather than face certain demise. 

The D(H chose to take the risk. They could have won, they should have won, 

but because of USRA and Conrail, they lost. That is why we are here. The 

USRA and Conrail have put to the wall the only profitable railroad in the 

Northeast, excepting a few short lines. 

The D4H Is still not a lost cause to the nation, or to the railroad 

system. It is a lost cause to its owners, however. The Congress need shed 

no tears for the owners of DSH. The owners are the Norfolk S Western Rail- 

way, which has already taken its tax loss advantages from DSH ownership and 

has refused to help DSH in any constructive way. There will be no confis- 

cation, in our opinion, if NSW loses its $1 equity in DgH. NSW's negative 

attitude toward piggy-back was one main reason for DSH's problem, since DSH 

Bust interline much of its piggy-back with NSW. The NSW is still very Im- 
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portant to DSH, however, because it fonts vital connecting links to the mid- 

west via Cleveland, Detroit, Qticago, St. Louis, Kansas City and Omaha. It 

also has a potentially vital link to the southwest via Roanoke, Knoxville, 

Atlanta, New Orleans and Memphis, but today Conrail has a link of this route 

imder its own anti-competitive control. 

The DSH also has vital Chessie connections at Philadelphia and Buffalo 

but only after paying Conrail tribute on the traffic exchanged. It is a sad 

commentary on USRA's view of competition when a small carrier must pay tribute 

to its large, government subsidized competitor, in order to do any business 

at all. 

In spite of these enervating and debilitating handicaps, the DSH is 

still one of the most efficient rail carriers in the Northeast. It still 

has traffic, it still serves essential markets, it has shippers and communi- 

ties totally dependent upon it, and it stimulates improved Conrail service 

by offering a choice to a few and a yardstick on performance for many. 

In the first quarter of this calendar year, the first quarter under 

the new ICC accounting system. The DSH had the best results, meaning the 

least bad results, of any Class I railroad east of the Allegheny (fountains 

and north of the Mason-Dixon Line. True, the 04H lost money, but at a lesser 

rate than the efficient BSD, or the Western Maryland, or the Pittsburgh S 

Lake Erie, or the Bessemer S Lake Erie. It did far better than Conrail or 

the CSO. How is it that we are losing the most efficient railroad, while 

subsidizing the least efficient? Why did USRA refuse federal aid to The DSH 

while they agree to ilk billion additional for Conrail? Perhaps we should 

put both Conrail and USRA under the anti-trust laws. 

Let me inject here a slight correction of what I have just said. The 

D8H was not actually the most efficient of these carriers. The Boston 9 

Maine was, up in New England, by a thin hair of one percentage point. This, 
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however, just adds to the irony of the situation. The B4M depends upon the 

DtH to do business with the outside world, via the Mechanicville, New York 

Gateway. It night be wise and appropriate to look at the B8H and the DSH 

as one strategic northeast system. 

To quantify the values here involved, the Congress has given Conrail 

i2h billion to get back on its feet, but it has sunk deeper into the red, 

so Congress is giving Conrail another $lk billion because the nation has no 

alternative. We need the rail service. In supporting Conrail, however. Con- 

gress has made it impossible for competitors to continue to exist.  I know 

it was not Congress' intention to do this, but by allowing subversion of 

the original USRA plan, the present result became unavoidable. 

What was done is done. What do we do about it? We, the government, 

have "loaned" Conrail S2h billion with another $1^ billion coming. Conrail 

has used its size and location to strangle competitors, while losing Its own 

shippers with poor service. USRA has documented this for Congress. Had the 

DSH and BSM been given equal encouragement, which in fairness, they needed, 

these two little railroads would have received $125 million initially and 

another $62)] Dillion on tap. Instead, DSH got only $37 million, and has been 

refused a little more. The irony of the USRA attitude is all the more frus- 

trating and infuriating when it is seen that The DSH has been moving freight 

for an actual cost of 2)|f per ton per mile, when the same work on Conrail 

cost St.    Congress should take notice that the difference looks like only 

3/4 of a cent per ton-mile, but it is 33% more via Conrail. If we apply that 

33% higher Conrail cost to the $170 million of work done by The DSH and the 

BtM, it amounts to a public saving of $57 million per year, yet USRA will not 

loan $1 million more to save it. It does not help Conrail to destroy their 

co^etitors. The more freight they haul, the more money they lose. 
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It is most unfortunate that USRA did not make a viable plan for the 

solution of the Northeast and Midwest rail crisis. We still have the pro- 

blem in worse fom. We oust recognize the huge subsidies to the interstate 

highway system and the St. Lawrence Seaway which diverted rail traffic and 

helped cause this problem. We must recognize the Penn Central merger re- 

sulted from incorrect analysis. Me must now solve these problems. We can- 

not continue without a solution. Rail freight on the DIH moves for 2ht per 

ton mile and would move for 2t if we got it working right. The best that 

highway trucking can do with bulk comiodlties within the structural limits 

of highway loading is it  to 5*. We cannot afford to lose these railroads 

and spend twice as much on alternate transportation, for which we lack fa- 

cilities, even if we ha<l the billions to pay for it. 

I night inject here that my statement concerning highway subsidies 

may not be understood. Congress levied a 4^ per gallon tax to build the 

interstate system in 19SS thereabouts. The purchasing power of that tax now 

has declined to only 2<. On the other hand, only 25% of the 4<-a-gallon 

taxpayers use the interstates, so 7S% of the facility has been paid for by 

non-users. This is called cross subsidy.  It has been legislated illegal 

for rail application. Previously, railroads were expected to use cross sub- 

sidy to do business, but now it is no longer feasible or possible. That is 

why railroads cannot survive in their present economic posture against high- 

way and seaway competition underwritten by the taxpayers. However, the 

economics of railroading are so favorable that the taxpayer cannot afford 

the alternatives, which would double the cost of transportation. 

Congress must act on the problem. First, Congress might pass a res- 

olution directing USRA to advance DSH and BgH up to half as much propor- 

tionately as USRA advances Conrall. To explain that, Conrail has received 

the equivalent of ten months total revenue in USRA loans. The DSH and 
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BSM should be allowed up to five months, i.e., half as nuch. That vnuld 

be $120 million to date, of which D8H got only $37 million. For the immed- 

iate future, DfiH needs another 2H months worth, or $30 million plus $30 

million for B8M. This is ncwhere near proportional to Conrail, but only 

half as much in proportion. I justify only half as much because the BSM 

and the OSH are more efficient. 

Should Congress do this, and we believe they must, there is the prob- 

lem of paying it back. The ultimate payback is more efficient transporta- 

tion than if it isn't done, but to satisfy the hard terms of loans, USRA 

should be directed to re-restructure DSH a little bit. D§H needs and should 

be given a modest 7S-mile trackage rights extension from Enola near Harris- 

burg to Hagerstown, where BSO, WM and NSW connections can be made for 

Cumberland Cgateway to the west], Roanoke, the midwest, and the southwest. 

Trackage rights should also be granted to DSH over Conrail from Enola to 

York, and from New Freedom to Baltimore where friendly connections can be 

made to Potomac Yard, gateway to the south, over the shortest route. Con- 

rail should be required to reduce their trackage rights charges to 4* per 

car mile so long as DSH has a lower operating ratio than Conrail. DSH should 

not be charged to pay their competitor's higher costs, which costs are fed- 

erally subsidized. USRA should also designate that the Hagerstown route will 

not enter the main streets of Shippensburg or cross the main streets of 

Chambersburg, but will utilize alternate parallel trackage which avoids them. 

PennDOT offers trackage it owns to complete the link between York and New 

Freedom. 

USRA should also designate DSH trackage rights via Conrail to Croxton 

and Jersey City from Binghamton via Scranton and Dover, N. J. This is a 

much shorter route than the tortuous 278-mile present route forced on DSH 
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by USRA. The new route would be open to all traffic, including local 

traffic.  It will save 85 miles per car each way.  It trill give the New 

York metropolitan area the ccopetltion the original Secretary's report 

mandated. This short route will not solve the whole problem, however. Tta« 

O&H now h2is unviable piggyback rights only between Bethlehem and Oak Island, 

N. J. in the New York Harbor via OonBail's former Lehlgh Valley line. Tha 

OKH should be given unlimited trackage rights over the little used ConSail 

alternate line between these points via Baritan, N. J. nils is not nearly 

so direct a route as the route via Dover but it reaches traffic sources 

not available to the short route. These DSH extensions will take nothing 

valuable away from ConKziil, which does nof use or need these routes for long 

h2uil purposes, and cannot afford to serve them for short haul only. 

The DSH should also be given trackage rights by USRA to avoid the con- 

gested, circuitous Buffalo line when propitious, over ConRiU.1 track from 

Momell via Jamestown, N. Y,  and Headvllle, Pennsylvania to Sharon, Pennsyl- 

vania where connections can be made with several profitable mldwestem 

railroads. This route from Blnghamton, N,Y, to Youngstown, Ohio would be 

38 miles shorter for D6H users than the present route via Buffalo, which 

lacks one-carrier connections and suffers long yard delays. 

A sketch map is attached to my testimony to outline the strategic 

nature of these minor adjustments to the rail linkage that will have such 

great leverage on viability. Congress should aai can save the DSH and in 

so doing will save the BSM and New England, as %«ell as shippers almost 

everywhere.  The stimulation of effective, if modest, cco^etition will im- 

prove service, increase revenue, and cut costs, cutting losses. 

The DSH does not exist in a vacuum.  The ConRail problems remain.  Con- 
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rail aust cut Its costs and improve its revenue. This is obvious. Costs 

are not cut by eliminating service, and revenue is not increased with higher 

charges. The history of past railroading reveals the defeat that follows 

such tmbusinesslike railroad practices. 

Conrail costs will be cut by moving cars. Including its own cars, 

Conrail spends $1 million per day on car rentals. This is preposterous. 

Conrail handles 5 million cars per year, and should not pay more than $40 

per car, or $200 million per year. The savings from prompt car movement and 

good utilization are enormous. Such car movement will also increase revenue 

by attracting traffic that now pays more to go by highway to insure arrival 

at destination within reason. Conrail can also save millions on fleet main- 

tenance. Conrail now spends above average on equipment maintenance for less 

than average results. Correction here will help. Track repairs will eliai- 

nate slow orders, if done properly, which will cut car time and crew time, 

saving money, and reducing taxi bills. 

The problem remains, however, that Conrail is believed too large for 

effective management. It should not be abandoned down to size, but divided 

into three efficient size railroads with separate authority and responsi- 

bility, and separate accounting. Past studies have shown that 30,000 

employees are a practical limit on railroad efficiency.  CHealy, Tennyson). 

A three system Conrail configuration might be: 

1 - Northeast - Potomac Yard, Philadelphia, Harrisburg, Pittsburgh, 

New York, Connecticut, Rhode Island, Massachusetts, including Pough- 

keepsie bridge. Pittsburgh would be electrified for many reasons. 

2 - Great Lakes - Boston, Albany, New York east shore, Buffalo, De- 

troit, Cleveland, Indianapolis, Chicago, Toledo, Columbus, West 

Virginia, Youngstown, Pittsburgh. 
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3 - Buckeye - Plttsbtirgh, Columbus, Indianapolis, St. Louis, Akron, 

Cleveland, Detroit, Canton, Lina, Cincinnati, Louisville. 

The viability of the Great Lakes and Buckeye systems seems assured. 

The Northeast system will be a problem, but that problem can be solved by 

Amtrak subsidies for the Northeast Corridor and token rentals charged to 

the Northeast freight system. There should be no loss on electrified op- 

eration of the most dense main line in America between Pittsburgh and 

Harrisburg, and much of the balance is owned by Amtrak, already supported 

by government, as is the urban transit network in every American and Canadian 

city, whether bus, rail, or water. 

This is a complex problem. It is difficult to solve in one session. 

However, we can't wait. Pa/rolls must be met. Services must continue. 

Economies must be made.  Pennsylvania believes that the D4H and BSH prob- 

lems can be solved quickly and effectively by a simple resolution direct- 

ing USRA to take the necessary action. Modest funding authorization, not 

to exceed $60 million may also be necessary. This is a small price to pay 

for rail viability and will be recovered many times over. 

Conrall's board, under USRA enlightened guidance, can begin the decen- 

tralization process immediately, with accounting changes to account for 

the three systems separately. Some arbitrary form of revenue credit can 

be developed internally to report on operational effectiveness until com- 

plete separation is achieved. The Chairman of Conrail can function as the 

Chairman of ATST or General Motors, presiding over operating subsidiaries 

which are carefully monitored for individual efficiency, and which are 

promptly responsive to needed changes and corrections. 

We certainly do thank you for this opportunity, and we appreciate it 

greatly. If you have any questions, I will try to answer them or seek the 

correct answers. 
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Mr. RooNEY. Thank you. You have been a great help to the Com- 
monwealtli of Pennsylvania in tryinjr to resolve some of the problems 
the railroads have, especially in the Northeast. I appreciate the gi'eat 
help you have given me. Both you and Mr. Tennyson have been very 
helpful to this conimittee, and I am deeply appreciative of your 
support. 

I know my colleagxie from New Jereey has another appointment, 
so I will yield to the gentleman from New Jei-sey. 

Mr. FLORID. YOU have heard the other witnesses that there appears 
no way short of bankruptcy, FRA and USRA feel, 'any governmental 
assistance can be provided. 

In your conclusion, you said that the Congress should assist. Are 
you suggesting a direct appropriation of assistance? 

Mr. POLK. I am not prepared, Mr. Congressman, to identify {pre- 
cisely what form that assistance should take. I would only say I think 
it would be veiy regrettable if the recourse to bankruptcy was the one 
we ended up with. 

Mr. FLORIO. Why? Assuming we are talking about an interest in 
preserving the service, there are apparently, some mechanisms from 
the ICC such as directed services that bankniptcy does not. mean that 
the service is going to he automatically terminated other than the 
stigma of bankruptcy, what is it that you are concerned about? 

Mr. POLK. I am sure there is something of the stigma of bank- 
ruptcy. I worked with the Milwaukee Road, and I was with it when 
it was bankrupt. I think there is something about a bankrupt corpo- 
ration that creates an adverse attitude among both the customers of 
that railroad and among the workers, and I am sure there are more 
substantial reasons than what I am touching on thei-e. I really hope 
that ways can be found to avoid a bankruptcy. I know I don't know 
all there is on both sides of this question, and the reasons that were 
cited or the argvmients that were cited here earlier today that there 
may be some advantages of bankrujitcy are something 1 would like 
to hear more about. At this moment, I would hope, from what I know, 
and what experience I have had, that bankniptcy could be avoided, 
at this time. 

Mr. FLORIO. Thank you. 
Mr. RooNEY. On page 6 of your statement, you say: 
If we apply that 33 percent higher ConRail cost to the $170 million of work 

done by the D. & H. nnd the B. & M., It amounts to a public savings of $57 mil- 
lion per year, yet USRA will not loan $1 million more to save It. 

You refute something that a previous witness has said. I think that 
hereafter, this staff is going to be directed to arrange for panel dis- 
cussions rather than just hear individual testimony. With singular 
presentations everyone gives their testimony aiid leaves. There is little 
opportunity for counter questioning, other than the fact they said this 
and they said that. From here on in. I think I am going to order my 
staff director, when Ave have something as serious as this, to arrange 
for panel discussions so that one witneas can refute the other witness. 

On page 8 of your testimony, you state ConRail should be required 
to reduce their trackage rights charges to 4 cents per car mile. What 
does ConRail charge at the present time ? 

Mr. POLK. I am sorry, I don't know precisely what they charge. 
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Mr. RooNET. Perhaps you can fljet that information and give it to us. 
Mr. POLK. Yes, I would be glad to get that information for you. 
[The following information was received for the record:] 

ConRail presently charges D&H 10 cents per car mile. 
Mr. RooNEY. Would you indicate how much the Commonwealth of 

Pennsylvania gave the t). & H. railroad in the past year? 
Mr. POLK. We recently entered into an agreement with the D. & H. 

which provides something in the order of $390,000. 
Mr. KooNET. Was it a loan or a grant? 
Mr. POLK. That was a grant, similar to other programs that the 

Commonwealth has for purchasing service from transportation car- 
riers. They are providing service benefits to the Commonwealth of 
Pennsylvania bv their continued operation. 

Mr. RooNEY. \Vliy does the Commonwealth believe that these funds 
can be given to the railroad without conditions being imposed such as 
by the Federal Government, with the assurance it is going to be re- 
paid. Perhaps your colleague might want to comment, or yourself. 

Mr. POLK. Perhaps both of us. I would say we saw a desperate situa- 
tion. The Governor is very concerned about the railroad system gen- 
erally in the Commonwealth, its importance to the Commonwealth. He 
was especially concerned about the situation of the Delaware and Hud- 
son. He shares, I think, a view that is shared by Governor Carey and 
others in States served bv the D. & H., and he aslked us to come up with 
some ideas of what coul^ be done to help bridge this gap or this prob- 
lem, help carry the railroad through long enough until action could 
be taken at the Federal level. I think that is our role, one of providing, 
admittedly, a small amoimt of money in the total picture, not a small 
amount to us in the Department of Transportation. 

Mr. RosENAu. I miglit add, the statutory framework under which 
the Commonwealth is operating in giving this money to the D. & H. 
contemplates grants rather than loans, so we have the statutory au- 
thority to give grants to carriers. 

Mr. RooNEY. How can a bankrupt State like Pennsylvania give 
a bankrupt railroad additional moneys? 

Mr. RosENAtT. Maybe it is the blind leading the blind. 
Mr. POLK. I am sure you are referring to the highway problems. 
Mr. RooNEY. That is what I am talking about—transportation. 
Mr. POLK. It happens our public transportation assistance pro- 

grams, out of which these funds came, are out of the general fund. 
The general fimd is furnished or it is based upon the income tax, the 
sales tax and other sources, not tlie motor vehicle fund. 

Mr. RooNEY. Wliat is the problem with the transportation fimd in 
the Commonwealth of Pennsylvania—the failure of the legislature 
to appropriate additional gasoline taxes—is that it? 

Mr. POLK. Yes: and it goes back perhaps a little further than that. 
It goes back to the time—Pennsylvania has probably more miles of 
State-owned and State-maintained highways than many others, if not 
all of the States. We have 44.000 miles of State-owned find maintained 
highways, more than New York and all of the New England States 
and New Jersey combined. We biiilt a lot of highways during the 
1960's, and in doing so, when we finished the State part of that con- 
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struction, in some cases it was 100 percent, in others it was a shared 
Federal-State combination, but the State funding portion was bond 
financed, and we found ourselves, a few years ago, heavily involved 
with debt service for what we had done in the past, and it is that debt 
service that is making it extremely difficult plus the rising costs of 
maintaining our existing system. As you said, the legislature has not 
seen it in their wisdom at this time to provide any additional gasoline 
tax funding. 

Mr. RODNEY. As you may recall, back in the late 1950's and early 
1960's, I was the chairman of that State highway committee. Perhaps 
I should have stayed there. After today's hearing I may wish I had. 

Tliank you very much, Mr. Polk. I appreciate very much your testi- 
mony and great cooperation. 

Now, we will hear from the Honorable William C Hennessey, the 
commissioner of the New York Department of Transportation. 

STATEMENT OF WILLIAM C. HENinESSEY, COMMISSIONEK 01" 
TRANSPORTATION, NEW YORK STATE DEPARTMENT OF TRANS- 
PORTATION, ACCOMPANIED BY LOUIS ROSSI, RAIL ADMIN- 
ISTRATOR 

Mr. HENNESSEY. Mr. Chairman, with me today is the rail admin- 
istrator for the Department of Transportation in New York State, 
Louis Kossi. 

I am here today to offer my views on the financial condition of the 
Delaware and Hudson Railway, and what can be done about it. I am 
here today representing New V^ork State as part owner of the D. & H. 
In 4 yeai-s, we have invested almost $25 million in the railroad for 
track and equipment improvements to which we have title. It is not 
a loan, it was a grant, and we today enjoy the partnership role that 
we have with D. & H., and we would like to keep it that way, and it 
offends me very much to see the leading Federal agencies here today 
espousing bankruptcy, the same leading agencies that put the railroad 
in the near-bankrupt position they are in today. You will find that 
perhaps I will be deviating from my testimony, as I go along, but you 
will find that same hard theme throughout the whole thing. 

Mr. RooNEY. You are recognized for 10 minutes. Your statement 
will become part of the record, and you may summarize. 

Mr. HENNESSEY. I will summarize it and you may gong me. I too, 
think it is ironic. 

Mr. RODNEY. With Hennessey, Carey and Rooney, this thing has got 
to move and Murphy—where is Murphy ? 

Mr. HENNESSEY, t like your style, Mr. Chainnan. Your press release, 
too, is very well written, and I agree with it in every regard. It was a 
good piece of work, and I think that it should be circulated throug'hout 
the whole railroad world. 

Congressman Hanley spoke of theclironology of the D. & H. history, 
and I am not going to delve on that. My paper goes into that in great 
detail. It does answer some of the questions that you have raised here, 
and in answer to your last question, I believe that rate is 10 cents a 
car, if you are interested in that little bit of trivia. 



96 

In 1967, one of the things we liave to remember is that ICC testified 
today in their style of bankruptcy, and I wonder about the mood of ICC 
in testifying in that fashion. If something comes up in front of them, 
|)erhaps, in a year or so, tliey may well have pointed the D. & H. toward 
bankruptcy today, and that Iwthei's me more than just somewhat. It 
is the same ICC that spun off $20 million of the D. & H. hard cash at 
a time when they should have been stashing it away for their own oper- 
ations in the years to come. That $20 million still isn't accounted for to 
this day. As Congressman Hanley said, we at DOT may have some- 
thing more to say about that as time goes on, and during the N. & W. 
ownership, they comi>elle{l dividends year after year. I don't know 
whether it was wise or not. They purchased new cars, perhaps for 
tax reasons, and then mortgaged the cars a year later, and there are a 
lot of things involved in those years that perhaps, with a little better 
management, with a little better parenthood, we wouldn't be where we 
are today. Insofar as ITSRA is conceme<l, it is moi-e than just tliis $26 
million that we are talking about. T>. & H. asks USRA for $37 million 
to stait with, they get $26 million, and l>esides that, they get an ad- 
ditional part of money that they have to pay back with, in total, 
amounts to $.57 million when one starts to add on the original equip- 
ment that they had to take on with the expansions. They took on 
a debt with that equipment, so at one time, they faced a debt of $57 mil- 
lion instead of this $26 million we are talking about today. 

ITSRA has not been quite fair, I don't tliink, in the way they have 
handled the D. & H. in comparison to ConRail. You know perfectly 
well, I don't go around kicking ConRail. I think ConRail is doing a 
pretty good job. 

Mr. RooNEY. It is the only ballgame in town. 
Mr. HENXESSKV. That is right, and I am going to play in that game. 

They, in Xew Yoi-k are trying to provide the services we need. We 
look over them. We are a watchdog. We get into the liowels of their 
organization and they let us and I think it pays off in the long imn, but 
insofar sis our relationship wath ConRail is concerned, and our rela- 
tionship with T). & H. is concerned, I don't see any difference. I would 
like to see the D. & H. treated in the same fasliion as we treat ConRail. 
Just l)ecauso it is a little raili-oatl, I don't think it should be used as a 
toy for the bureaucrats in Washintrton to deal with. I^eave them alone. 
If they were given $26 million, give them the $26 million and let them 
jnanago in a railroad-like fasliion. I think perhaps they can make some 
wise management decisions if we leave them alone and don't saddle 
tlieni with a lot of extraneous things they have to accomplish when they 
take on the.se loans. 

I would like to just quickly go through some actions that we would 
recommend, and I start on page 4, and I am not going to read all of the 
details of each of the'^e actions, hut the first thinsr, we know perfectly 
well—that further D. & H. funding has to be authorized. Wlien Con- 
gressman Florio a?kcd alxiut the iy\^ of funding, I think appropria- 
tion would lx> jjcrfcctlv all riffht. I think any signal to USRA they 
l)etter point up that $2.3 million at this time is the pro])er way to go. 
I know, if you took the lead in that re<rard. Mr. Chairman, there- would 
lie a lot of us praving for you at night. If that has any weight, if we are 
allowed to talk like that. Also, that D. & H. outstanding Federal loan 
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obligations be converted to grants. I don't think that should be too hard 
to do. A\nien we were, talking nlxnit buying this railroad ourselves, we 
were talking about a writeoff of all of those obligations, and that would 
have to be done in any event, and surely if it is a bankrupt railroad—I 
notice that the people from ITSRA and FRA fidgeted something awful 
when you asked them al>out that money in the future—I don't have any 
shjTiess at all about saying you can kiss that money goodbye if D. & H. 
goes into bankruptcy—you and I both know that. I think we ought to 
trj- to keep D. & H. alive. Lets keep this thing going, at least give it a 
little breath of life. 

An inunediate Federal oi)ei"ating and marketing plan should be de- 
veloixxi—these people were fidgeting all over the place again. They 
didn't tell you they hadn't started that 401 study yet. I thing it is time 
that 401 study got underway, and got done and somebody better start 
tiiking the lead on it and as far as the D. & H.'s future is concerned, I 
think they better start having an interim plan between the $2.3 million 
and the final or we are not going to be out of the woods in 6 months 
when we have to do this again. 

Finally, an immediate review of the operating rights arrangements 
between D. & H. and ConRail from USRA. I tliink ConRail ought to be 
thinking about giving up some of their good runs. I think ConRail 
ought to be able to at least consider some of the things we are talking 
about with ConRail. ConRail day after day is trying to deal with 
these kinds of situations, and they know what is good for D. & H., and 
when ICC testified today that Oak Island was a bad investment, it 
wasn't—that is wrong. Oak Island is a valuable investment. We may 
see D. & H. turning that into a valuable piece of real estate one of these 
days. They have things going on right now that may prove Oak Island 
is workable and doable. We have to give them a chance to get their 
management house in order. I think all of this would lead to a fair 
establishment of rates. This is one of the things we are talking about 
in trying to deal with the ConRail and D. & H. relationships. I). & H. 
needs a better rate overall of these things. I am over to page 6, now. 

Over 2 years have elapsed without D. & H. and ConRail having 
resolved these matters or sent them to arbitration. These are the kinds 
of rates I was just talking aliout and the kinds of privileges D. & H. 
could exercise. USRA must be called upon to settle these que.stions 
fairly, in the interests of both parties. D. & H. is paying to ConRail 
annual fees exceeding $6 million. If I were president of D. & H. today, 
I might say, get lost, that $6 million will just keep me out of bank- 
ruptcy the next 2 years, and sue me if you want to but there is a pot of 
money. In this business of bankruptcv. is that marginal ? I think that 
perhaps there are ways we can deal with this thing besides just saying, 
let's designate an operator and get it into the courts. In all. if only the 
ownership component of these fees were capitalized, in only a few years 
they would exceed the total purchase price of these segments to Chessie; 
leaving D. & H., in effect, the money to pay the maintenance costs. 
ConRail doesn't pay even the maintenance costs as these funds came 
from Federal loans on which ConRail owes no interest or principal 
for several years. As it is unclear who owes money to who. T). & H. 
should be authorized to temporarily suspend its payments to ConRail 
until T^SRA resolves these nuclear elements of the final system plan. 
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And, I would just like to close—I have made some notes on the 
previous testimony, just a little bit, but just to take a few liberties, 
and I would like to say, never before, to my knowledge, has our 
Government meddled in the affairs of a private corporation to the 
extent USRA, FEA, and the Treasury have in the case of the D. & H. 
They have control of the board of directors, have compelled manage- 
ment changes so not one single person making more than $30,000 is 
there today tliat was there when this deal was cut. In my mind, Mr. 
Chairman, this whole scenario has been played to the tune of the 
Fish wick trot and New York still wants to save the D. & H. We are still 
willing to pay our fair share, and we are still willing to pay even more. 

In summary. Federal involvement in railroading created D. & H.'s 
current plight, but the answer is not for the Government to turn its 
back and walk away now. D. & H. must be afforded more time to plot its 
future, must be relieved of the strangling financial obligations it was 
forced to undertake as a result of Federal planning. If the four steps 
I have identified are followed, I am confident a self-sustaining D. & H. 
is achievable. I ask you to back us in this support, Mr. Chairman. 

[Testimony resumes on p. 101.] 
[Mr. Hennessey's prepared statement and attachment follow:] 

STATEMENT OF WIIXIAU C. HENNESST, COMHISBIONEB OF TRANSPORTATION, 
STATE OF NEW YORK 

Congressman Rooney and members of the Sulx-ommittee on Transportation and 
Commerce, I am very jileased to be liere today to offer my views on tlie financial 
condition of the Delaware and Hudson Railway and what can be done about it. 
At the outset, I'd like to make it perfectly clear that I'm here representing New 
York State as part owner of the D&H. Since 1974 we have invested almost $25 
million in the railroad for track and equipment improvements to which we have 
title. The collateral to the federal loans, in fact, specifically exclude New York's 
properties. 

I too think it's ironic, as expressed in your .July 31, 1978 press release, that a 
transportation company can operate at a profit for I.TO years, and within two 
years after being assisted by the Federal government, it is on the brink of bank- 
ruptcy. A simple chronology is instructive. 

THE D.   A  a.  PBOBLEM :   A  CHRONOLOGY  OF  FEDERAL BUNOUNO 

First, the ICC 
1967: 

ICC approves D&H inclusion in N&AV system specifying N&Ws preferred 
plan of stock control rather tlian merger. 

ICC sets inclusion conditions tliat were never monitored or enforced (such 
as unified management and greater equipment availability). 

ICC permits spin-off of ,$20 million in D&H working capital: this was the 
working capital which could have kept D&H solvent right up to today without 
the subsequent USRA loans. 

1968-1970: 
N&W compels D&H to declare dividends it could ill afford to prop up the EL 

(another fiaw in the ICC merger decision). 
D&H purchases 200 new bos cars for $.3.2 million in cash in 19(59, possibly 

at the behest of N&W to take advantage of a bonanza provided by the Tax 
Reform Act of 1969. D&H could not spare the cash. 

Post 1970: 
In 1971, one year after declaring a $2 million dividend, D&H mortgages 

200 box cars (remember the ones purchased new in 1969?) to raise cash. 
N&W uses D&H losses for tax savings (in part created by placing D&H 

on accelerated depreciation). Tax credits alone give N&W In excess of 4% 
return on its Investment in D&H. 

D&H leases N&W locomotives—one of the original IOC merger stipulations. 
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Next U8RA 
October 1975: 

D&H asks USRA for $37.5 million loan to refinance debt and gain debt 
service relief. 

January 1976: 
TJSRA Board authorizes only $26 million. 

Frf)ruary 1976: 
Chessie declines Final System Plan designations. TJSRA then conditions 

loan upon acceptance by D&H of trackage rights to Buffalo, Philadelphia 
and Potomac Yard. Rather than increasing the amount of the loan to D&H 
to cover a doubling of operational size, USRA accelerates drawdown of loan 
and changes the use of a significant portion of the loan from debt refinancing 
to working capital. 

March 1976: 
USRA denies D&H request for additional designations and traffic solici- 

tation rights. Worse yet, USRA, after little or no analysis, approves con- 
veyance of encumbered equipment to D&H under Conditional Sales Agree- 
ments involving lease payments totaling $28.9 million over and above the 
loan itself. 

In all, instead of a .$37.5 million loan and no service extensions, USRA concocted 
and saddled D&H with an ill-fated scheme in which the railroad assumed total 
liabilities of $57.0 million. 
April-May 1978: 

USRA undertakes an eight week intensive effort to develop a refinancing 
scheme for $1.7 milliou in D&H corporate debt due April 1, 1978. In the 
end, USRA gave away part of its collateral. Only a month earlier, USRA 
Ihad approved payment of another debt, due after this one. 

August 1978: 
USRA disapproves further drawdown on D&H loan using the short-term 

cash crises created by the N&W strike as an excuse to halt long-term loans. 
This was done despite positive progress—a $300,000 grant to D&H from 
(Pennsylvania, a new service situation worked out by NYSDOT with D&H, 
Chessie, GN&W and Conrail involving salt traffic and a rearranged grant 
program from New York State. 

In the case of D&H, all we have seen is one hasty federal action followed by 
another hasty federal action. 

Keeping true to form, USDOT, Treasury and USRA now advocate bankruptcy 
as a "solution" for D&H; few outsiders can see any advantage to bankruptcy 
in terms of readily available assistance or cash benefits to the Company. I think 
this Subcommittee should Insist that each of these agencies explain in detail 
just what benefits each sees to bankruptcy and specifically just what each would 
do to help D&H In bankruptcy. Everything we see in New York indicates that 
bankruptcy will precipitate a crisis situation leading to cessation of service. 

Congress found that federal Intervention in the Northeast/Midwest railroad- 
ing situation earlier this decade was necessary, and the best planning money 
could buy, said that the Final System Plan was the appropriate way to proceed. 
Even more so today after nearly two and a half years of Conrail and an extended 
D&H there are no alternatives. The federal government must complete the task 
it undertook when it implemented the Final System Plan and make D&H succeed. 

Specifically, with regard to the D&H, completing this task now requires four 
actions: 

1. That further D&H funding be authorized. At this crucial junction with the 
FRA conducting its mandated Section 401 study of the D&H and the USRA 
reviewing New England railroading, the D&H may soon require added financial 
assistance beyond current authorizations to carry it through the coming winter. 
New York State is also actively considering its appropriate role should the rail- 
road fail. These efforts will reveal the future options for the D&H and how they 
can be achieved, but the coming year or so necessary to complete the studies must 
be secured through further authorization of federal funding. 

2. That D&H's outstanding federal loan obligations be converted to grants. I 
think we would all have to agree that the federal government bears the respon- 
sibility for the failure of D&H to be able to repay its federal loans. These loans, 
predicated on hasty analysis should be wiped off the books. Not only would 
immediate elimination of this debt provide immediate relief to the railroad, it 
would give D&H a chance to attract private financing ,and should the long-term 
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answer be a merger wtth a viable carrier, loan forgiveness would most Ukel; 
be one necessary ingredicr.t. Finally, it should wipc-oiit the chance of a potential 
Tucker Act claim by X&W, particularly when acceptance of the Board's plan for 
extended servi<'e was a condition precedent to tlie loans (see attachment). 

3. An Immediate federal operating and marketing plan should be developed. 
Conrail obtained this benefit as a result of the $40 million studies leading to the 
Final System I'lan; D&H never got the benefit of such an effort. We estimate that 
a minimum of $1 million in annual operating savings and $4.5 million annually 
in new revenues can be generated. 

4. An immediate review of the operating rights arrangements between B&H 
and Conrail from I'SRA. This should lead to : 

0. Establishment of a fair charge; 
6. Resolution of D&H's rights to utilize vacant yards and terminals, jointly 

manage disi)atching, and nil other operating disputes; and 
c. Establishment of D&H's rights to traffic at Buffalo and Niagara Falls, Allen- 

town-Bethlehem, Oak Island and the Port of New York, which are the three big 
market centers D&H sen-es jointly with Conrail. 

Over two years have elapsed without D&H and Conrail having resolved these 
matters or sent them to arbitration. CSRA must be called upon to settle these 
questions fairly, in the interests of both parties. D&H is paying to Conrail annual 
usage fees exceeding $6 million. In all, if only the ownership component of these 
fees were capitalized, in only a few years they would exceed the total purchase 
price of these segments to Che.ssie; leaving D&H, in effect, the money to pay 
the maintenance costs. Conrail doesn't pay even the maintenance costs as these 
funds came from federal loans on which Conrail owes no interest or principal 
for several years. As it is unclear who owes money to who, D&H should be 
authorized to temporarily suspend its payments to Conrail until USRA resolves 
these unclear elements of the Final System Plan. 

As you know. New York has supported this Subcommittee's view that Conrail 
is succeeding and that to fullfiU its role additional assistance and time should 
be extended to Conrail. But to keep the funding of D&H in proper jierspective, 
it must be remembered that Conrail, which njierates u plant about twenty times 
larger than D&H's, will receive assistance over one hundred times greater 
than D&H. Conrail does not even have to begin to i>ay its loans back for decades; 
D&H has already paid back interest equal to one-twentieth of its loan obliga- 
tions. In fact, the cost of the federal plan for Conrail, all by it.self, exceeds 
the amount of a.ssistance given to D&H. 

In summary, federal involcement in railroading created D&H's current plight 
but the answer is not for the government to turn its back and walk away: 
the D&H must be afforded more time to plot its future and must be relieved 
of the strangling financial obligations it was forced to undertake as a result of 
federal planning. If the four steps I identified are followed-tlirough, I am con- 
fident that a self-sustaining D&H is achievable in 1979. 

1, Donald C. Cole, do hereby certify that the following resolution is a true 
and correct copy of a resolution adopted at a meeting of the Board of Directors 
of the United States Railway A.ssociation on March 3,1976. 

In Witness Whereof, I have afiixed my name as Secretary and have caused 
the corporate seal of said Corporation to be fixed hereto. 

DONALD C. COLE, 
Secretary. 

SE80LUTI0.\ 

Whereas the Board of Directors, on February 19, 1976. upon further con- 
sideration, approved a loan from the A.ssociatlon to the Delaware and Hudson 
Railway (D&H) in the principal amount of ?'26,00O,0OO subject to certain terms 
and conditions: and 

Whereas such loan was premi.sed on financial projections which did not cen- 
terplate trackage rights from Allentown, Pa., to Oak Lsland Yard (Newark), 
New Jer.sey; and 

Whereas the Board has subsequently offered such additional trackage rights 
to the D&H ; and 

Whereas, the Board has considered further the loan application of the D&H 
and has determined that the loan authorized by these resolutions will be 
made on terms and conditions which furnish reasonable assurance that D&H 
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will be able to repay the loan within the time fixed and that the goals of the 
Regional Rail Reorganization Act of 1073, as amended, are reasonably likely 
to be achieved: Now. therefore, be it 

Resolved, That (1) A Joan from the Association to D&H in the principal 
amount of $28,000,000 be, and it hereby Is, approved subject to the terms and 
conditions set forth in paragraphs 2, 3 and 4 of this resolution; (2) The ac- 
c-eptan<« by D&H of the additional offers of trackage rights to Buffalo, N.Y. 
(\1a the present Erie Lackawanna Railway) ; Philadelplila, Pa., and Potomac 
Yard, Washington, D.O. (via the present Penn Central), and to Oak I.sland, 
(Newark), New .Jersey, shall all be conditions precedent to the Association's 
cousiuamation of the loan approved in this resolution; and (3) That the loan 
Agreement shall provide for a term of l.'i years and shall require the maximum 
security for the loan which D&H can reasonably provide which security will 
specifically include the pledge of the D&H stock and other offers set'forth 
in the letter of November 28, 197.') from the President of the Norfolk and West- 
em Railway Company to the Association. 

Mr. RooNEY. Thank yoii. You sound like Mayor Koch. 
Mr. HENNESSEY. Thank you. 
Mr. RooNEY. You said tiiat New York State has an investment in 

D. & H. How much of an investment do you have in D. & H. ? 
Mr. HENNESSEY. $24 million. 
Mr. RooNEY. Do you tliink it will ever!» repaid? 
Mr. HENNESSEY. We are not goinjr to ask for it. It is worth that 

much to us to know D. & H. is in existence. That the industries 
that the D. & H. support and one of the things that bothers me more 
than anything else about today's hearings is the nonchalant attitude 
the Federal agencies have about bankruptcies. We have had 6 bank- 
rupt railroads in New York State, and we have some experience. 
We saved the New York industry in New York State with our rail 
transix>rtiition lx)nd, $1 billion. 

Mr. RooNEY. You saved millions and millions of jobs in the State. 
Mr. HENNESSEY. Exactly. 
Mr. RODNEY. This committee, I think, 2 years ago, gave the State 

of New York 5^9,040,000. They asked for $r)0 million for the Olympics, 
and I knocked out $960,000 for ABC. I didn't think HoAVTird Cosell 
should have a Taj Mahal foi- himself. It is an investment. People 
are going to be at work, going to be enjoying the Olympics in 1980 
in New York State. I agree with you wholeheartedly in yx)ur state- 
ment today. I commend you and Governor Carey and your transporta- 
tion committee in the State for trying to save a railroad such as the 
D. & H., serving that Northeast part of this country. 

Mr. HENNF.SSEY. Tliauk you. Mr. Chainnan. 
Mr. ROONEY'. I extend niy solicitations to my former colleague Gov- 

ernor Oarey. 
Mr. HENNESSEY. Thank you very much. He would like that. 
Mr. RODNEY. Our next witness will be Mr. Robert B. Claytor. the 

executive vice. ))residcnt of the Norfolk & Western Railway Co., but 
before that, I think the committee is going to take a 10-minute recess 
so I can find out what is going on on the floor. 

[Brief recess.] 
Mr. RooNEY. We are under the 5-minute rule. I understand there 

has been no time set for a vote, so we will hear from Mr. Claj'tor as 
scheduled. Mr. Claytor. you are recognized for 10 minutes. 

Mr. CLAYTOR, I will try to keep it to that, Mr. Chairman. 
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STATEMEMT OF EGBERT B. CLAYTOR, EXECUTIVE VICE PRESI- 
DENT, NORFOLK & WESTERN RAILWAY CO. 

Mr. CLAYTOR. Mr. Chairman, thank you very much for this oppor- 
tunity to appear before this committee. I am Robert B. Claytor, 
executive vice president and a director of Norfolk & Western Railway 
Co. Since 1968, I have served as a director of Delaware & Hudson 
Railway Co. I guess that makes me the longest sen'ing D. & H. direc- 
tor. My prepared statement has been distributed, ana with your per- 
mission, I would like to file it with the connnittee. [See p. 105.] 

Mr. RooNEY. Without objection, your statement will become part of 
the record and you may summarize it. 

Mr. CLAYTOR. I suppose the N. & W. has been painted as the villain. 
I will do my best to try to dissuade you. 

Mr. RooNBY. That is one of the reasons I said hereafter, we' are going 
to have negotiation sessions. We will have a panel discussion because 
everybody makes a statement and leaves tlie room, and there is no time 
for rebuttal. 

Mr. CL^VYTOR. I certainly agree witli you. I think we could make 
more progi'ess because we are here to try to develop the facts rather 
than have argimient seriatim to trv to reach a conclusion that way. I 
will try to be helpful to you and tell you what the role of the N. & W. 
has been in this. Our i-ole basically, is the stockholder of the D. & H., 
which, of course, is a very sick railroad. If I could go back in history 
just a little bit. D. & H. had petitioned the Interstate Commerce Com- 
mission in 1965 for inclusion in the then existing N. & W. system. Such 
a petition was filed, and the Commission compelled the N. & W. to 
acquire control of the D. & H. Now, in the inclusion case, the N. & W. 
opposed the inclusion of the D. & H. in its system—it did not fit prop- 
erly. D. & H. was not concerned it would be harmed by the N. & W. 
merger, but rather feared that the proposed Pennsylvania-New York 
Central system would take away its ousiness and it would be harmed if 
it did not find a home with the N. & W. We agreed the Penn Central 
would harm the D. & H. and it did. In fact, the Commission found in 
its case back in 1964 that tlie N. & W. merarer would have no harmful 
effects on the D. & H. N. & W. paid full value for the D. & H. assets. 
In fact, it has to be by anyone's measure, an inflated value. 

The fair market value of N. & W. shares of stock and the 
note which we issued to acquire control of the D. & H. at the time was 
approximately $42 million. While the D. & H. has been operated as a 
separate company, certainly in its own interest, N. & W. has 
provided the requested management as-sistance and equipment. We 
put the full force of our soliciting people all throughout the United 
States for the D. & H. We have not asked T>. & H. to do that in return 
for us. They can solicit freight anyway they want. 

Wliile D. & IT. is independently managed in the past, we have pro- 
vided key personnel for technical assistance to resolve particular prob- 
lems. We have leased equipment to the T). & H., including locomotives, 
hoppers, gondolas. We liave cooperated wi^h the D. & FT in the solici- 
tation of traffic and the establishment of joint rates and routes. 

As you have heard earlier, as a bridge carrier, the D. & H. has al- 
ways been dependent on its connecting lines. Historically, it looked to 
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the Erie Lackawanna and Lehigh to the west: to Erie Lackawanna, 
Lehigh Valley, Penn Central, Central of New Jersey and Reading for 
reaching the New York City, New Jersey and southeastern Pennsyl- 
vania markets; and to Penn Central to the south. Formation of Con- 
Rail incorporating these lines placed D. & H. in an extremely difficult, 
if not impossible position from a competitive point of view and it has 
suffered the consequences ever since. 

During the reorganization process, a decision was made by the plan- 
ners to provide continued intermodal competition in the Northeast. 
However, once all plans for Chessie's acquisition of the major proper- 
ties of Erie Lackawanna and Reading had fallen through, the burden 
of implementing that decision fell on D. & H. As you also know, 
USRA agreed to loan D. & H. an original $28 million and D. & H. ex- 
tended its routes to the point that has been described today. The effect 
has been that, desipte loan assistance from USRA, D. & H.'s opera- 
tions have become increasingly unprofitable. 

There remains the question of the future course of D. & H. With the 
present configuration of ConRail, it is for Government and not the 
private sector to determine, in the public interest, tlie value of intra- 
modal competition in the region, and that is one of the questions you 
have before you. N. & W. cannot carry the burden of D. & H.'s sur- 
vival. In addition to the initial investment of $i2 million N. & W. has 
paid $22 million in dividends on the stock it was required to issue in 
order to acquire D. & H. While the inclusion of D. & H. in our con- 
solidated tax returns as required by law has permitted tax benefits to 
the N. & W., such benefits total only about one-half of N. & W.'s 
initial investment; and there is absolutely no possibility of ever re- 
couping totally our investment in D. & H., a property we did not seek, 
but were forced to acquire. 

While N. & W. cannot commit future investment in D. & H., we look 
to D. & H. for interchange of traffic in competition with ConRail and 
we continue to have a sizeable investment in the property. But the 
future of D. & H. rests with Government policy. We will continue to 
exert our efforts for whatever role is cast for D. & H. 

I have one or two other minor matters I would like to clear up for 
the record. One of them is the question of N. & W. requiring that 
D. & H. pay dividends. I think the answer to this is found very suc- 
cinctly in a letter from Chairman O'Neal of the ICC to the Hon. 
James M. Hanley, which is included in the record. I would like, with 
your permission, to read two sentences from this. 

Mr. RooNEY. I thought Mr. Hanley said he would like to have that 
remain anonymous, at the present time. If it is your wish to include 
it in the record, fine. 

Mr. CLATTOR. I would be glad to explain it. 
Mr. RooNEY. I thought Mr. Hanley said this morning, and perhaps 

my staff director could correct me, he wanted that to remain confiden- 
tial. Did he say that ? 

Mr. CLAYTOR. It was included in the papers which I received with 
Congressman Hanley's testimony. 

Mr. RooNEY. Mr. Hanley spoke about this this morning with respect 
to the letter he received from the ICC. 

Which one did he want to remain confidential—GAO ? All right, you 
may include it. 
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Mr. Ci^vYTOR. Thank you, Mr. Chairman. I am quoting from the 
letter of January 6,1978: 

In 1973, the Commission analyzed the transfer of funds between the D&H and 
Dereco, Inc., to determine if funds were being siphoned from the D&H to N&W. 
We found that between December 30, 1968 and February 6, 1970, the D&H 
provided a total of $2.3 million in dividends to Dereco. The D&H also made 
two loans to Dereco in 1970; these were repaid with interest in 1971 and 1972. 
Although these funds could legally have been channelled to the N&W, Dereco 
used the funds to support the Erie Lackawanna prior to the EL's bankruptcy. 
The Commission's analysis found no siphoning of assets to the N&W. 

I liave one other thing to clear up. In tlie event of bankruptcy of the 
D. & H., D. & H. would be removed from N. & W.'s corporate financial 
statements, but would not automatically come out of N. & W.'s tax 
return.s. It is part of N. & W. consolidated tax returns; and whether or 
not D. & H. is in bankruptcy, we arc required by law, to include it 
in our consolidated tax returns so long as we retain stock control. 

Thank you. I will be glad to answer any questions. 
[Mr. Clay tor's prepared statement follows:] 
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STATEMENT OF ROBERT B. CLAYTOR 

I an Robert B. Claytor, Executive Vice President 

and a Director of Norfolk and Western Railway Company. 

Since 1968, I have served as a Director of Delaware 

and Hudson Railway Company.  I am familiar with the NW-Nlckel 

Flate-Wabash unification and the subsequent proceedings 

Involving Inclusion of the Delaware and Hudson In the NW 

system.  With this background, I am aware of the origin of 

NW's stock ownership of D&H and the relationship between 

these companies since that tijne. 

NW was required on July 1, 1968, to acquire con- 

trol of D&H under an order of the Interstate Commerce Com- 

mission.  Norfolk and W. Ry. Co. and New York. C. & St. L. R. 

Co. Merger. 330 I.C.C. 780 (1967).  D&H had petitioned the 

Interstate Comnerce Cooinission in 1965 for Inclusion in the 

then existing NW system pursuant to a condition Imposed by 

the Commission in the NW-Nlckel Plate-Wabash unification 

proceedings permitting such petitions within five years from 

the date of its order approving the unification.  Norfolk and 

W. RY. Co. and New York. C. and St. L. R. Co. Merger. 324 

I. C. C. 1 (1964).  Although NW vigorously opposed the peti- 

tion on the grounds that the inclusion in the then existing 

NW system would not be consistent with the public interest 

and that the proposed terms would not be equitable to NW, the 

Commission's order of inclusion was upheld by the United 

States Supreme Court.  Fenn-Central Merger Cases. 389 U.S. 

486 (1968). 

D&H was not concerned that It would be harmed by 

the unified NW system, but rather feared that the proposed 

Pennsylvania-New York Central system would seriously impair 

D&H.  Norfolk and W. Ry. Merger, supra. 324 I.C.C. at 30. 

In fact, the Commission found that the NW unification should 

have no harmful effects on D&H.  Ultimately, the Commission 
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responded Co D&H's concerns and decided thac the preservation 

of rail competition In the New York - New Jersey metropolitan 

area and in New England was necessary from a public service 

standpoint,  it decreed that this could better be accomplished 

by Inclusion of D&H In the NW system than In the Penn-Central 

system.  Norfolk and W. Ry. Merger, supra. 330 I.C.C. at 796. 

As directed by the Commission, NW formed a 

subsidiary holding company, Dereco, Inc. (Dereco), which would 

own the outstanding stock of the new D&H corporation. On July 

1, 1968, In exchange for 1,000 shares of DM1 conmon stock, 

Dereco transferred to DiM 412,627 shares of NW common stock 

and a $1 million NW promissory note.  D&H then exchanged the 

NW shares and the note In a taxable transaction for the assets, 

liabilities and obligations of old tXM.     In addition, the 

Conmlssion authorized the old D&H to retain so-called "excess 

working capital" In the amount of $20.7 million.  The fair 

market value at the tljne of Issuance of the NW shares and the 

note used to acquire the old D&H assets was approximately 

$42 million. 

In accordance with IRS requirements, through Dereco 

D&H has been Included In NW's consolidated tax returns.  This 

has peialtted NW to use D&H losses to offset Income from other 

sources. However, at year end, 1977, the consolidated group 

tax benefits to NW reflected only about one half of NW's 

initial Investment of approximately $42 million.  Moreover, 

since July 1, 1968, NW has paid out approximately $22 million 

in dividends on the shares of NW stock Issued for acquisition. 

NW renalns far short of recapturing the cost of its sizable 

Investment and there Is no possibility of ever recovering 

totally such Investment in D&H - a property it did not seek 

but was forced to acquire in the public Interest. 

From its inception D&H has been operated as a 

separate company and in its own Interest, within the NU system. 

NW's stockholders have been assured that NW has not assumed or 
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guaranteed any liabilities of D&H and has no financial comnlt- 

nents toward Its operation.  At the same tLne, MW has provided 

requested manageaent assistance and equipment and has Morked 

closaly with D&H In freight solicitation. 

Presently, D&H's chief operating officer and chief 

engineer are on leave from NW.  In addition, special teams 

have assisted D&H to help resolve particular problems. We 

have also provided equipment to O&H. Hultllevel rack cars 

have been leased and furnished to handle automobile traffic. 

Hopper and gondola cars have also been supplied. Grain trains 

have moved to Albany, New York, since 1969.  Until the last 

several years, NW supplied all of the covered hopper cars 

for the movement. We still supply more than our share. On 

several occasions, NW has leased locomotives to D&H to ease 

pover shortages; and equipment has been leased from DM  co 

reduce excess capacity. Our sales personnel solicit D&H 

routing over Buffalo. Our pricing policy is to work with 

DiH In every possible way to attract profitable traffic over 

our Joint routes with D&H.  We have a continuing Interest in 

helping D&K, but this must stop short of additional Investment. 

As a bridge carrier, D&H has always been very 

dependent on connecting lines. Historically, D&H looked to 

EL and Lehlgh Valley for outlet to the West; to EL, LV, Penn 

Central, Central of New Jersey and Reading for reaching the 

New York City, New Jersey and southeastern Pennsylvania 

markets; and to Penn Central to the South.  Following the 

bankruptcy of Penn Central and these other railroads, the 

agonizing process of reorganizing and structuring rail service 

in the Northeast began under the auspices of USRA. 

During the reorganization process, the planners 

made the decision to provide continued intramodal competition 

in the Northeast.  However, once all plans for Chessie's 

acquisition of the major properties of EL and Reading had 

fallen through, the burden of implementing that decision fell 
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on DiH. USRA agreed to loan D&H an original $28 million to 

acquire new locomotives, repay debt, replenish working capital 

and acquire certain rail properties from Insolvent railroads. 

NW consented, as a condition o£ the loan, to Dereco's pledge 

of Its D&H stock to USRA.  D6.H, In turn, extended Its routes, 

largely via trackage rights on ConRall, to Buffalo, the 

vicinity of Newark, Bethlehem, Philadelphia, Harrisburg and 

Washington, D. C. 

The effect on D&H of competition from ConRall Is 

now obvious.  Despite substantial loan assistance from USRA, 

totaling some S31 million as of January 1978, and more than 

$18 million in assistance from the State of New York, D&H's 

operations have been Increasingly unprofitable. 

There remains the question of the future course of 

D&H. With the present configuration of ConRail, it is for 

government and not the private sector to determine, in the 

public Interest, the value of intramodal competition in the 

region. 

While NW cannot carry the burden of D&H's survival, 

we have an interest in its future. We look to D&H for inter- 

change of traffic in competition with ConRail and we continue 

to have a sizable investment in the property.  But the future 

of D&H rests with government policy. We will continue to 

exert our efforts for whatever role is cast for DiH. I 

understand that the Federal Railroad Administration is under- 

taking a comprehensive financial, economic and restructuring 

review of the Northeast rail carriers serving the markets in 

which D&H participates. NW's participation has been requested 

and we have offered our assistance. 

Thank you for your time and for the opportunity to 

appear here today.  I will attempt to answer any questions 

you might have. 
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Mr. RooNEY. Mr. Claytor, I believe yoii heard the previous testi- 
money whereby one party recommended D. & H. go into bankruptcy 
and use Emergency Rail Services Act funds, whereas another sug- 
gested the operation be continued through directed service. I wonder, 
m your opinion, which do you think would be the better approach 
to guaranty service to the States that D. & H. is now involved in? 

Mr. CLAYTOR. I don't want to weasel the answer but I may have 
to. As far as the Norfolk and Western is concerned, and that is whom 
I am testifying for—not in the role of a D. & H. director—I have to 
wear two hats—we don't take a position as to whether or not the 
D. & H. should go into bankruptcy. We feel continued Government 
support of the D. & H. is going to be required for perhaps an indefinite 
time imtil it can be restructured or studied. "\\'Tiichever method is 
applied should result in continued service to the public. 

If you ask me, personally, how I feel about it, I would have to say 
that the infusion of funds at this point, prior to bankruptcy would 
probably save money in the long run because it is going to be more 
expensive to keep the D. & H. going, I think, on a directed service 
order than any other way, as has been testified here today. That is 
my personal view. I have to give it to you as such. I have to say, as a 
D. & H. director for 10 years, I have seen this railroad go downhill 
as a result of Penn Central and ConRail competition. Its service is 
important to the Northeast, but I see no way that, in its present con- 
figuration, it can survive without continued infusion of funds from 
some source. 

Mr. RooNEY. According to the USRA, the N. & W. caused D. & H. 
to pay $2.1 or $2.3 million, I believe, in dividends, including $2 mil- 
lion in dividends in 1970, a year in which it had, a net income of only 
$619,000, and a deficit in 1971 of $2.5 million. I would like to have your 
comments on this matter. 

Mr. CL.\YTOR. Certainly, Mr. Chainnan. The $2 million dividend, 
which is the principal amount, was paid in 1970. To that point, the 
amount paid out in dividends represented, I believe, a little less than 
half of the net income of the D. & H. since its inclusion in 1968 
through 1970. At the time, and in the context of things, this was a 
reasonable and proper thing to do. At that time, as you know, every- 
one was very concerned with Erie Lackawanna sen-ice being con- 
tinued ; and the N. & W., through its subsidiary Dereco did cause this 
to happen with the clear intention of trying to keep essential service 
going to the public. At that time, Erie Lackawanna was the one in 
trouble, not the D. & H., which was in a net income position. We felt 
we were doing the right thing from the point of \new of the public 
interest. N. & W. did not get one cent from D. & H. 

Mr. RooNEY. Along those lines, you indicate on page 3 of your 
statement that you received approximately $21 million in tax benefits 
due to D. & H. losses. Is it not true you also received benefits from 
D. & H. dividends prior to its becoming an improfitable railroad ? 

Mr. CLAYTOR. No, sir. The only dividends that have been jmid by 
the D. & H. since N. & W. acquired it, was that $2.3 million mentioned, 
which went to Dereco. 

Mr. RooNEY. Do you think there are any circumstances under which 
you might believe that the D. & H. can become a profitable railroad 
if they got some help from the Federal Government as they have 
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received from the State of New York and the Commonwealth of 
Pennsylvania. 

Mr. CLAYTOR. This may depend on a restructuring of all of the New 
England railroads. I am not sure the N. & W. has a position, but I 
will be, glad to give you mine. If there were a restructuring of the 
New England railroads, and much of the traffic which presently 
moves through Canadian routes out of this country, through Canadian 
Pacific, could be channeled through the Boston and Maine—^that is, 
all of this traffic kept within the Continental United States so that 
D. & H. and B. & M. could enjoy the revenues—I think there is a 
possibility the D. & H. could be viable. I think that is a prerequisite to 
D. & H. becoming viable. The problem with the D. & H. is very simple. 
It doesn't have enough business to live on. It must have more business. 
It must get more business from New England and from its Canadian 
connections. 

Mr. RooNEY. But at the same time, despite the fact that it might be 
losing money and the Government might be putting money into it, it 
is still keeping jobs in the Northeast? 

Mr. CLAYTOR. It certainly is. If you are a shipper on the D. & H. 
and there is talk about shutting it down, it may not be a matter of 
national import, but to you, it may be the most important thing in 
the world. The D. & H. has an obligation to continue service to the 
public and as D. & H. director, that has been my primary concern. 

Mr. RooNEY. In your testimony, you refer to the assistance D. & H. 
has had from the N. & W., with respect to equipment and sales person- 
nel. Is this practice still existing? 

Mr. CLAYTOR. Yes, sir. We supply grain cars, more than our share, 
for grain trains. We have equipment which is presently leased to the 
D. & H. at per diem, really the very rock bottom rentals that we could 
justify. That equipment remains leased, and we have not recalled it. 

Mr. RooNEY. In your testimony, you note that the Government must 
determine the value of intramodal competition in the Northeast. I 
wonder what your evaluation of intramodal competition is in this 
area? 

Mr. CLAITOR. I think it is intramodal between railroads, is what I 
really intended to refer to. 

Mr. RooNEY. Well, you have got trucks. 
Mr. CLAYTOR. Very much. That is a whole other world. There is 

going to be intermodal competition regardless of whether D. & H. 
disappears today, because the intermodal carriers are here to stay. 
They are the ones primarily responsible for D. & H.'s problems. I 
think the question we have before us is whether there should also be 
intramodal competition, in other words, a second railroad, one com- 
peting with ConRail to be kept alive, and I certainly hope it can be 
done. 

Mr. RooNEY. The Chairman of your Board, I believe, has ascribed 
to the firewall approach to the Northeast rail program? 

Mr. CLAYTOR. Yes. 
Mr. RooNEY. T believe I read that in Business Week last week. 
Mr. CLAYTOR. Yes. sir. 
Mr. RooNEY. And he commented about the firewall approach to the 

Northeastern rail problem. I wonder whether or not this approach 
influences N. & W.'s attitude toward D. & H. ? 
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Mr. CLAYTOR. Well, I am not sure I am able to or could analyze Mr. 
Fishwick's motive, but I suppose I am a part of making that de- 
cision. It really didn't have any effect on my attitude. 

Mr. RooNEY. Do you believe we can have a firewall approach with 
i-espect to the outright ownership of the rails by the Federal Govern- 
ment versus private enterprise ? 

Mr. CLATTOR. I think so and I hope so. Nothing is certain in this 
life, and this has to be, of course, a defensive position. It may be 
that it wont work. You have to i-ecognize that fact, in which case 
total nationalization is the onlv answer. That is the one thing we are 
trying to stave off by giving a part of a cake, you avoid giving away 
the whole thing. Maybe it will work, maybe it won't. I think it will. 

Mr. RooNEY. Do you think that we can, with the help of the Con- 
gress, with the help of the States, especially in the Northeast because 
this is where the cancer has begun, with respect to the railroad problem 
in this country, do you really believe that we can eventually stave off 
nationalization of the railroads in this country ? 

Mr. CLAYTOR. Well, forever is a long time, but certainly as far as I 
can see, t^at would be my hope and expectation. 

Mr. RooxEY. I share your sentiments, and I hope, as chairman of 
this committee we can salvage our Nation's railroads. 

Mr. CLAYTOR. I don't think they are hopeless. 
Mr. RODNEY. I don't either, and I don't think raih-oad management 

would like to see our luilroads nationalized. Also, I don't think any 
one of the railroad brotherhoods would ever want to work for the 
Federal Government. I share your concern. 

Mr. CLAYTOR. Thank you. 
Mr. RooNEY. Our next witness will be Mr. Kent Shoemaker, presi- 

dent and chief executive officer of the Delaware & Hudson Railway 
Co. 

Mr. Shoemaker, you may proceed. 

STATEMENT OF KENT P. SHOEMAKER, PRESIDENT, CHIEF EXECU- 
TIVE OFFICER, DELAWARE & HUDSON RAILWAY CO., ACCOM- 
PANIED BY WILLIAM P. ftUINN, COUNSEL 

Mr. SHOEMAKER. Thank you, Mr. Chairman. I have with me today, 
Mr. William P. Quinn, counsel for D. & H. from Philadelphia. 

I am Kent P. Shoemaker, and I am president and chief executive 
officer of Delaware & Hudson. For the purpose of helping to explain 
things in my remarks, we have prepared a map which I hope wnll be 
useful. 

Mr. RooNEY. Mr. Shoemaker, you are, in my opinion, our star 
witness today. The time is yours. You are not limited and you can 
proceed in any way which you deem necessary. 

Mr. SHOEMAKER. I appreciate that. We have prepared comprehen- 
sive remarks whicli I am submitting for the rocord. [See p. 117.] 

Mr. RooNEY. Without objection, your remarks will appear in t(he 
record and you may continue to summarize. 

Mr. SHOEMAKER. I will try to be brief. There is certain ground that 
lias been covered by other witnesses which it isn't necessary that I do 
verbally. 
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Mr. RooNEY. What I would like to have you do is after you deliver 
your summarj- is to comment on some of the comments that were made 
by some of the previous witnesses. 

Mr. SHOEMAKER. I would be more tihan happy to. 
Mr. RooNEY. Because I am sure they offended you as much as they 

confusexi the committee. 
Mr. SHOEMAKER. I would concur in that. 
Ba.sically, my remarks really attempt to answer three questions. 

That is, what is the present financial condition of the D. & H. ? How 
did we arrive at this point ? And what should be done ? 

Addressing the firet question on just where are we in terms of our 
current financial condition, I want to be very candid and say the situ- 
ation is what I would describe as perilous. While our cash position is 
such that we have, in theory, cash available to last into November or 
December, depending upon external events, particularly the duration 
of the N. & W. strike, nevertheless our board has a clear fiduciary re- 
sponsibility, in the absence of concrete longer range funding or even 
intermediate funding, to assess whether bankruptcy is a sensible course, 
and in that connection a board meeting will be held immediately fol- 
lowing such time as the summer session is terminated to assess the 
prospects of legislation. I didn't want any misunderstanding about 
that. That is not a scheduled meeting to apply any pressure whatso- 
ever, but the board, in its last deliberations, after USRA denied our 
loan drawdown, at my request, wished to wait until we see what legis- 
lative action could be accomplished or initiated before deliberating on 
the matter further. 

With respect to, "how did we arrive at this point in time?" You 
have heard a lot of testimony. I think, for me to try to go through a 
whole history again is not necessary as it is covered in my written 
remarks, but I would like to make two points about it and that is 
simply, as you look at our map, the blue line essentially represents 
what was originally D. & H. before the initiation of a final system 
plan. Those bhie lines are less than half of the total lines now operated 
by D. & H. through the line extensions you have heard so much about. 
Suffice it to say there were only $2 million in additional financing 
provided from the original $26 million that was provided for the 
D. & II., to operate under its original lines with the expanded opera- 
tions. In hindsight, and in my judgment only, coming to the property 
very recently, that was clearly insufficient. 

The second point is that there is sort of a general perception and 
understanding that the D. & H. in its present expanded form is an 
outright disaster, that one has to start from scratch, let it go into bank- 
ruptcy, is not recoverable, et cetera, and this, I think, is absolutely in- 
correct, in my personal judgment, because, while both the extensions 
and implementation of those extensions is certainly flawed, it indeed is 
correctable in our judgment, and in fact, we have an extensive stra- 
tegic planning effort initated to identify the best means of doing so. 
Incidentally. T should sav to you, this is completely consistent with 
the intent of both the final system plan and whatever should develop 
out of the two federallv funded efforts on studies in the Northeast 
in connection with New England. 

With that, let's get to the crux of the problem at the moment and 
tliat is—where do we go from here? 
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Essentially, as we have heard from other witnesses today, there are 
two basic options. That is, simply, let the D. & H. slide into bank- 
ruptcy, or continue with USRA funding: which, in our judgment, 
does take lepfislative action. 

Mr. RooNKi'. How much would you need ? 
Mr. SHOEMAKER. Our basic estimate of need is based on our current 

projections, the same $15 million that might be expended in directed 
service for 240 days continuing through funding, would last us from 
18 to 24 months. 

Mr. RooNEY. And after that ? 
Mr. SHOEMAKER. And I should say that I don't concede that it 

is good money after bad. and there is no chance the Government can 
recover it. It certainly lias a better chance of recovering it, in my judg- 
ment, than a directed service route, where we know there is no chance 
of recovery. I think, when we are really talking directed service, we 
have to ask five essential questions, and I am actually referring 
directly to mv written testimony, and these questions are  

Item 1. How much will directed service cost the taxpayer? And 
as we have already heard, the ICC has estimated it would cost $15 
million or over. 

Mr. RooNEY. As I understand it, $1.5 to $17 million. 
Mr. SHOEMAKER. Item 2. Wliat will directed service cost the ship- 

ping public? Directed service has never been attempted on any large 
scale, and indeed some transportation experts believe it will be un- 
workable and lead to severe service disruptions and significant local- 
ized unemployment. 

As vou have hoard from the testimony today, it is unclear whether 
the ICC would even order a single carrier to operate these services of 
D. & H., and in fact, it would appear to be the recommendation of the 
Department of Transportation that it be segmented in some fashion. 
Thus, while we are in the process of finding some solution, the North- 
east, and in particular. New England, would be denied competitive 
service as mandated under the 3-R Act by Congi-ess. 

Question No. 3. How much will the tru.stee and reorganization court 
complicate any attempted supplemental transfers or other postdi- 
rected service proposed solutions? Might not a restructuring plan fol- 
lowing directed service—particularly one hastily conceived—be 
frustrated by a reorganization court? 

Question No. 4. Wlio will bear the costs of rail and other labor 
dislocations? Under title V of the 3-R Act, a protected employee is 
an emplovee of an acquiring railroad adversely affected by a transac- 
tion which is any action taken pursuant to the provisions of the 3-R 
Act. Cannot D. & H. employees argue they have been adversely affected 
bv a transaction and are entitled to the nrotcctions under title V? 
How will such arguments impact the viability of supplemental trans- 
fers or impact taxpayers? 

Question No. 5. Could the Government's use of directed service re- 
sult in D. & H. being operated by several carriers? Could this, in turn, 
deny the shipping public the competitive service mandated imder the 
3-R Act? This is the point I added to the first comment. I believe it is 
clear that the recommendations for directed service by the Depart- 
ment of Transportation are not in the interest of the taxpayers or the 
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shippers or the railroad system in the Northeast. However, if means 
can be found to provide the funding to continue the cheaper option 
under USRA tutelage, the following advantages would be obtained. 

1. The management of D. & H. could concentrate on running an 
efficient railroad during the pendency of the studies and reconfigura- 
tion plaiming. An efficient operation would reduce the need for ex- 
ternal funding and provide consistency of competitive rail service. 
Significant opportunities exist to enhance D. & H. operations and 
service, thereby reducing the need for public funding. These oppor- 
tunities are significant. I might mention to you, at this point, in my 
judgment, the D. & H. since the initiation of the final system plan, has 
never operated as the plan intended, or Congress had intended it to 
be, in terms of a significantly competitive element to ConRail. 

Mr. RODNEY. I thought that was the whole purpose of it ? 
Mr. SHOEMAKEB. It was the purpose of it and it does provide partial 

competition, but even in the limited markets where D. & H. presently 
competes with ConRail, the structuring is flawed to the extent that I 
am not as proud as I would like to be of the relative abilities D. & H. 
has to provide competitive service. The point is, these are correctable, 
and we will be proceeding with those efforts and recommendations to 
identify those means and we will come up with specific recommenda- 
tions, shortly. 

Mr. RooNEY. The blue line there was your original 700 miles. Is that 
correct? 

Mr, SHOE>IAKER. That is correct. 
Mr. RooNEY. And the yellow line is the additional 950 miles? 
Mr. SHOEMAKER. That is correct. 
Mr. RooNEY. It seems to me that blue line—you are operating an 

area—Scranton, Wilkes-Barre, Binghamton, where you lost $5i/^ mil- 
lion from anthracite coal down to $1/2 million—the opening of that 
line to the west, to Buffalo, and the south, to Washington, Phila- 
delphia, the beautiful area of Bethlehem, Pa., I would think that 
would be a very profitable market for you ? 

Mr. SHOEMAKER. It potentially is but I want you to keep in mind 
that the D. & H., as structured, other than Bethlehem, Pa., the D. & H. 
has no routes to serve any of the communities on those expanded lines 
except extremities and even those rights are in some cases still under 
dispute because they have never been clarified relative to the intent of 
the final system plan. 

Mr. RooNEY. Tell me something about the Allentown/Bethlehem/ 
Easton area. You serve that point, don't you ? 

Mr. SHOEMAKER. Yes; we serve it but via a contractual arrangement 
that has never been put technically in place where ConRail handles 
D. & H. traffic from Allentown Yard to and from Bethlehem plant 
operations in Bethlehem. Much of the execution of the final system 
plan at key points involve not only D. & H. running over ConRaiil but 
ConRail providing terminal services, either switching interchange, 
industry switching, in effect, handling their competitor's business. 
Now, I am not picking at ConRail about that. All I am simply de- 
scribing is that I think in reality that is a flawed planning operation. 
If, in fact, the only significant competitor of ConRail got a signifi- 



115 

cant opportunity to control its own operations and service, and that 
is exactly what happens at a place like Allentown, Bethlehem, and 
it also happens in Buffalo  

Mr. RooNEY. I don't understand. What do you ship from Buffalo 
to Bethlehem? 

Mr. SHOEMAKER. Well, various miscellaneous materials needed by 
a steel company. Most of our business with Bethlehem Steel at Beth- 
lehem is structural steel, outbound business. And, in fact, the Bethle- 
hem Steel Plant is the only single plant D. & H. has rights to serve in 
the entire Bethlehem area, but the execution of those rights are via 
contractual arrangement where ConRail acts as D. & H.^ agent and 
handles cars from Allentown to and from Bethlehem. We have been 
working with ConRail on a number of these projects and they are not 
being currently uncooperative in trying to work out arrangements 
where we can segregate our operations to be, for a practical matter, 
legitimately competitive with each other. Over-the-road operations, 
where you share a line of road, are not nearly as potentially debili- 
tating in terms of competitive situations where one carrier or the 
other, when they are in competition with one another, try to share 
terminal operations. 

Mr. RooNEY. Would you rather go back to your own little 700-mile 
segment ? 

Mr. SHOEMAKER. Absolutely not. I say that for this reason. I com- 
pletely support USRA's testimony in that regard. Sometimes there is 
no going back and the fact there are no friendly connections left 
through which D. & H. could provide a combination of through 
routes—thereby providing competitive service to ConRail—means, in 
effect, D. & H. would be isolated in its original configuration. It isn't 
the expansion that is bad, it is the execution of the expansion, and in 
some cases, in a relatively minor form that is correctable. 

Mr. RooxEY. Is ConRail as hostile as it was previously testified it 
hasbeentoD.&H.« 

Mr. SHOEMAKER. Well, we have certainly had a past history of hos- 
tility. Currently, I think we are working out our problems well, and 
I have met with Mr. Jordan a number of times recently, and it is, 
frankly, in both of our interests to get our problems resolved. 

To go on to that third primary reason why an alternative course to 
directed service, in other words, continued USRA funding is desir- 
able—pardon me—the fourth primary reason. I would basically say— 
it starts on page 10 of my testimony, item 3, that is, basically, costs to 
the Government would be less than costs of pursuing the other option, 
which we have talked so much about already, and I must reiterate 
again, we feel confident that $15 million would provide 18 to 24 
months of continued operation. 

Item 4. There would be gi-eater flexibility in developing a long-term 
solution. Interference of a trustee and reorganization court would be 
eliminated. Planning options would not be foreclosed as they might 
be under directed service, and I think that is extremely important. We 
have two federally sponsored efforts to find fundamental means to im- 
prove ser\ace and solve some of the severe railroad problems in New 
England. A course that results in directed service, particularly a 
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course tliat breaks up the operation of D. & H. as a unit, which is a dis- 
tinct possibility, may well foreclose options that will be developed in 
those federally sponsored eastern efforts. 

Last, and perhaps most important of all, in my pei-sonal judgement, 
is that competition would not be destroyed imder that course. I hap- 
pen to be a personal proponent of competition whether it be in the 
railroad business or any other business, and frankly, I am astounded 
at the reasoning that suggests that somehow competition in the airline 
business, competition in the motor carrier business and water carrier 
business is important, but somehow it really isn't needed in the North- 
east, and I truly believe that the maintenance of the D. & H. as a com- 
petitive system, which is the only game in town in terms of the com- 
petitive structure to ConRail, is fundamental to the philosophy of a 
competitive system nationally, and I also believe that following that 
up, to go into a single ConRail, has severe national implications. 

Let me just conclude my summai-y remarks by saying that I think 
the States of New York and Pennsylvania have done their share and 
New York particularl}' has gone a second mile in terms of funding 
and even Vermont has been helpful through NERCOM funds, on be- 
half of the New England commission. I believe it is time for us to get 
on with the job of resurrecting and finding a way for D. & H. to oper- 
ate effectively. I truly believe that if any other coui-se is followed but 
continual funding through USRA out of bankruptcy, that we have a 
ix)tential disaster in terms of retaining any competitive structure in 
the Northeast. 

Thank you. 
[Testimony resumes on p. 132.] 
[Mr. Shoemaker's prepared statement and attachments follow:] 
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TESTIMONY OF KENT P. SHOEMAKER 

PRESIDENT AND CHIEF EXECUTIVE OFFICER OF THE 

DELAWARE AND HUDSON RAILWAY COMPANY 

INTRODOCTIOW 

My name is Kent P. Shoemaker, and I an President and Chief 

Executive Officer of Delaware and Hudson Railway Company (*D(H*). 

D&H's principal place of business is 40 Beaver Street, Albany, 

New York 122207.  Our Company employs approximately 2000 people. 

DtH today is an operating system of approximately 16S0 miles 

(See attached map).  It owns about 700 miles of its own trackage, 

as it has foe more than ISO years, in New York, Pennsylvania and 

Vermont.  Since April 1, 1976, D&H has operated an additional 950 

miles of trackage and has extended its operations to Maryland, 

New Jersey and Virginia.  All but about 50 miles of this new track- 

age consists of operating rights on trackage originally conveyed to 

Consolidated Rail Corporation ('Conrail').  Both Conrail and DtH 

acquired their interest in the latter trackage under the Final 

system plan issued by United States Railway Association 

under the Regional Rail Reorganization Act of 1973. 

In my testimony today I will address the following questions: 

1. What is the present financial condition of the DiH? 

2. How did we get into our present financial difficulties? 

3. What are the options available? 

4. Where should we go from here? 

THE PRESENT FINANCIAL CONDITION 

The D&H is in a perilous financial condition.  On August 2, 

1978 the United States Railway Association (USRA) refused to ex- 

tend a requested $600,000 to the DtiH.  The $600,000 was part of 

a drawdown on the remaining $2.7 million dollars of a $30 Mil- 

lion loan from USRA to the DfcB.  It is clear fron our current 

financial projections that DSH will require external financing 

in order to remain financially solvent during the period neces- 

sary to conclude government studies directed towards a long-term 

solution to the problems of the the railroad. 
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The inmediate effect of DSRA's refusal to advance further 

funds to D(R Is that the DtB Is without credit. Our current 

projections of our cash position are such that we could operate 

to November or December without external financing.  However, the 

DfcR Board of Directors is likely to petition for reorganiza- 

tion under section 77 of the Bankruptcy Act long before the 

cash runs out if there is little or no prospect for external 

financing.  The D6H Board could take such action as early as 

August 18, 1978 — the proposed date of its next meeting. 

HOW THE DSH ARRIVED AT ITS PRESENT FINANCIAL CONDITION 

The causes of Northeast and Midwest railroad ills have 

been thoroughly studied.  I need not rehash with this Sub- 

committee the historical, governmental, industrial, labor and 

managerial reasons for the financial collapse of numerous 

railroads in the Midwest and Northeast.  Suffice it to say 

that the DtH, while not enjoying the greatest financial 

health, survived as a profitable railroad during a period of 

tine which saw seven other railroads in the region petition 

for reorganization. 

Congress recognized the uniqueness of the DtH and of the 

financial problems that would confront the Company as it began 

competing with the legislatively created Conrall.  Therefore, 

Congress made the D&H eligible for financial loans under sec- 

tion 211 of the Regional Rail Reorganization Act (3 R Act). 

DtH took advantage of this eligibility by applying for a 

$26 million loan to be used for debt restructuring, locomotive 

acquisition and the purchase of minor line extensions.  With 

this loan the DtR hoped to be in a position to serve its 

historic role as a bridge carrier between the South and West 

and New England and Canada and compete against the giant 

legislatively-created Conrall. 
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A series of events then occurred which brought the DtB to Its 

present precarious financial situation: 

1) Two weeks before the Final System Plan was to be approved 

it had to be aborted in part.  Under the proposed plan Chessie, 

assisted by the DfcH, was to extend lines into the Bast and become 

the primary conpetltor to Conrall.  But at the last minute Chessie 

backed out, leaving the government without a Final System Plan. 

2) As a result the U.S. turned to the D&H, which was at its 

nercy. The U.S. proposed to the D&H that it become the competitor 

to Conrall and assume the role envisioned for the large and finan- 

cially healthy Chessie.  To 'encourage' the D(H to agree to go a- 

long with this hastily conceived new Final System Plan, the govern- 

ment rejected the D&H's initial request for a loan which would have 

allowed the railway to restructure its debt and be in a position to 

compete with Conrail as a bridge carrier.  Instead, USRA said it 

would give DtB a loan if DtU agreed to undertake a large part of the 

service originally proposed for the Chessie.  In effect, the govern- 

ment gave the D&H no choice.  If DtH refused to accept the role pre- 

scribed for it by the government under the new Final System Plan, 

it could die a slow death under the heels of the giant, government- 

created Conrall.  If It went along with the hastily conceived plan, 

it night have a chance of surviving and could expect to be aided in 

its efforts by the very government which had given it this Hob- 

besian choice. 

Therefore, D&H agreed to assume its hastily developed role un- 

der the Final System Plan and was transformed from a 900 mile rail- 

road to a 1650 mile railroad overnight.  To cope with this in- 

creased expansion to 1650 miles the government agreed to loan the 

DiR only two million dollars more than D&H had requested to operate 

a 700 mile system on a financially sound basis. 

I have attached as Exhibit A to my statement a detailed 

history of the USRA loan agreement, its purposes, and its de- 

ficiencies.  For present purposes, I will simply make the 
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following points: 

- USRA was unwilling or unable to grant Dm the 
funds which D&H had stated were necessary to 
refinance safely its original 700 miles. 

- The $2.0 million added to the loan to cope 
with the Chessie-related extensions of an 
additional 950 miles was woefully inadequate. 
Although the additional route miles operat- 
ed by D&H as the result of Chessie's declina- 
tion more than doubled those that would other- 
wise have been operated> the loan was in- 
creased by a little more than seven percent. 

- Compounding the inadequacy of funding, DtB's 
debt structure was doubled.  Prior to the 
line extensions, D&H's debt was a modest 
$24 million, primarily for equipment.  Under 
USRA's plan, D&H assumed total liabilities 
of S57 million, including the $28 million 
provided by the USRA loan.  The result is a 
heavy cash drain for debt service of well 
over $5.0 million annually in the 1976-80 
period and well over $7.0 million beginning 
in 1981.  Under D&H's loan proposal, debt 
service would have been only $1.3 million in 
the early years and $4.0 million annually 
in the 1980s. 

Did emerged from the Final System Flan with weaknesses apart 

from a tenuous financial structure, among which the following are 

prominents 

1.  Inadequate route structure.  The route structure contem- 

plated by the plan has been burdensome to D&H in the following 

respects: 

- Vlhile planning for D&H was premised on the 
principle that D&H needed access to major 
markets to compete effectively, the reality 
of the route extensions did not, in fact, 
provide new market access to any signifi- 
cant degree.  D&H expansion was accom- 
plished primarily through overhead operat- 
ing rights to reach friendly rail connec- 
tions.  D&H was not given the right to 
serve sources of possible new traffic on 
these extensions except for limited ser- 
vice to a yard point [Oak Island) in the 
New York metropolitan area and one Bethle- 
hem Steel Plant. 

- Traditionally, a significant portion of D&H's 
traffic originated or terminated on friendly 
connecting railroads which were absorbed by 
Conrail.  D&H traffic extensions did not 
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provide new traffic sources to offset the traffic 
losses to Conrail. 

- D&H's resulting routes are more circuitous and have 
less favorable grades in comparison with Con- 
rail's.  This is true for all major markets 
where D&H and Conrail are competitive. 

2.  Lack of operating control. 

- Under the Final System Plan, almost 50 per- 
cent of D&H main line train operations 
use Conrail lines and facilities.  Conrail, 
a major competitor of D&H, maintains and 
provides supervision on these lines and 
operates the major yards that provide term- 
inal handling of Di>H traffic. 

- In effect, Conrail is controlling the service 
quality of much of its main competitor's traffic. 

Notwithstanding the above infirmities, D&H sought aggressive- 

ly to operate its new rail structure successfully.  However, de- 

spite our efforts and some initial successes the infirmities 

could not be overcome.  These infirmities were accentuated by 

other events. 

The bitterly severe weather of January and February, 1977, had 

its impact on D&H when the freight service through Buffalo came to 

a stop.  The DSH incurred losses in the first tvo months of that 

year of S3.3 million, or 97 percent of the total loss incurred for 

the first six months of 1977.  (Conrail is reported to have lost 

in excess of $100 million as a result of the harsh winter.)  This 

staggering and unpredictable major loss was the first, and in many 

respects, a precipitating factor of, a series of events which have 

brought D&H to its present precarious financial position. 
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The events of February 1977 stimulated an austerity progran. 

After a careful study, OtB concluded that it was Incurring an an- 

nual loss of about $3 Billion in conjunction with its netropoli- 

tan New York (Oak Island] operations.  USRA concurred with DtB's 

conclusion that it should immediately withdraw from this service 

and let Conrail handle the traffic.  In fact. USRA did more than 

concur in DtH's conclusion that it should inmediately withdraw froa 

this service and let Conrail handle the traffic.  USRA made it 

plain that it would not accelerate an additional $2 million draw- 

down unless D&B withdrew from Oak Island and made other internal 

changes. 

For the balance of 1977, there were additional stringent 

cost-cutting measures at a sacrifice of service quality which, 

not unexpectedly, had the effect of decreasing traffic volumes. 

As is well known, the winter of 1977-78 was again severe, with 

predictable consequences on revenues. 

These events occurred against a background of continual re- 

evaluation by USRA when DiB did not produce revenues which had 

been forecast.  Consequently, since at least as early as the 

spring of 1977 until the present time, D(B has operated in a 

constant atmosphere of crises as USRA deliberated whether to ad- 

vance the further funds provided in the loan agreement and to 

readvance $7.5 million made available through a refinancing of 

the locomotive indebtedness as part of a guarantee by the Secre- 

tary of Transportation under Section 511 of the Rail Reorganiza- 

tion and Regulatory Reform Act of 1976. 

In March and April of this year, D«B operated near or 

better than its business plan. Traffic has subsequently fal- 

len below projections, and we are convinced that this is, in 

part, due to the unfavorable publicity caused by the continu- 

ing USRA deliberations as to whether to continue to advance 
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funds to DtB as well as the effect of unanticipated strikes 

affecting the H«N and Important traffic-generating shippers. 

As mentioned above, the refusal of USRA on August 2, 1978, 

to advance the remaining portion of the $30 million loan has 

precipitated the latest crisis. 

OPTIONS AVAILABLE 

All parties agree that the only long-term option for the 

D«H is to return to the drawing boards and seek an overall 

solution to the Northeast railroad situation. DOT and USRA : 

are in favor of pursuing this course of actipn.  USRA is 

studying the reconfiguration in cooperation with the New 

England Regional Commission.  In addition, the Department of 

Transportation is undertaking a merger, consolidation, and 

unification study under authority of section 401 of the 

4-R Act. 

There are basically two short-term options.  The first 

option is to continue extending loan funds to the DfcB until 

the studies are complete and a long-term solution is worked 

out. This approach would call for amending section 211 of 

the 3-R Act so as to permit the USRA Board to continue to ad- 

vance DtR the loan funds.  DtB could operate the railroad 

free from the crisis environment of the past and free of 

the complications of a bankruptcy trustee and court. 

The second option is to have the government wash its 

hands of the DtB situation that it has been largely re- 

sponsible for creating. Under this option, DtB would be 

forced to petition for reorganization and operate the rail- 

road for a month or two. The Federal Railroad Administra- 

tion has indicated that Emergency Rail Service Act guaran- 

tees would not be available. Thus, after a month or two, 

DtH operations would cease and the ICC would direct other 
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carriers to operate D4B lines for the next 240 days. 

After 240 days, directed rail operations would cease and the  • 

government would be forced to come up with another emergency plan 

for transferring the lines of the D&H In much the same way the 

government came up with a new Final System Plan when the Cheasi* 

System backed away froa the original Final System Plan. 

FUTURE DIRECTIONS 

Apparently, the Department of Transportation has chosen to 

pursue option number two, the bankruptcy option.  FRA will 

testify here today In favor of bankruptcy and directed service 

and argue for picking up the pieces in a crisis environment 

following the 240 days of directed service by hastily exercis- 

ing its supplemental transfer authority.  Lines not transferred 

could be supported by the States and the Federal government 

under the branch line subsidy program.  Pursuit of this option 

seens particularly anomalous in the light of the government's 

long-tern studies Involving the OtH's lines.  It is quite pos- 

sible that the use of DtB facilities to suit the exigencies of 

directed service will foreclose options otherwise available to 

long-range planners.  In other words, the short-term option will 

prevent a long-term solution. 

These are the questions that should be asked: 

1. Bow much will directed service cost the taxpayer? The 

ICC has estimated that such service would cost upwards of $15 

Billion dollars for a 240 day period. 

2. Nhat will directed service cost the shipping public? 

Directed service has never been attempted on any large scale. 

Some transportation experts believe It will be unworkable 

and lead to severe service disruptions and significant loca- 

lized unemployment. 
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3. Qot( much will the trustee and reorganization court com- 

plicate any attempted supplemental transfers or other post-direct- 

ed service proposed solutions? Might not a restructuring plan 

following directed service—particularly one hastily conceived— 

be frustrated by a reorganization court? 

4. Who will bear the costs of rail and other labor disloca- 

tions? Under title V of the 3-R Act a protected employee is an 

employee of an acquiring railroad adversely affected by a transac- 

tion which is any action taken pursuant to the provisions of the 

3-R Act.  Cannot D(H employees argue they have been adversely 

affected by a transaction and are entitled to the protections 

under title V7 Row will such arguments impact the viability of 

supplemental transfers or impact taxpayers? 

5. Could the government's use of directed service result 

in D&H being operated by several carriers? Could this , in turn, 

deny the shipping public the competitive service mandated 

under the 3-R Act? 

I believe the directed service course that the Department of 

Transportation recommends is improvident both from the standpoint 

of protecting the taxpayers' pocketbooks and from the standpoint 

of developing a sound rail transportation system in the Northeast. 

If option one (continued USRA funding discussed above) were 

pursued, the following advantages would obtain: 

1. The management of DiH could concentrate on running an ef- 

ficient railroad during the pendency of the studies and planned 

reconfiguration.  An efficient operation would reduce the need for 

external funding and provide consistency of competitive rail ser- 

vice. Significant opportunities exist to enhance D&H operations 

and service, thereby reducing the need for public funding. 

2. Economic disruption resulting from cessation of 

operations of the D&H would be avoided. 
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3. Coats to the government woald be IMS than costs of pur- 

suing the othct option. Loans (aa opposed to outright grants tot 

240 days ot directed service) in the neighborhood of $15 million 

should carry the DtH through the period of study and reconfigura- 

tion (18-24 aonths).  The estinate of $1S Billion for directed 

•atvlce would provide only 240 days of service. Other directed 

service costs associated with rail and other labor dislocations 

would be elininated. 

4. There would be greater flexibility in developing a long- 

tena solution.  Interference of a trustee and reorganization 

court would be eliminated. Planning options would not be fore- 

closed aa they aight be under directed service. There would be 

time to complete all studies and plan carefully for restructuring. 

5. Competition would not be destroyed. 

The states of New York and Pennsylvania have done their 

share.  New York particularly, has gone a second mile.  At this 

stage, however, the only branch of government that can now pr^ 

tect the Aaerlcan taxpayer and shipping public Is the United 

States Congress.  Legislation to enable USRA to continue to pro- 

vide external funding to the D&H must be immediately forthcoming 

if we are to avoid pursuing a short-term option which would pre- 

vent a long-term solution.  On behalf of the management and 

employees of D(tl, our shippers, and American taxpayers, we urge 

Congress to take immediate action to secure the legislative solu- 

tion being proposed by Congressmen HcOade and Banley. 

I think enough damage has been done, and that the time has 

come to keep the railroad in place and to encourage shippers to 

move traffic on it.  I believe recent experience confirms this 

judgment.  Penn Central's cash-starved properties deteriorated 

during reorganization despite emergency grants of public funds. 

Conrall and the American taxpayer are now paying the 

price as Conrall faces a monumental effort to rehabilitate 

line and equipment.  DiiH's problems are on a much smaller 

scale, but the fundamental problem is the same. 

I appreciate the opportunity of appearing before you, 

and I would be pleased to answer questions. 
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REVIEW OF FINANCIAL TRANSACTIONS 
RESULTING FROM D&H/USRA LOAN AGREEMENT 

AND APRIL 1. 1976 CONVEYANCES 

On October 11, 197S, the Delaware and Hudson Railway Company applied to the 
United States Railway Association for a loan to total {37,584,006. The application 
specified that the requested proceeds were to be used as follows: 

Locomotive purchase and line acquisitions        $ 7,954,000 

Refinancing of principal and interest 
payments on indebtedness (excluding lease 
payments) coming due for 1976-1983 29,630,006 
(A proposed new maturity for the refin- 
ancing was set at December 31, 1995) 

The proposed repayments schedule was designed to provide significant debt service 
relief in the early years as shown below for 1976-1979 (1n subsequent years the new 
debt service would be higher): 

Existing Proposed        Amount of 
Debt Service       Debt Service Relief 

1976 $5,065 million      $1,405 million     $3,660 million 
1977 5.154 million       1.973 million      3.181 million 
1978 5.362 million       2.575 million      2.787 million 
1979 3.379 million       2.964 million       .415 million 

It should be emphasized that this refinancing, and the debt service relief to be 
generated by it, was the primary purpose of the application. The D&H debt structure 
at the time was relatively modest, but was bunched Into a short time period. The DJH 
application contemplated no significant increase in the debt structure {other than for 
the locomotives), only a lengthening of the payment period. Further, it did not con- 
template changes in the operating structure of the DiH, other than a few very minor 
line acquisitions designated to DSH *.-.  the Final System Plan. 

Following the analysis by the USRA staff, the Association's Board of Directors 
authorized on January 8, 1976 a loan of $26.0 million rather than $37.6 million, pay- 
able over four years on a schedule essentially similar to that requested by D&H and 
for the purposes requested. Contrary to the request of D&H, however, there were to be 
no drawdowns for 1980-83 as the projections developed by USRA suggested D&H would be 
sufficiently profitable by that time to make them unnecessary. This resolution required 
that D&H accept minor Hne acquisitions contemplated in the application and the imple- 
mentation of the Industry structure outlined in the Final System Plan. 

Subsequently, when the Chessie System refused the extensive designations made to it, 
the D&H loan had to be reconsidered. At a meeting of its Board of Directors on February 
19, 1976, the Association reaffirmed a $26.0 million loan to D&H, but now conditioned it 
upon the acceptance by D&H of trackage rights to Buffalo, NV, Philadelphia, PA, and 
Potomac Yard. The USRA staff stated that the longer hauls inherent in the trackage 
rights would provide additional revenues and thus enhance D&H's ability to repay the 
loan. No analysis of the profitability of such additional revenues was presented by 
USRA to D&H. 

D&H decided it must accept the trackage rights because, if the former direct access 
to the Chessie (via RDG) and NSW (via EL) systems were not continued, most traffic former- 
ly interchanged with those systems (except that originating or terminating on DiH) would 
be lost and because D&H could not absorb the heavy traffic losses it assumed would result 
from loss of its friendly connections. This conclusion was not based upon detailed 
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traffic diversion studies, and time was not sufficient to permit other than simple 
revenue-cost calculations of the effect of operating the new lines. DiH concluded 
that It had little alternative other than acceptance of the major traffic extensions 
(Wllkes-Barre (Dupont) - Allentown, Binghamton - Buffalo). While It was not clear 
that additional trackage rights, such as those to Oak Island and Potomac Yard, were 
necessary, D&H accepted these additional designations as a condition to the loan. 

Reflecting the impact of the new configuration on working capital requirements, 
the nature of the loan was now changed from that originally contemplated in the loan 
application. Rather than Increasing the total loan to reflect additional working capital 
needs and expected first year losses, the USRA Increased the amount of drawdown in the 
first year from $14.0 million (authorized January 8) to $20.0 million, thus reducing 
drawdowns in later years and changing the use of proceeds of the $6.0 million differen- 
tial from debt refinancing to working capital. 

Following this Board action there ensued a frantic two-week period during which 
the D&H sought to convince USRA of the need to Increase the loan size, both In light of 
the original requested purposes and of the uncertainty of the financial demands likely 
to result from operating the larger system. Additionally, negotiations were conducted 
to arrange for conveyance of additional equipment required by the increased operating 
size. Finally, the DIM  requested additional designations and traffic solicitation rights 
to help ensure profitable operations on the new lines. As designated on February 19, DiH 
was only given the opportunity for longer haul of any existing traffic It could preserve 
for Itself. It was not given the right to solicit traffic along these new lines. Recog- 
nizing that under the new Conrail structure D4H would lose many friendly connections, DiH 
requested the following from USRA: 

. Overhead trackage rights between Allentown, PA and Oak Island Yard, NJ 

. Access to Bethlehem Steel traffic 

. Access to CNO traffic previously designated to Chessle 

. Trackage rights from Oak Island to Greenville and the car floats 

. Interchange rights at Bound Brook and Oak Island Junction 

. Trackage rights to Port Newark, and 

. Erie Lackawanna stock In Trailer Train Corporation 

At Its Board meeting on March 3, 1977, the Association dealt with these Issues. 
The Board denied all additional requests for trackage and other rights (outlined above) 
except for access to Bethlehem Steel and trackage rights from Allentown to Oak Island 
Yard for TOFC/COFC traffic only. 

Additionally, the Board approved an increase in the total loan to $28.0 million 
(still conditioned upon acceptance of the previously offered trackage rights), and 
changed the drawdown schedule to provide for $23.0 million to be drawn down in the first 
year and only $5.0 million in subsequent years. Although the Board granted only a $2.0 
million Increase In the loan size, DiH had submitted on February 22 financial projections 
based on the new system which indicated an additional cash need of $9.0 million over the 
$26.0 million loan previously authorized. This increase was refused. The use of the 
proceeds of the approved amount was to be: 

1976 

- Locomotives and acquisition of rail properties 
pursuant to the Rail Act $ 7,959,248 

- Repayment of amounts due on Indebtedness 4,360,000 

- Working Capital 10,680,752 

Subsequent Years 

- Repayment of amounts due on Indebtedness 5,000.000 

$28,000,000 

Finally, the Board approved conveyance of encumbered equipment to DSH under 
conditional sales agreements or leases. This caused a dramatic increase In OtH's debt 
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loan, and thus cash requirements, represented by this equipment.    In accepting this 
equipment DW accepted principal and lease payments totaling $28.9 million over and 
above the loan Itself.    Again, there was little or no analysis by U5RA or MH to sub- 
stantiate whether the new trackage rights would be sufficiently profitable to justify 
this huge new amount of equipment debt.    The sum Involved was about double the equip- 
ment debt and lease obligations DiH held prior to entering into the USRA loan transaction. 

To gain perspective on the Impact of the USRA loan and trackage right designations 
on DSH at conveyance date. It Is worthwhile to sumnarlze the evolved form of the USRA 
transactions at that date In comparison with that originally contemplated 1n the Loan 
application: 

. Instead of a $37.6 million loan, D&H assumed total liabilities of 
about $57.0 million, representing a very large Increase In Its debt 
structure.    This debt resulted In a heavy annual cash drain for debt 
service totaling well over $5.0 million annually In 1976-80 and well 
over $7.0 million beginning In 1981.    These amounts should be compared 
(see page one) to the loan application proposal which expected debt 
service of $1.0 - 3.0 million 1n the early years and over $4.0 million 
subsequently.    (Although difficult to calculate. It Is appropriate to 
add to the debt total above a capitalized value for that portion of 
trackage rights payments to Conrall which represents a return on invest- 
ment to Conrall.) 

.  Instead of primarily refinancing existing long-term debt, about 351 
of the $28.0 million loan represented assumption of new long-term 
debt to finance short-term losses and working capital needs - a 
rather questionable banking practice. 

. The assumption of new liabilities at April  1, 1976, totaling about 
$39.0 million (representing the new equipment debt of about $29.0 
million plus the working capital designations of $10.0 million of the 
$28.0 million loan - total working capital designations were subse- 
quently further Increased) was predicated on an assumption of signi- 
ficant new profitability steiming from trackage rights, which actually 
provided DiH non-conpetltlve routes and access to little new profitable 
traffic (Bethlehem plantof Bethlehem Steel).    The assumption was made 
with virtually no analysis or documentary support, there being Insuffici- 
ent time to do such analysis between withdrawal of the Chessle, from the 
planned Industry structure, and conveyance date, April  1, 1976. 

Viewed retrospectively In this light, 1t seems unlikely that either USRA or DiH 
should have proceeded with the transaction as then structured. Indeed, the original 
loan was probably Improperly premised. Having always been unofficially acknowledged 
as necessary In order to preserve some semblance of competition to Conrall, it would 
have been better to have officially Justified the loan on this basis (rather than 
questionable financial projections), and then sought to reconfigure the D&H so as to 
make It truly competitive to Conrall, and on a financially self-sustaining basis. 

Unfortunately, the desire to maximize Conrail traffic overruled   considerations 
of a truly competitive route structure.    The result has been a continuing need for 
government funds to sustain DiH.    In essence the government has bought/Is buying a fig- 
rent of coii«)et1tion.    And even If new DiH management is now able to significantly reduce 
losses, 1t is highly questionable whether DIH can ever develop a sustainable traffic 
base as now configured.    Some amount of restructuring Is necessary. 

Financial Events Subsequent to April 1, 1976 

Under the terms of the USRA loan, DiH drew down $21.5 million in 1976, rather than 
the originally scheduled $23 million.    An additional  $2.5 million was to be advanced in 
1977, $3 Billion In 1978 and a final $1 million in 1979 for a total loan of $28 million. 
Following the heavy costs associated with the seveiewlntcr of early 1977 and continuing 
losses from traffic declines and Oak Island problems, by the sutner of 1977 it became 
clear that DiH would require additional external funds over the $2.5 million already 
received.    Accordingly, the DiH requested. In July, an additional $2 million to be taken 
from the loan amounts still available for 1978 and 1979.    This request was approved by 
the USRA and the $2 million was taken down in August through October.    Continuing heavy 
losses from poor traffic, however, caused the OiH cash position to worsen critically 
such that 1t was necessary to approach again USRA and the Federal Railroad Administration 
to discuss further federal assistance. 
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DW decided to pursue the following objectives to mitigate the short-tem 
financial crisis and to reestablish a traffic base: 

1) Request deferral of the tl million In Interest due on the USRA 
loan In December. 

2) Request the remaining $2 million available under the loan, to be 
advanced also In December 1977. 

3) Request an Increase of $2 million In the USRA loan (this particular 
sum of $2 minion had recently become available for the USRA to 
reloan). 

4) Apply to the Federal Railroad Administration for refinancing of 20 
locomotives under the Loan Guarantee program of Section 511 of the 
Railroad Revltalizatlon & Regulatory Reform Act (4R Act).    The new 
obligation for these locomotives would be placed with the Federal 
Financing Bank. 

5) With the funds available froti the refinancing above, approach USRA 
and repay a $7.5 million Note due them for these same 20 locomotives 
and then request a new loan of these funds for working capital pur- 
poses. 

6) Request a study of merger possibilities by the U. S. Department of 
Transportation under Section 401 of the 4R Act, In addition to co- 
operating with the State of New York and the New England Regional 
Conmlsslon In the search for solutions to the difficult rail situation 
In the Northeast. 

DiH has concluded agreements with USRA and FRA implementing the above financing 
objectives and on December 1, 1977 requested FRA to begin a Section 401 study to plan 
unification or coordination of D8H with other railroads.    USRA agreed to the additional 
financing for 1977 and 1978 (of the J7.5 milHon in new funds which became available 
via FRA refinancing, D&H has drawn down $4.8 million leaving $2.7 which the USRA has 
now refused to advance), notwithstanding its finding that DSH had only short-term 
viability.    The Section 401 merger study request was, therefore, a key to USRA's 
conmitment of additional funds, since long-term viability was thought to be dependent 
on consolidation or merger with other lines.    In response to its requests, FRA now 
finally has before It consultant pro-osals for various aspects of the study.    At the 
same tine, USRA has Invited proposals on a "New England Rail System Restructuring 
Analysis' which would embrace a study of D&H's structure. 



132 

Mr. RooNEY. Thank you very much, Mr. Shoemaker. Is your presrait 
precarious financial condition, partially responsible for loss of traflSe 
due to the shippers looking for alternate modes of transportation ? 

Mr. SHOEMAKER. You mean, why did it now jump into a particu- 
larly severe situation? While our traffic volumes this year were some- 
what disappointing, I think they are understandable and I don't 
think, in my own judgment, it represents a continual and unending 
erosion of D. & H. traffic as has been testified here today. Basically, we 
have had a continued series of industrial strikes, particularly paper 
companies in New England which have adversely affected traffic vol- 
umes. We have had somewhat of a slow summer. The precipitating 
element that caused the current crises certainly is Norfolk and West- 
ern's strike, and there is no denying that the harm to D. & H. is 
significant. 

Nevertheless, I believe, on the whole, the comparison of this year's 
traffic and last year's, has dangerous results if you don't analyze it, 
simply due to the fact that the comparison of last year and this year 
includes 6 months of traffic to and from Oak Island for the type of 
operation that D. & H. subsequently discontinued, ^vith the just en- 
couragement of USRA, but nevertheless, that was almost 3,000 cars 
a month for 6 months, and that is half of the decline of this year 
against last year. 

Mr. RODNEY. Didn't Mr. McDade say that it could be profitable ? 
Mr. SHOEMAKER. Yes, he did, and in fact  
Mr. RooNEY. Can it be profitable ? 
Mr. SHOEMAKER. We expect to immediately return, in a big way, 

into New York, and the arrangements with Sea-Land for a new opera- 
tion, intermodal operation, have been accomplished, which will result 
in significant new profitable freight volumes for our company, and, in 
fact, I think, if that puzzles a lot of people, that wonder how can you 
handle the same kind of business and now make money when the car- 
rier was losing its shirt in the past  

Mr. RooNEY. You have an increased rate ? 
Mr. SHOEMAKER. A substantially increased rate and disciplined 

operation with less terminal services for the shipper. I think there is 
an awfully good lesson in this and that shows you how badly the ship- 
ping service really desires rail competition in a disciplined form. 

Mr. RooNEY. Discipline in your operation. You are presently, as I 
understand it, losing $600,000 a month. Do you see any way a loss of 
this magnitude can be reduced in the near future and if so, how? Also, 
I think Chairman O'Neal testified $600,000 was lost this month but 
that losses will increase in the future. Is that true? 

Mr. SHOEMAKER. I don't think it is. That is basically a philosophy 
that says our erosion problem is unending. My written testimony de- 
scribes the fact that D. & H. is not as competitive with ConRail, as the 
highway system in certain areas. The strategic problem I mentioned to 
you is directed toward improving the structural deficiencies that again 
are consistent with the FSP. We think this will have a very, very help- 
ful impact on those results. I wish I could give you the concrete num- 
bers as to what that will do. We are midway through an intensive stra- 
tegic planning effort to try to identify exactly what that will do. 
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Mr. RooNEY. Do you think that restructuring is your only hope for 
survival? 

Mr. SHOEMAKER. I think it is probable that restructuring is going 
to be requii^, but I won't even give you a complete yes to that. I don't 
know. I see so many opportunities for self-help, particularly if we can 
fit these minor structural changes that I just don't know whether 

could be that negative. 
Mr. RooNEY. You talked alx>ut your improved relationship with 

ConRail. How about Boston & Maine—how are your relationships 
with them? 

Mr. SHOEMAKER. I think excellent. In fact, we have initiated new 
services with the Boston & Maine in the last month, and cuiTently are 
involved in assessment of more such changes. After all, their interest 
and D. & H.'s are closely allied, and I guess no railroad system for the 
most part stands alone. Your destiny is really tied to each other, and 
B. & M. and D. & H.'s is certainly a common concern. 

Mr. RooNEY. How long do you think it will take to complete this 
study? 

Mx. SHOEMAKER. Our own framework will—I hope to have it done 
this year. Frankly, if we continue  

Mr. RooNEY. We have heard 18 to 24 months. 
Mr. SHOEMAKER. I see little chance of fruitful results for at least 

a year. I listened with interest to the Department's comment that 
maybe some input from those ongoing studies would be helpful. That 
would be delightful if that is the case. I can't see less than 1 year, 
1^ yeai-s, before we get overall meaningful results from those efforts. 
What I was referring to was our own efforts, where we are primarily 
looking at the extensions on the map to try to make them Avork con- 
sistent with the FSP. 

Mr. RooNE\'. This committee is going to make eveiy effort to save 
the D. & H. I don't believe that the ICC should involve itself. I think 
that you have got to get some help from the USRA and from the 
Department of Transportation. Let me ask you one final question. In 
your opinion, is it absolutely essential that Congress take some action 
this week and not wait until September to be able to—perhaps you 
might want to refer to counsel on this—to stay out of bankruptcy? 

Mr. SHOEMAKER. Well, I have already referred to counsel on this, 
as you might imagine. Frankly, I think that is exactly the case. I think 
that clearly the board, and I think properly so, has a fiduciary respon- 
sibility to not let the casli erode to the point where a court might not 
have funds to continue essential public services while the court assesses 
its alternatives, and that is very, very blunt, but that is how I see it. 

Mr. ROONEY. AS chairman of this committee, I c^n assure you we 
will make eveiy effort to keep you out of bankruptcy. We will make 
every effort to keep the ICC out of designated carriers, and hopefully, 
before Thursday evening, you might have a solution. 

Mr. SHOEMAKER. Thank you, sir. 
Mr. ROONEY. Thank you, Mr. Shoemaker. You made a very capable 

witness. 
Our last witness will be Mr. Alan G. Dustin, president of the Boston 

& Maine Corp. 
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STATEMENT OF ALAN G. DUSTIN, PRESIDENT, BOSTON & MAINE 
CORP., ACCOMPANIED BY WILLIAM J. RENNICKE, ASSISTANT 
TO PRESIDENT; AND RAY CHAMBERS, WASHINGTON, D.C. 
REPRESENTATIVE 

Mr. DusTiN. Thank you, Mr. Chainnan. I have with me today Mr. 
William J. Rennicke, my assistant, and Mr. Ray Chambers, our Wash- 
ington representative. I have a pi-epared statement to submit, and as 
you review it you will note that a good deal of the information in 
my prepared statement has been pretty well covered today. However, 
I would like to zero in on certain points that I think are most impor- 
tant and add other items that 1 think might be pertinent to the 
discussions we have had today. 

I have had the priviliege of spending some 21 years of my career 
in \iarious capacities on the D. & H. Railroad between 1947 and 1968, 
and the last 4 years I have been president and cliief executive officer 
of the Boston & Maine Corp., wnich is an important connection to 
the D. & H. and convei-sely the D. & H. is an extremely important 
interchange connection with us. The I). & H. has been one of the 
largest volumewise interchange points for the B. & M. over the years. 

I do appreciate the opportainity to prestmt testimony to the House 
Commerce Subcommittee today. I would like to take the opportunity 
to give you a little basic background of the B. & M. so you might bet- 
ter put us in prospective and how our financial condition might relate 
to the other carriers in the Northeast. 

We were talking a little earlier about the stigma of bankruptcy. 
We have suffered nom that over 8 years, having gone into bankruptcy 
in 1970. We have consistently lost money since 1957, 21 years. Unlike 
D. & H. and ConRail, however, we have not borrowed or received 
grants of any amount fix>m the U.S. Govennnent. We have been 
fortunate to receive over $31^ million in labor grants from the New 
England Regional Commission during the past 3 years and a $2 mil- 
lion grant from the State of New York last year for the reliab of 
one of our major yards and part of our main line in New York State. 
However, our cash is tenuous and fi-om time to time becomes critical. 

Mr. RooxET. And you pay no taxes? 
Mr. DcsTix. No, sir. Section 77 relieves us from making fixed 

charges on our Ijonded indebtedness. 
Mr. RooxEY. How much does that amount to a year? 
Mr. DrsTix. $4 million on our bonded indebtedness and we are re- 

lieved of about $3 million a year in property taxes, but we have to 
acci-ue it and all of our income statements and reports to the ICC and 
others include this on a fully accrued basis. 

I might say we are almost up to date on settling with all of the 
communities for back taxes and in some instances current taxes on a 
two-thirds basis for those conmiunities that would accept two-thirds 
settlement. We have reduced our tax liabilities through this method 
over the past 3 yeai-s from $19 million to about $7 million, by using 
funds from property sales primarily to the Massachusetts Bay Tran- 
sit Authority. 

The only access we have to the outside world, domestically, is via 
ConRail and the D. & H. Both railroads that are obviously troubled. 
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We need a healthy interchange partner at Mechanicsville served 
by the D. & H. Without the D. & H., we would be completely captive to 
ConRail. Although we get along well with ConRail, we recognize the 
problems tliey have and we don't fe«l comfortable in the role that they 
play. If we were captive to ConRail, their philosophies with regard 
to an interchange partner might change. 

We walk a peiilous line. We have no funding available to use in the 
event we run out of cash. In a bankruptcy situation, if we do run out 
of cash and can't meet our payrolls, we shut our doors and throw our- 
selves upon the mercy of the ICC. Bankniptcy, in my judgment, is 
not the solution that the D. & H. should be looking for even on a tem- 
porary basis, and in my judgment, it would be temporary, because 
bankruptcy provides relief fi*om paying certain obligations on a 
monthly basis, taxes and fixed charges. Relief to the D. & H. from 
having to pay taxes and fixed charges, in my judgment, wouldn't pro- 
vide enough cash to permit them to continue on. I think, witliin a few 
short months, they would probably run out of cash in a bankrupt 
situation and then face the prospects of liquidation. Section 77 of the 
Bankruptcy Act, which places you under the jurisdiction of the trus- 
tees and the court perhaps has been beneficial and was designed to be 
beneficial for railroad reorganizations, but in my judgment, it is an- 
other layer of redtape. It creates more delay in having to go before 
the court for even mmor decisions, to say notliing about important or 
major decisions. It is a time consuming, expensive, delaying situation. 

Perhaps when the Bankruptcy Act was passed years ago it served a 
proper purpose, but what has happened to ConRail or what has hap- 
pened to Penn Central and the other components of ConRail indicates 
very clearly section 77 of the Bankruptcy Act doesn't meet the modem 
situations of the railroads in the Northeast, because it places you vm- 
der the jurisdiction of the courts, and the fact that the court has an 
obligation and often considers the highest priority, to protect the in- 
terest of the creditors, as compared with a railroad manager like my- 
self who is more interested in serving the public by carrying out an 
eflScient railroad operation. It is an easy step to go from bankruptcy 
into liquidation, if the court feels that this has to be done to protect 
the creditors' interest, bondholders or other secured creditors. 

I would think, if the D. & H. were placed under the jurisdiction of a 
court, and they did run out of cash, it might be the election of the 
court not to take the directed service option, but rather to go for 
liquidation, which I think would be the woi-st course. Any control by 
USRA or the FRA, through a bankruptcy and placement under the 
jurisdiction of the court, I tliink, would be relatively small because the 
jurisdiction would be totally under the court and the trustees. 

To get to another area, the final system plan, one of the requirements 
of the final .system plan was there sho\ild be two competing railroad 
systems in the Northeast, and I would like to quote what I consider 
to be a pertinent part, including the foreword of the final system plan, 
which relates to tne B. & M. and the D. & H., and I quote: 

The preservation of competition requires specific steps either to bring other 
carriers into the area, or create two carriers out of the banlirupt railroads to 
provide a level of competition; alternative through service between New England 
and the west and the south could be provided effectively by extensions of the 
D. & H. to the junction point served by one of these two carriers—either the 
Norfolk and Western or the Chessle System. 



136 

That ends the quote. The final system plaji provided for extending 
roads to meet the D. & H., and partly extension of the D. & H. on a 
modest basis to reach friendly connections. It provided for two com- 
petitive systems in the Northeast. Even before ConRail came into be- 
ing, there was major changes because Chessie failed to carry out their 
part of the final system plan ijnplementation. I think we are all fa- 
miliar with the reasons, but the final system plan, as it was presented, 
was adopted by the Congi-ess of the United States in November 1975, 
and in my judgment, that was a mandate to have two competitive rail 
systems in the Northeast. Whether I am right or wrong, it seems to 
me if there is going to be the elimination of the D. & H. through one 
cause or another, which would eliminate two competitive systems in 
the Northeast, this should be a decision for Ck>ngress. 

I might say that the anthracite handling of coal by the D. & H. was 
not essential to their profitability. Anthracite movements on the D. & 
H. pretty well dried up between 1955 and 1960. The D. & H. continued 
making very good profits through 1968, strictly on traffic, without any 
heavy volume of anthracite, without any heavy volume of coal, period. 

In 1969, which was really the last good financial year, their net 
income was $314 million on revenues of $45 million, which is pretty 
good. Their collective losses since 1969 have reached a total of $17i^ 
million through the end of 1977. It is no mere coincidence that their 
future changed aibruptly at the time the Penn Central merger of 
1968 was being carried out. The loss of interchange traffic from the 
Pennsylvania Railroad at Wilkes-Barre or Buttonwood, Pa., over 
the jointly owned track, at that point, which was a direct result of the 
Penn Central merger, ^vas devastating to begin with on the D. & H. 
They lost around 300 carloads a day, and then add to that the loss of 
the rest of their friendly connections when ConRail came into being; 
namely, the Lehigh Valley at Binghamton and Wilkes-Barre, the 
CNJ at Wilkes-Barre, which was fed also through the Reading Rail- 
road, and another important one, the Erie Lackawanna, which pro- 
vided a direct i^oute between Binghamton and Chicago. That route 
was substituted by Binghamton to Buffalo, a more circuitous and 
time consuming route, and over tracks owned by ConRail. These have 
all been pretty well covered today by a number of witnesses. 

It is important to recognize that the D. & H. is pretty much a 
victim of circumstances, almost totally beyond their control. The 
competitive railroad system as envisioned by the final system plan 
obviously has not materialized either through the D. & H. or ConRail. 
Today, the D. & H. finds itself with twice as much railroad and a 20 
percent drop in traffic. Loss of shipper confidence has recreated a 
loss of traffic between ConRail and the D. & H., and this has created 
a loss to us, too, because we share traffic with these carriers. I don't 
say this in a derrogatory manner. As I mentioned before, this is com- 
pletely beyond the control of the D. & H. If you lose an essential 
part of your traffic and you are in the transpotration business, obvious- 
ly, you are going to have financial troubles, and this is what has hap- 
pened to the D. & H., the B. & M. and ConRail as well. We all suffer 
the same ills. To put this decline in perspective and illustrate the ad- 
verse effect it has had on the B. & M.: During the first 6 months of 
1974. the B. & M. received 53,000 carloads from the D. & H. at 
Mechanicville, N.Y., our only interchange point with them. We 
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received about 28,000 carloads or a 57 percent decline—this should be 
noted as a correction in my prepared statement—during the first 6 
months of 1978, and that is another correction on my prepared state- 
ment. It should be 1978 instead of 1974. During the first 6 months of 
1978, the B. & M. delivered to the D. & H. at Mechanicville 13,000 
carloads, compared with a total of 25,000 carloads for the same 6 
months period in 1974, or a 49 percent drop. Obviously, no industry 
can suffer that kind of loss without having a major impact on its finan- 
cial and physical viability. 

Where has all of the business gone? It certainly has not gone to 
OonRail. Our business with ConEail is off about 20 percent. It is my 
belief that the rail traffic that has not been diverted onto the highways, 
which is really our primary competitor, has been diverted through 
Canada. The Canadian superior routings, and a higher degree of 
service reliability, have syphoned off a great deal of the overhead 
business that used to be enjoyed by the U.S. carriers. 

Mr. RooNEY. Tell me something about this. You say that the Cana- 
dian companies are syphoning off your traffic ? 

Mr. DusTiN. It is traffic that is competitive. 
Mr. KooNEY. Where does your traffic go to ? 
Mr. DusTiN. There is a good deal of traffic that originates in Maine. 

Maine is a heavy originating State from the standpoint of high 
valued material, paper, paper products, lumber, lumber products. 

Mr. RODNEY. So it goes to Brownville ? 
Mr. DtfsTiN. Brownville, or it could go up the mountain division 

of the Maine Central. 
Mr. RooNEY. Where does it come back into the United States ? 
Mr. DusTiN. Usually around Detroit. See the State of Maine, ob- 

viously, sticks up into the confines of Canada, so the Maine railroads 
don't have this competitive factor. D. & H. and ConRail primarily 
do have this competition. The Maine railroads can handle traffic to 
and from the Canadian railroads just by going due west through 
Canada back into domestic United States. Our only service route, dis- 
tance wise and revenue wise, division wise is through Mechanicville 
to the D. & H. and Rotterdam to ConRail. We don't have the good 
option of going there through Canada. It hurts us. Canadian railroads 
are good managers. They have excellent properties and have a lot 
more freedom to do what they think should be done than the domestic 
carriers in the United States, but it does take a lot of money away 
from the domestic carriers, ConRail, D. & H. and B. & M. on traffic 
that goes through Canada. 

Conversely, the eastbound is in the same situation. Mr. Claytor was 
mentioning this a little earlier and I am glad to see what his attitude 
is toward this because right now the N. & W., who controls certain 
traffic interchanges, handles a considerable amount of traffic through 
the Detroit gateway to and from the Canadian railroads, and we 
would like to see them exert whatever influence they might have to 
handle this domestically through the D. & H. and the B. & M. to and 
from Maine, but the fact that there is a problem in the northeastern 
carriei-s, and there is a certain lack of confidence and disillusionment 
in the shipping public, there is more traffic, I am certain, going through 
Canada. The Maine railroads actually do a little better divisionalwise 
if they are able to handle this traffic through Canada, so it is a very 
real threat to us and our attempt to survive. 
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I completely support continued financial assistance to the D. & H., 
at least until the present management lias an appropriate opportunity 
to identify and work to solve some of its major problems. I have 
attached in an addenda a proposal vehich I think makes sense as a 
means of providing the necessary assistance. I believe it is a soimd and 
reasonable approach to maintain the D. & H. as an existing entity 
until certain conclusions can be made. 

I would like to make one point on the present configuration of the 
lines. Right now I think we are probably at a historical low in the 
traffic flow via ConRail, D. & H., and B. & M. I know our traffic volume 
on the B. & M. for the first 6 months is the lowest since prior to 1900 
and I assume the same situation exists on ConRail and D. & H., and 
if so, and if we do have faith in reassurances of our railroads and do 
feel we need railroads in the future for any number of reasons, because 
we are more efficient movers of traffic, because we have an energy prob- 
lem, because we are less demanding on land and have less pollutants 
we throw into the air, I think we shouldn't make any rash decisions 
now that might eliminate lines in the future we might be sorry about. 

Another point—with regard to the N. & W. Before ConRail came 
into being, we had the Erie Lackawanna whichprovided, at one time, 
second morning service between Boston and Cliicago. ConRail, our 
competition, has fairly consistent second morning service between 
Boston and Chicago. We have been trying for several years now to get 
with the D. & H., the N. & W., to provide third morning consistent 
piggyback service between Chicago and Boston, and it has been a 
dismal failure for several reasons. There is between 30,000 and 35,000 
trailer loads a year available to this joint route if we can provide not 
second morning but third morning because we have a lot of shippers 
that want another competitive route between Chicago and Boston. 
Right now, quite frankly, ConRail has more piggyback traffic than 
they can handle, and I have to admit they have got it all. 

I think the directed service possibility has been discussed pretty 
freely today. I am certainly opposed to it. I think it would be chaotic, 
much more expensive to the Government. It might be cheaper for 
one association, more expensive for another, but in total, it would be 
much more expensive for the taxpayers. It is only an interim solution. 
It solves no problems. It imposes the very same operating practices 
that are in existence today. It is only a caretaker situation to buy 
time. I am afraid, in an actual realistic application of tliis, it would 
be a disaster. I think time is of the essence. We have lost 10 months in 
getting around to a study that actually hasn't started yet. 

Mr. RooNET. And we have 48 liours to pick it up. 
Mr. Dr^TiN. And even when the study is completed, unless some 

real good solutions are in the study and they are going to be imple- 
mented, it is not going to make much difference in uie outcome. I 
think we have got to move fast, within 48 hourSj or within a year to 
come up with some definitive conclusions and decide where we go from 
there because the sand is running pretty fast and one of these days it 
might catch up with us, too, and if something happens to us, what we 
are worrying about with the D. & H. might fe completely academic. 

I appreciate the time. 
[Testimony resumes on p. 148.] 
Mr. Dustm's prepared statement and attachments follow:] 
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Testimony of Alan G. Dustin, President 
Boston and Maine Corporation 
August 16, 1978 
Before the Subcommittee on Transportation and Commerce 
House Interstate and Foreign Commerce Committee 

My neune is Alan G, Dustin.  I am President and Chief 
Executive Officer of the Boston and Maine Corporation.  1 
have spent the past 31 years in the railroad industry, 
including 21 years on the Delaware & Hudson Railway in 
various capacities and 4 years on the Boston and Maine as 
President juid Chief Executive Officer. 

I would like to thank the members of the House Commerce 
Subcommittee for intiting  me to participate in the hearings 
on the Delaware and Hudson Railway (D&H). 

As you are probably aware, one of the requirements of 
the Final System Plan was that there should be two competing 
railroad systems in the northeast.  I would like to quote 
from the Final System Plan a brief paragraph which outlines 
the place of the D&H and the Boston and Maine as they were 
envisioned as important parts of an integrated transportation 
system in the northeast: 

"The preservation of competition required specific 
steps either to bring other carriers into the area or 
create two carriers out of the bankrupt railroads to 
provide a level of competition....Alternative through- 
service between New England and the west and the south 
could be provided effectively by extensions of the D&H 
to a junction point served by one of these two carriers 
(Norfolk t,  Western or Chessie System)". 

The phrase that I have read to you was part of the 
concluding criteria of one of the largest planning efforts 
ever undertaken either in this country or any other.  Total 
expenditures which went into the planning of ConRail and the 
development of the Final System Plan were close to $50 million. 
The Final System Plan took almost two years and the time of 
countless individuals to complete.  More importantly, the 
Final System Plan, as it was presented, was adopted by the 
Congress of the United States as it sought, in late 1975, to 
recommend the structure and predict the result of a revitalized 
rail transportation system in the northeast as mandated by 
the Regional Rail Reorganization Act of 1973.  Unfortunately, 
history has shown that the rail network envisioned by the 
architects of the Final System Plan has not materialized as 
intended either in the form of ConRail or in an extended 
Delaware & Hudson system representing an essential component 
of the so-called second competitive rail network in the 
northeast. 
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In 1969, which was the last good financial year for the 
DSH, their net income was $3.5 million on revenues of $45 
million.  Collective losses since 1969 reached a total of 
$17.5 million through the end of 1977.  It is no mere coinci- 
dence that the D&H's future changed abruptly at the time the 
Penn Central merger of 1968 was being carried out. 

For years prior to the Penn Central merger, the D*H 
maintained substantial interchanges with the Pennsylvania 
Railroad at Hilkes Barre, Pennsylvania and acted as a bridge 
line for much of the traffic between the Pennsylvania Railroad 
and the New England region. 

There were conditions included in the ICC order approving 
the Penn Central merger intended to prevent a diversion of 
traffic from the D&H but these conditions were never properly 
enforced by the ICC.  Consequently, the heavy movement of 
cars between the former Pennsylvania Railway and the D&B 
were progressively diverted around the DSH which started the 
devastating erosion of their traffic. 

The Penn Central merger threat also resulted in the 
Norfolk & Western's acquisition of both the D&H and the 
Erie Lackawanna; they were forced to by Order of the ICC and 
upheld by the United States Supreme Court.  The presumed 
strengthening of the D&H and the Erie Lackawanna through a 
Norfolk & Western acquisition never materialized. 

The fortunes of the D&H continued to slide through the 
early 1970's and the situation climaxed with the commencement 
of ConRail on April 1, 1976.  With the beginnings of ConRail, 
the few remaining independent friendly connections, which 
the DSH enjoyed substantial interchanges with, disappeared 
into the ConRail system.  Traffic flows to emd from the I^ie 
Lakawanna, Lehigh Valley, Central Railroad of New Jersey, 
Reading and other ConRail predecessor roads suddenly began to 
disappear as those roads were absorbed into ConRail. 

A failure on the part of the Chessie to acquire lines 
connecting to the DSH in  accordance with the Final System 
Plan forced the DSH, in an eleventh hour move, to accept the 
USRA's offer to extend its lines from Binghcimton to Buffalo 
and from Wilkes Barre to Washington and down into the Oak 
Island section of northern New Jersey, all via ConRail lines. 
Although it was a defensive arrangement ot reach distant 
"friendly" connections, the economics of this extension are  ^ 
questionable. 



141 

The competitive railroad system as envisioned by the 
Final System Plan has not materialized.  Today, the DSH 
finds itself with twice as much railroad and a 20% drop in 
traffic.  Loss of shipper confidence, extensive delays in 
handling traffic , equipment problems, deferred track mainten- 
ance and the severe weather conditions during the past two 
winters are only a few of the factors which have substantially 
thwarted the fulfillment of the Final System Plan.  In fact, 
not only has the D&H proved to be an ineffective competitive 
system for ConRail, but neither ConRail nor the D&H have 
proved to be the kind of strong effective carriers that were 
needed to compete with the substcintial amount of traffic 
which moves in and out of the State of Maine through Canada 
and into the midwestem regions of the United States as well 
as the traffic which has been diverted to truck. 

To put this decline in perspective and to illustrate 
its adverse affect on the Boston and Maine; during the first 
six months of 1974, the Boston and Maine received 52,809 
carloads from the D&H via Mechanicville, New York.  During 
the same period of 1978, the Bos'ton and Maine received 
28,676 carloads from the D&H or a 57% decline.  During the 
first six months of 1974, the Boston and Maine delivered to 
the DSH at Mechanicville 12,782 carloads compared with a 
total of 24,782 carloads for the Scuae six .month period in 
1974 or a 49% drop. 

Where has all the business gone?  It certainly has not 
gone to ConRail.  Between 1974 and 1977, our western inter- 
change with ConRail has dropped 19,249 cars or 20%.  It is 
my belief that the rail traffic that has not been diverted 
onto the highways is now moving through Canada.  The Canadian 
railroads and their U.S. subsidiaries, through car supply, 
superior routings, and a higher degree of service reliability, 
have syphoned off a great deal of the overhead business 
which was once enjoyed by the U.S. carriers. 

Both ConRail and the D&H, envisioned as competitors in 
the Final System Plan, have proved to be no competitors at 
all when compared to the aiternatives available to the New 
England and midwestern shippers.  Despite the $40 million in 
loans which have been made to the D&H by the USRA during the 
past two years, the railroad has not improved and has not 
become supportable in its present condition or configuration. 

I completely support continued financial assistance to 
the D&H, at least until the present management has an appropriate 
opportunity to identify and work to solve some of its major 
problems.  I have attached in an addenda.a proposal which I 
think makes sense as a means of providing the necessary assistance. 
I believe it is a sound and reasonable approach to maintain the 
D&H as an existing entity until certain conclusions can be made. 
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I realize that it is a very tempting idea to look at 
the substantially depressed traffic levels which exist In 
the region today and say that the railroad system as it 
presently exists is unnecessary to support the traffic base 
which it moves.  I strongly caution against making such a 
hasty short-sighted decision.  I believe we are looking at 
what I hope to be the historical low point in rail traffic 
in the New England area and northeast region.  A hastily 
conceived discarding of any of the major railroad properties 
in the region may one day deny the railroad system the 
opportunity to capitalize on what should be its increasing 
market share resulting from the inherent advantages of the 
railroad as the most efficient mover of commodities. 

A responsive carrier west of Buffalo could allow the 
Boston and Maine and the D&H to regain much of the 30,000 to 
35,000 trailer loads of piggyback business which it has lost 
since the Erie Lackawanna passed into ConRail,  Prior to the 
commencement of ConRail, the Boston and Maine, the DSH, and 
the Erie Lackawanna maintained an attractive east/west piggy- 
back operation between the Metropolitan Boston area and the 
Chicago rtsgion.  Despite numerous attempts to reinstate 
the piggyback operations which we enjoyed prior to the start- 
up of ConRail, the Boston and Maine and the D&H have never 
been able to get the NSW interested in offering attractive 
and consistent third morning deliveries between Boston and . 
the Chicago region.  I suspect that the loss of piggyback 
alone has cost the D&H close to $4 million in gross revenues 

. per year. 

In addition to helping draw attention to the plight of 
the DSH, I feel that it would be appropriate to continue 
some form of financial aid to the D&H.  As I indicated earlier, 
I have attached a proposal for such aid.  However, I think it 
would be appropriate to discuss the directed service alternative 
that I understand has been considered as attractive by many 
of the planning groups here in Washington.  I believe directed 
service would only prove to be an expensive and chaotic 
alternative to the present financial schemes which are supporting 
the D&H. 

The apparent shortcomings of directed services are 
numerous.  First of all, it is only eight months in duration, 
which is too short of a planning horizon to make a substantial 
change in a railroad.  Secondly, because of the very severe 
restrictions it places on the directed railroad in the areas 
of maintaining existing labor contracts and agreements, very 
little could be done to improve the cost structure of the 
railroad while directed services are in operation.  More 
importantly, it does nothing more than mark time. 
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An additional problem with the directed services option 
is that it does nothing more than provide a caretaker.  The 
D&R needs the funding emd resources to make the necessary 
improvements it requires to become the strong competitor it 
was envisioned to be in the Final System Plan. 

In closing, I must emphasize that the time frame in 
which we must deal with this problem is compressing more and 
more each day.  Unfortuantely, we have been marking time in 
the case of the D&H for far too long.  As most of you know, 
the 401 Study request was made last November,  Here we are 
now in August of 1978, ten months after the request was 
made, and to date, the contract has not been let to hire the 
consultant to conduct the study.  Ten months is far too long 
to wait to deal with the problem as important as the one we 
are faced with on the D&H. 

Shipper confidence continues to erode.  The longer we 
wait to come to grips with these problems, the less chance 
we will ever have of recovering the business we have lost to 
the highways or the business which is currently being diverted 
through Canada.  We must commence to take action now while 
we still have the opportunity and the traffic base to leverage 
our actions. 

I want to thank you for your interest and I will be 
willing to answer whatever questions you might have. 

36-075 O - 79 - 11 
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ATTACHMENT 1 - Boston and Maine Position on Interim Funding for 
the Delaware and Hudson Railway Company 

The Boston and Maine fully supports the availability of 

interim funding for the Delaware and Hudson Railway Corporation 

(D&H).  If existing programs to not allow adequate financial 

assistzmce, and new legislation is required, we ask that 

Congress consider a new emergency rail services financing 

program that would give the Secretary or DSRA flexibility 

to meet cash crises on railroads in a region undergoing Section 

401 (PL-94-210) planning. 

It appears that legislation will be required to meet the 

D&H cash flow problem in a rational way.  The Board of the 

U. S. Railway Association has already rejected a D&H request 

for an additional drawdown on its $30 million loan due to a 

perceived inability to repay. Officials of the Federal Railroad 

Administration are doubtful that they could make the required 

security finding under the Emergency Rail Services Act of 1970-<- 

even if the D&B were to go into Bankruptcy (a requirement of ERSA). 

Host knowledgable observers feel that Section 77 Bankruptcy would 

provide only short-term financial relief.  Further Bankruptcy 

could have some very real deficits in terms of traffic. Private 

sector funding does not appear to be available for working capital. 

An ICC directed service order might prove costly in the extreme 

and totally Ineffective in resolving D&H problems. 

The only legislative proposal to date is the one proposed 

by Senator Daniel Moynihan to alter the OSRA loan programs of 

the 3-R Act (PL 93-236).  The Moynihan proposal would authorize 

an additional $20 million for the D&H and waive the "adequacy 
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Page two-Attachment I 

of security" and "probability of repayment" requirements. 

The Boston and Maine supported the Moynihan amendment when it 

appeared that it might be the only vleUtile alternative to the 

financial collapse of the D&H.  However, it appears that the 

D&H cash position is improved to the point that cessation of 

service is not eminent. 

As a matter of legislative principal, the Boston and Maine 

feels it is not good policy to pass "single railroad" finemcing 

legislation.  Rather, we propose that Congress take this 

opportunity to create a new Emergency Rail Sexrvices Financing 

Act of 1978.  The program should be broad and give its administrator 

maximum flexibility.  We suggest the following basic principals: 

1) The funds may be made available to any railroad in 

danger of cessation, of vital seirvice in a region where 401 

planning is underway. 

2) This working capital funding may be made available to 

railroads in or out of Section 77 re-organization. 

3) The Secretary may set terms and conditions for repayment 

of the loan.  If the Secretary determines that there is not 

reasonable likelihood of repayment, he will be encouraged to 

utilize the 401 process to expedite restructuring of viable 

rail service.  If he determines that restructuring of the 

carrier is hopeless he may discontinue drawdowns on the loan, 

and recommend a "directed service option" to the Commission. 

The Boston and Maine recommends that the emergency working 

capital bt in the form of a loan, or guarantee, but that the 

terms of repayment be flexible—perhaps a range from redeemable 

preference share terms to ERSA loan  guarantee terms. Along 

these llnei) it may be appropriate to end the Emergency Rail 

Services Act of 1970, transfer the available funds in ERSA 

to the new progrjim, and combine it within Title V of the 4-R 

Act. Attachment II provides an outline of such a proposal. 
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ATTACHMENT II - Outline Proposal for Emergency Rail Services 
Financing Act of 1-978 

A. PURPOSE—To amend the Railroad Revitallzation and Regulatory 

Reform Act of 1976 to provide emergency working capital financing 

for railroads experiencing a cash crisis in a region undergoing 

401 planning.  Also, to terminate the Emergency Rail Services 

Act of 1970, and to transfer the funding and loan guarantee 

authority to the new Section created by the Emergency Rail Services 

Financing Act of 1978 (ERSFA). 

B. PROGRAM AND FINDINGS—A new Section 506 of the 4-R Act 

will be created and entitled 'Emergency Working Capital Financing.* 

1) Application.  Any railroad may apply so long as there is 

a cash emergency emd the railroad is within a 401 planning region. 

Each applicant for working capital shall set forth— 

•A description of the problem 

*A statement that failure of the Secretary to make working 

capital available will result in cessation of service. 

2) Findings. The Secretary will find— 

"That the application is an essentially correct and honest 

statement of the problem. 

°That other funds of the railroad or other reasonable cost 

effective solutions are not available on a ready basis, 

*The financial assistance is in the public interest. 

NOTE—If the Secretary finds the funding is in the public 

interest, but there is little prospect of repayment by 

the company, he Is encouraged to use his 401 process to 

speed rationalization.  If the carrier, or the Commission, 
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or other public body refuses to Implement 401 

recomnendations the Secretairy considers essential 

viability of the rail system over which the carrier 

operated, the Secretary may terminate Working Capital 

funding, and turn the natter over to the ICC for a 

directed service order or other solution. 

3) Program.  Railroad working capital financing may be 

in the form of purchase by the Secretary of redeemable 

preference shares-working capital issue or Trustee Certificates- 

working capital issue.  Terms and conditions of redeemption 

or repayment shall be the stune as redeonable preference 

shares under current law. 

Railroad working capital financing may also be in the 

form of an Emergency Rail Services Loan Guarantee,  Loan 

Guarantees may be made available to railroads in or out 

of Section 77 Reorganization.  A loan guarantee will bear 

interest at a per annum rate deemed reasonable by the 

Secretary and its maturity date may. be no later than 30 

years from the date of original issuance. 

4) Authorization-Financing for this program shall be the 

result of a transfer of the ERSA-1970 obligation level 

and fund availability. This would mean that the aggregate 

outstanding amount of redeemable preference shares-working 

capital and trustee certificates-working capital and loan 

guarantees for working capital could not exceed $125,000,000 

at any one time.  At the time of enactment, $50,000,000 

would be available as a result of the 

$50,000,000 repaid to the ERSA fund by Penn Central 

Trustees on July 1. 
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Mr. RooNEY. I have no questions, Mr. Dustin, not because you are 
the last witness—I think you have summed it up very well. Usually 
the last witness is anticlimatic, but I commend you for vour pres- 
entation here. I agree with everything that has been said oy you, by 
Mr. Shoemaker and by the N. & W. I think we have got to move 
quickly and make sure that tlie D. & H. doesn't go into bankruptcy. 
I think within the next 48 hours, Congress has got to act to save the 
D. & H. We will make every eflfort possible. 

There \vill be included in the record, at this point, a statement by Mr. 
James R. Snyder. 

[Mr. Snyder's prepared statement follows:] 
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STATEMENT OF 
J.R. SNYDER. CHAIRMAN, LEGISLATIVE COmiHEE 

RAILWAY LABOR EXECUTIVES' ASSOCIATION 

MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE: 

ON BEHALF OF THE RAILWAY LABOR EXECUTIVES' ASSOCIATION, ITS 

MEMBERS AND THE EMPLOYEES OF THE NATION'S RAILROADS WHOM THEY 

REPRESENT, I WOULD LIKE TO EXPRESS OUR APPRECIATION FOR THE 

OPPORTUNITY TO PRESENT TO YOU THEIR VIEWS ON A SUBJECT WHICH WE 

BELIEVE TO BE MOST VITAL TO THOUSANDS OF THE RAILROAD EMPLOYEES 

WE REPRESENT AS WELL AS TO A SIGNIFICANT AND ECONOMIC SEGMENT OF 

THIS COUNTRY. 

MY NAME IS J.R. SNYDER.  I AM CHAIRMAN OF THE LEGISLATIVE 

COMMITTEE OF THE RAILWAY LABOR EXECUTIVES' ASSOCIATION AND THE 

NATIONAL LEGISLATIVE DIRECTOR OF THE UNITED TRANSPORTATION UNION. 

MY OFFICE IS LOCATED IN THE RAILWAY LABOR BUILDING AT fjOO FIRST 

STREET, N.W. WASHINGTON, D.C.  ACCOMPANYING ME IS MR. WILLIAM G. 

MAHONEY, COUNSEL TO THE RAILWAY LABOR EXECUTIVES' ASSOCIATION. 

THE RAILWAY LABOR EXECUTIVES* ASSOCIATION IS AN UNINCORPOR- 

ATED ASSOCIATION WITH WHICH ARE AFFILIATED THE CHIEF EXECUTIVE 

OFFICERS OF ALL OF THE STANDARD NATIONAL AND INTERNATIONAL 

RAILWAY LABOR UNIONS IN THE UNITED STATES.  THE ORGANIZATIONS 

WHOSE CHIEF EXECUTIVE OFFICERS ARE MEMBERS OF THE RLEA ARE 

LISTED BELOW: 

AMERICAN RAILWAY SUPERVISORS ASSOCIATION 
AMERICAN TRAIN DISPATCHERS ASSOCIATION 
BROTHERHOOD OF LOCOMOTIVE ENGINEERS 
BROTHERHOOD OF MAINTENANCE OF WAY EMPLOYES 
BROTHERHOOD OF RAILROAD SIGNALMEN 
BROTHERHOOD RAILWAY CARMEN OF THE UNITED STATES 
AND CANADA 
BROTHERHOOD OF RAILWAY, AIRLINE AND STEAMSHIP CLERKS 
HOTEL £ RESTAURANT EMPLOYEES S BARTENDERS INT L. UNION 
INTERNATIONAL ASSOCIATION OF MACHINISTS & AEROSPACE 
WORKERS 
INTERNATIONAL BROTHERHOOD OF BOILERMAKERS & BLACKSMITHS 
INTERNATIONAL BROTHERHOOD OF ELECTRICAL WORKERS 
INTERNATIONAL BROTHERHOOD OF FIREMEN & OILERS 
INTERNATIONAL ORGANIZATION OF MASTERS, MATES & PILOTS 
OF AMERICA 

NATIONAL MARINE ENGINEERS BENEFICIAL ASSOCIATION 
RAILROAD YARDMASTERS OF AMERICA 
RAILWAY EMPLOYES DEPARTMENT, AFL-CIO 
SHEET METAL WORKERS  INTERNATIONAL ASSOCIATION 
SEAFARERS INTERNATIONAL UNION OF NORTH AMERICA 
TRANSPORT WORKERS UNION OF AMERICA 
UNITED TRANSPORTATION UNION 

CHAIRMAN ROONEY, IN ANNOUNCING THESE HEARINGS, QUITE 
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ACCURATELY POINTED OUT THE BASIC SOURCE OF THE D 8 H'S FINANCIAL 

DIFFICULTIES.  CHAIRMAN ROONEY SAID: 

"THE D & H'S FINANCIAL DIFFICULTIES ARE THE DIRECT 
RESULT OF BUREAUCRATIC BUNGLING. ^IT SEEKS IRONIC TO HE 
THAT A RAILROAD CAN OPERATE FOR 150 YEARS, AND WITHIN 
TWO YEARS AFTER BEING ASSISTED BY THE FEDERAL GOVERNMENT, 
IT IS ON THE BRINK OF BANKRUPTCY. 

THE DELAWARE AND HUDSON EMPLOYS 785 OPERATING PERSONNEL AND 

L015 NON-OPERATING PERSONNEL.  THERE ARE APPROXIMATELY 200 EMPLOYEES 

NOW ON FURLOUGH WHO WOULD NOT BE ON FURLOUGH BUT FOR THE DETER- 

IORATING SITUATION FACING THE D8H.  IN TOTAL THEN, THE DSH EMPLOYS 

SOME 2,000 RAILROAD WORKERS. 

ANY SUBSTANTIAL DISRUPTION OF THE OPERATIONS OR SERVICES 

OF THE D8H WILL HAVE SERIOUS ADVERSE ECONOMIC EFFECTS THROUGHOUT 

NEW ENGLAND. FOR EXAMPLE, THE BOSTON AND MAINE RAILROAD HAS 

BEEN SUCCESSFUL IN STAVING OFF LIQUIDATION OVER THE PAST DECADE 

BUT IT HAS BEEN, AND CONTINUES TO BE, A DIFFICULT STRUGGLE. 

SOME THIRTY PERCENT OF ITS TOTAL TRAFFIC IS INTERCHANGED WITH THE 

DELAWARE AND HUDSON. THERE CAN BE LITTLE DOUBT THAT A SUBSTANTIAL 

CURTAILMENT OF SERVICE BY THE DELAWARE AND HUDSON WOULD BE DISASTEROUS 

TO THE BOSTON AND MAINE. AT THE PRESENT TIME, THE BOSTON AND 

MAINE EMPLOYS SOME 2,535 NON-OPERATING EMPLOYEES AND 865 OPERATING 

EMPLOYEES; A TOTAL OF 3,400 EMPLOYEES. THESE MEN AND WOMEN AND 

THEIR FAMILIES ~ NOT TO MENTION THE BUSINESSES IN THEIR NEIGHBOR- 

HOODS — ARE DEPENDENT FOR THEIR LIVELIHOODS UPON THE CONTINUED 

OPERATION OF THE BOSTON AND MAINE.  THE CONTINUED OPERATION OF 

THE BOSTON AND MAINE IS VERY MUCH DEPENDENT UPON THE CONTINUED 

OPERATION OF THE DELAWARE AND HUDSON, 

THE RECENT HISTORY OF THE D8H SHOWS THAT THE SMARTEST 

FOLKS IN THE WORLD CAN'T CREATE SUCCESSFUL RAILROADS BY SITTING 

AROUND A TABLE AND DRAWING LINES ON A MAP, THE D8H SHOULD HAVE 

BEEN LEFT ALONE UNDER THE 3R AcT.  IT WAS DOING ALL RIGHT.  As 

CHAIRMAN ROONEY NOTED IT HAD BEEN DOING ALL RIGHT FOR ABOUT 150 

YEARS. THE FEDERAL GOVERNMENT PUT IT INTO A POSITION WHERE IT 

IS JUST ABOUT TO GO BANKRUPT. 

I RESPECTFULLY SUBMIT THAT THE FEDERAL GOVERNMENT SIMPLY 

CAN'T LET THAT BE THE END RESULT OF ITS WORK IN THE NORTHEAST. 

IT SEEMS TO ME THAT THE D 8 H GOT INTO THIS MESS WITH 

GOVERNMENT HELP AND THE GOVERNMENT OUGHT TO HELP GET THEM OUT 

OF IT. 
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THERE IS ANOTHER ASPECT OF THIS MATTER WHICH WE THINK CONGRESS 

MUST VIEW QUITE SERIOUSLY IN CONSIDERING FUTURE AID TO THE RAIL- 

ROADS OF THIS COUNTRY.  I AM TALKING ABOUT THE CRITICAL FUEL 

SHORTAGE WHICH CONFRONTS THIS NATION AND WHICH WORSENS EVERY DAY. 

AS A LAYMAN, I CAH'T UNDERSTAND WHY WE PURCHASE OIL FROM THE OPEC 

NATIONS AT WORLD MARKET PRICES AND PUMP IT INTO SALT DOMES IN THE 

GROUND IN REMOTE AREAS OF OUR NATION FOR FUTURE USE; WHILE AT THE 

SAME TIME WE VIRTUALLY GIVE AWAY THE OIL WE ARE PUMPING OUT OF OUR 

GROUND ON THE NORTH SLOPE OF ALASKA.  WHILE THAT POLICY SEEMS TO 

ME TO BE ILLOGICAL AND HARMFUL, I DO NOT KNOW ALL OF THE REASONS 

WHICH HAVE PROMPTED OUR GOVERNMENT TO PERMIT THAT TO OCCUR.  I DO 

KNOW, HOWEVER, THAT OUR RAILROAD'S SYSTEM IS THE MOST ENERGY 

EFFICIENT TRANSPORTATION SYSTEM AVAILABLE AND THAT WE MUST PRESERVE 

IT.  WE CANNOT PERMIT IT TO DISINTEGRATE IN TOTAL OR PIECEMEAL. 

IT SEEMS TO ME THEREFORE, FOR THAT REASON ALONE, THE DELAWARE AND 

HUDSON MUST NOT BE PERMITTED TO FAIL. 

I AGREE WITH THE CHAIRMAN THAT THE FEDERAL GOVERNMENT "HAS 

A MORAL OBLIGATION TO KEEP THE RAILROAD FROM BANKRUPTCY AT LEAST 

UNTIL SUCH TIME AS IT HAS COMPLETED ITS RESTRUCTURING STUDIES." 

BUT I WOULD GO SOMEWHAT FURTHER.  I AH CONVINCED THAT 

THE FEDERAL GOVERNMENT HAS AN OBLIGATION TO THE NATION TO PRESERVE 

ITS RAIL SYSTEM IN THE FACE OF AN ENERGY CRISIS WHICH WORSENS WITH 

EVERY GALLON OF OIL CONSUMED IN THIS NATION. 

THE RAILWAY LABOR EXECUTIVES* ASSOCIATION, ITS TWENTY LABOR 

ORGANIZATION MEMBERS, AND THE HUNDREDS AND THOUSANDS OF RAILROAD 

EMPLOYEES THEY REPRESENT STRONGLY SUPPORT FEDERAL FINANCIAL AID 

TO THE D S H TO KEEP THAT RAILROAD FROM BANKRUPTCY. 

AGAIN, I WISH TO EXPRESS TO YOU OUR APPRECIATION FOR THE 

OPPORTUNITY TO PRESENT OUR VIEWS ON THIS MOST IMPORTANT SUBJECT. 

THANK YOU, 



Mr. RooNEY. That concludes the testimony. 
[The following statements were received for the record.] 
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statement of the 

Eooorable Eugene F. Hiekej, 

HsTor of Scranton, Pennsylvania. 

Before a 

Special Hearing on the 

Financial Condition of the 

Delaware 6 Htidson Ballwa; 

Conducted b7 the 

Subcoamlttee on Transportation and Cosuaerce 

Committee on Interstate and Foreign Commerce) 

House of BepresentatlTas. 

August 15, 1978, 

Raybum House Office Building, 

Washington, O.C. 

• • • • 

Honorable Chalman and Members of the Subconnlttee 

I vlsh to express my appreolatlon^o^ 

the Ohsirnan and the Subcommittee for r*~~ IrH"* inrltatl-n _ 

to appear hepe teAey while your Subcommittee is reviewing 

methods of financial support so critical to the future of 

the Delaware & Hudson Bailway. 

Very ijspartantly, I would Ilka to 

compliment your colleague and my Congressman, Joe HcOade. 

rill   III I llinjl IIIX IIIJI   lliijii ilMilliii   Imriiiii jiiilT  Billiiiiiamllltliii     is you 

are well aware, Joe has bean very aggressive in portraying 

the distress of northeastern Pennsylvania over the recent 

erosion of rail service in our area.    On behalf of the citizens 

of Scranton and our region,  I want to personally thank Joe for 

his very positive leadership. 
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I do not want to burden your Subeofflmltt** 

with any langtliy taatiaony on the background of the pmaent erlaia 

conTronting th« Delaware & Hudson. 

Coning fron a railroad taally, I am In- 

tenaely aware ot  the tranaportatlon mission of the D & B. 

Consequently, I join Congresaoan HeSada 

In urging this Sabconnittee to provide passage for this railroad 

over the critical days iDmediataly ahead and assure the new 

management of the S b E a full opportunity to realign Its fi- 

nancial system. 

I am Teiy impreased with President Sent 

Shoemaker'a determination to restructure the line which contributes 

so much to the eeoncoy of our northeastern states, moat particularly 

eur region In Pennsylvania. 

There are many who believed that the D & H 

should have been made part of ConBall at the time that the Onited 

Statea Sailway iaaoclation was recycling several of our bankrupted 

systems. I was glad that the OSSl preserved the Independence of 

the D fc E to pirovlde basic competition. Also, their action fore- 

stalled for our area a fate now inflicted upon It by OonSall's 

poor service. 

But, some of the factors forced on 0 & E 

by the reorganisation act have mitigated against the system's 

financial and operational position. 

So, the City of Scranton Is appealing to 

this Subcommittee to insure the future independence of the 

Delaware & Hudson through a reasonable loan program, through the 

preservation of traffio that historically belongs to S & H and 

through other assistance which In the judgment of the Congress 

will contribute not only to the survival of this great rail 

systea but to the future general health of D & H. For, the 

aconoalc health of several northeastern states Is Inseparable 

from the health of the D & H. 

So, in fcunmarlxlng my appeal to this 

Subcommittee, I beg of you to foimulate some affirmative plan 

which will save the D & B for generations as this gallant 

railroad performed for past generations. 

Tbla  Congress, through your distinguished 

SubcoiBKlttee, by enacting a positive assistance program can bring 

to our people a new hope for national growth and area economic 

development by your affirmative support of the great Delaware fc 

Budson Hallway. 

I tbosk you....... 
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INTERNATIONAL PAPER COMPANY 

STATEMENT TO THE HOUSE 

OF REPRESENTATIVES SUBCOMMITTEE OH 

TRANSPORTATION t  COMMERCE 

AUGUST 15, 1978 

HEARING ON DELAWARE ( HUDSON RAILWAY 

Hy name is Fred M. Zitto and I am Manager - U.S. 

Diatrlbution Operations for International Paper Company. 

The forest products industry is the single largest 

Industry user of rail transportation. Forest products 

account for 31% of the tonnage transported by the Delaware 

t Hudson Railway. 

International Paper Company (IPCO) is the largest paper 

company in the forest products industry.  In 1977 IPCO's 

gross sales revenues were $3.7 billion.  Our bill for trans- 

portation exceeded $450 million.  International Paper ships 

over 8,000 cars per year via the Delaware and Hudson. We 

are one of the largest, if not the largest, user of the Delaware 

and Hudson. 

International Paper Company's mills at Corinth and 

Tlconderoga, New York are totally dependent on the Delaware 

and Hudson for rail service. These mills represent an invest- 

ment of $80 million and employ 1,785 people with an annual 
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payroll of $32 million.  Considering support activities in 

the surrounding area, we estimate that these mills generate 

a total payroll of some $95 million. 

For many years the Delaware and Hudson was a profitable 

railroad and provided reliable railroad service.  We will 

not burden the Committee by again describing the origins of 

the Delaware and Husdon's problems, the formation of Conrail, 

the doubling of the D & H's lines in the hope of providing 

a competitive alternative, etc.  Suffice it to say that 

Delaware and Hudson's volume has remained static despite the 

doubling of its lines; the expansion has been a financial 

failure. 

He can well understand USRA's reluctance to authorize 

additional loans to the 0 t H.  In the eU>sence of some 

major restructuring the financial outlook for the D & R looks 

bleak.  However, limited additional funding to assure the 

D t B's survival until the USRA/FRA studies seeking longer 

term solutions are completed would appear to be justified. 

Bankruptcy and the untested provisions of the current law for 

"directed service" by another railroad would appear to offer 

more risks and greater expense.  The problem vK>uld only be 

postponed since "directed service' is limited to 240 days. 

Limited additional funding would probably cost the taxpayer 

less in the long-run. 

He do not presume to offer pat answers to problems that 
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have been years in the making. We do offer the following 

suggestions that may be helpful in eventually producing a 

solution. 

1. The authorization of sufficient government funding to 

assure the survival of the D t H until the recommendations 

of the nSRA/FRA studies can be implemented.  We would urge 

the USRA to authorize the drawdown of the remaining 

$2.5 million of loan funds already authorized as the lowest 

cost alternative. 

2. Redesign the FRA restructuring study to give immediate priority 

to assisting the D & H to develop a short term action plan 

to cut losses by January 1, 1979.  The USRA/FRA studies are 

designed to restructure the Kew England rail system and 

include the search for a longterm solution to the D 6 H 

problem.  These studies are likely to take up to eighteen 

months to complete.  An immediate mini-study of actions 

that the D t H can take independently to improve revenues 

and reduce expenses in the short term could be completed 

by the FRA by year end. 

3. The drawdown of any loan funds approved beyond the $2.5 

million already authorized be subject to USRA acceptance 

of the short term plan and monitoring for progress.  In 

our opinion this would provide the D & H with the means to 

survive until longer term solutions can be found and it would 

give the taxpayer some assurance that the funds were prudently 

invested. 

The Delaware and Hudson represents the last hope that 

some competitive alternative to Conrall will survive in the 

Northeast. Bankruptcy, with all the risks and expense of 

"directed service" will destroy this hope and make the D S H 

a permanent government ward.  Limited interim funding with 

reasonable conditions for D * H performance would be a much 

better alternative. 
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[Whereupon, at 4:35 p.m., the subcommittee adjourned]. 

O 

M     9n7.      7Q 
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