


COMPTROLLER GENERAL OF THE UNMITED STATES
WASHINGTON, [.C. 20943

The Honorable John J. McFall

Chairman, Subcommittee on
Transportation

Committee on Appropriations

House of Representatives

Dear Mr. Chairman:

This is our report covering the questions raised in your Jume 5,
1974, request relating to the Depaxtment of Transportation's loan guaran-
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Lee programs administered under the Rail T SENger oIVIC
amended, and the Regional Rail Reorganization Act of 1973. Your letter
expressed concern about the impact that the loan guarantee programs will
have on future operating deficits and Federal grant requirements of the

loan guarantee recipients.

As of October 1974, no Federal loan guarantees had been issued by the
Department under the 1973 act. Under the amended 1970 act, the National
Railroad Passenger Corporation (AMTRAK) had outstanding guaranteed obliga-
tions totaling about $256 million as of October 1974. These obligations,
comprising loans and "leveraged" leases, are projected to increase to
about $425 million by the end of fiscal year 1975.

Information presented in the report starting on page 27 indicates
that AMTRAK could not be expected to be in a position to retire its guar—
anteed debt in the near future. At the time of our review, AMIRAK had no
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plan for the permanent repayment of its debt. To the contrary, its 5-year

o

(1975~79) financial program envisioned a steadily increasing debt resul-

ting from the financing of new proposed capital improvements totaling

about $2 billion for the 5 years. AMIRAK expected its annual operating
deficlts, without any provision for wage and price increases and certain
other anticipated costs, to increase from $238 million for 1975 to

$303 million for 1979 and its annual interest costs to grow from $26 mil-
lion te $129 million during that period. Moreover, in its second supple-
mental budget request for fiscal year 1975, submitted to the Comgress on
December 5, 1974, AMIRAK projected that its operating deficit for fiscal
year 1975 would climb to an estimated $328 milliom.

In a recent application to the Department of Transportation for loan
guarantees, AMIRAK said that it was a deficit operation and would not be
able to meet its guaranteed financial obligations unless the Congress
appropriated sufficient funds for that purpose.



B=175155

It is AMIRAK's practice to finance new rolling stock through federally

guaranteed leveraged lease transactions in which AMIRAK purchases rolling
stock under a conditional sale agreement and then sells and leages the
equipment back from a trustee (lessor) who obtains title to the equipment.
The method involves a number of interrelated tramsactions dealing with as-
signments of rights and obligations between various parties and the place-
ment of interim and permanent financing. The interest rates obtained under
the financing arrangements are major factors in determining the lease rates
AMTRAK has to pay for the equipment.

AMTRAK has stated that leveraged leases help to keep its financing
costs down because the implicit financing costs for leveraged leases would
be less than the cost of direct borrowings needed to purchase the equip-
ment outright. It seems to us, however, that, in addition to the financing
costs incurred by AMTRAK as part of its lease payments and as a result of
its direct borrowings from the Federal Financing Bank to finance the prin-
cipal portion of the lease payments, there are other conmsequences from an
overall Federal Government standpoint that have an lmportant bearing om the
total fimancial ramifications of these transactions.

Two major considerations central to AMIRAK's leveraged lease Lransac-
tlons are the tax benefits obtained by a trustee through equipment depre-
clation writeoffs and through an Investment tax credit permitted under
Federal Law. AMIRAK is entitled to these tax benefilts as a for-profit
corporation, but due to its operating deficit position, it cannot bemefit
directly from such tex allowances. To the extent that a trustee improves
his overall tax situation through these allowances, the Federal Govern-
ment's tax revenue can be reduced. Such loss may outweigh any corporate
benefits to AMTRAK from reduced fimancing costs.

According to AMTRAK, however, if it did not use this method of finan-
cing and if similar tax benefits were available to potential lessors from
other sources, as AMIRAK believes to be the case, the impact on the Fed-
eral Government's overall revenues would be about the same, but Federal
costs, in the form of higher grants to AMIRAK, would increase. |

The Subcommittee may wish to consider whether leveraged leases are an
acceptable method of financing new rolling stock for AMIRAK.

We do not plan to distribute this report further unless you agree or
publicly announce ite contents.

Sincerely vyours,

Comptroller General
of the United States
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INFORMATION ON LOAN GUARANTEE PROGRAMS UNDER
THE RATL PASSENGER SERVICE ACT OF 1970, AS AMENDED,
AND THE REGIONAL RATIL REORGANIZATION ACT OF 1973

| TNTRODUCTION

The Rail Passenger Service Act of 1970 (45 U.S.C. 501)
created the National Railroad Passenger Corporation (AMTRAK)
HW‘ as a private, for-profit corporation to operate and revita-
lize intercity rail passenger service in the United States.
Section 602 of the act authorizes the Secretary of Transpor-
| tation to guarantee the principal and interest on obligations
issued by AMTRAK to finance capital improvements.

The Regional Rail Reorganization Act of 1973 (45 U.S.C.
701) created the United States Railway Association as a non-
profit Government corporation to finance the establishment
of a reorganized raill service system in the Northeast and
Midwest. Section 210(c) of the act states that, when re-
guested by the Association, the Secretary of Transportation
shall guarantee the principal and interest on all obligations
issued by the Association to carry out the purposes of the
act.

|

We made our review at the headguarters of the Depart-
Wm ment of Transportation, AMTRAK, and the Association in Wash-
ington, D.C. We reviewed the basic legislation authorizing
the guaranteed loan programs and related regulations, pro-
cedures, and practices of the Department. We also examined
pertinent records, files, and documents and discussed re=
lated matters with responsible officials of the Department,
AMTRAK, and the Assoclation.

UNITED STATES RAILWAY ASSOCIATION

As of October 31, 1974, no Federal guarantees of loans
‘ had been issued under the Regional Rail Reorganization act
of 1973. Although some regulations were issued by the De-
partment and the Association covering financial assistance
to authorized recipients under the act, Department and As-

sociation officials said that the general processes under
! which applications for Federal guarantees would be made and

1
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approved were still unstructured and evolving. The primary
basis for reviewing applications for guarantees will be the
merits of the proposed uses of funds to be provided by the
guaranteed obligations.

As in the case of AMTRAK, the Secretary of Transporta-
tion has delegated the loan guarantee function to the Admin-~
istrator, Federal Railroad Administration. Such guarantees
will require the concurrence of the Department's General
Counsel and the Deputy Under Secretary for Budget and Program
Review. '

Accoxrding to Department and Associlation officials, for-
mal terms and conditions have not been established for Fed-
eral loan guarantees under the act and a policy dealing with
the default issue and other loan guarantee matters will not
be established until the details of loan financing under the
act have been worked out.

GUARANTEED DIRECT LOANS TO AMTRAK

To meet its capital needs, AMTRAK originally entered in-
to revolving credit agreements with private banks and period-
ically drew down against the total amount of credit avail-
able under the agreements. AMTRAK issued a separate note
for the amount of each drawdown. The Department issued an
overall guarantee for all obligations to be incurred by
AMTRAK under the agreements and individually guaranteed each
note issued.

In July 1974 AMTRAK established a line of credit with
the Federal Financing Bank, a Government instrumentality,
through which it refinanced its existing debt and undertook
additional capital improvements. At October 31, 1974, AMTRAK
had two outstanding notes with the bank, both of which were
guaranteed by the Department. One note, due on or before
September 30, 1975, was issued to refinance a previous 9l-day
note AMTRAK had issued to the bank. The second note, a 91-
day note renewable to September 30, 1975, was issued to fi-
nance additional capital needs.

Within the total amount of the 91-day note, the Depart-
ment establishes a maximum amount that can be outstanding at
any one time and AMTRAK can draw down funds as needed so long
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W\ as they do not exceed the authorized maximum. As AMTRAK's W
W“ Ww needs for additional loan funds increase beyond the estab- W
i i lighed maximum, AMTRAK requests the Department to increase |
e the aggregate amount authorized. AMTRAK estimates that the |
WN WW outstanding guaranteed loans with the bank at June 30, 1975, W
| WAL amoun® o shout 3308 mithien.
Il commess oo sonmomn e j
According to AMTRAK, the "leveraged" lease is the pri-
WW HW\ mary method by which it has financed the acquisition of new W
i ll rolling stock Wlth-the use of Federal quara.ntees.:o AMTRAK's I
. n guaranteed obligations under leveraged leases will amount |
NW WN to about $121 million at June 30, 1975. Under this method, W
HW Ww AMTRAK purchases equipment from a builder under a conditional W
N [l sale agreement. Upon delivery of the equipment, AMTRAK makes |
HM WN a downpayment of about 27 percent of the purchase price and W
i i agrees to pay the balance (conditional sale indebtedness) in i
N I installments. Concurrent with each closing, the builder as- |
| OCRERER signs the conditional sale indebtedness (approximately 73 I
“W WW percent) to an interim lender. At this point, AMTRAK holds W
Fiele fo the squipment.
W\ Ww Prior to placing the eqguipment in service, AMTRAK sells W
I Il the eguipment to a trustee (lessor) under the terms of a sale |
e and leaseback agreement and immediately leases it back under l
the terms of an eguipment lease. )
N 0 The trustee gains title to the equipment, reimburses |
WN Nm AMTRAK for the downpayment, and agrees to pay the condition- W
I l al sale indebtedness although AMTRAK remains liable to the l
i I interim lender for the discharge of all its obligations un- |
vm Wm der the conditional sale agreement to the extent such obli- W
i I gations are not discharged by the trustee under the provi=- |
WW “W sions of the sale and leaseback agreement. ‘\W
WW \Wg The eguipment lease between AMTRAK and the trustee is | \W
N l for 15 years and provides AMTRAK an option to purchase the |
WW \W equipment at the fair market value at the end of the lease W
“““N“W‘“ “““N“W‘“ term. Additionally, AMTRAK has options to renew the equip- \W\‘\W\
il i ment lease at fair rental value for four additional terms Il
] mmuu
I i
I i
i i
i i
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il |
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The interim lender, the trustee, and the Department
(with the approval of the Secretary of the Treasury) enter
into a guaranty agreement under which the Department agrees
to unconditionally guarantee prompt payment by AMTRAK of (1)
the conditional sale indebtedness, plus accrued interest,
and (2) the lease obligations, less any payments made toward
the conditional sale indebtedness. Should AMTRAK default and
the Department make payment of the conditional sale indebt-
edness and lease obligations, the Department is assigned the
interim lender's and trustee's rights, titles, and interests
in the equipment.

The final step is the assignment of the interim debt to
institutional or other long-~term lenders. The interim lender
assigns the conditional sale indebtedness, along with the
Government guarantee, to an agent for the long-term lenders.
The long-term interest rate obtained is the final factor in
determining the lease rate. The Federal Financing Bank is
the long~term lender under two of AMTRAK's leveraged lease
transactions.

AMTRAK has stated that leveraged leases help to keep its
financing costs down because the implicit financing costs for
leveraged leases would be less than the cost of direct bor-
rowings needed to purchase the equipment outright. It seems
to us, however, that, in addition to the financing costs in-
curred by AMTRAK as part of its lease payments and as a re-
sult of its direct borrowings from the Federal Financing Bank
to finance the principal portion of the lease payments, there
are other consequences from an overall Federal Government
standpoint that have an important bearing on the total finan-
cial ramifications of these transactions.

Two major considerations central to AMTRAK's leveraged
lease transactions are the tax benefits obtained by a trustee
through equipment depreciation writeoffs and through an in-
vestment tax credit permitted under Federal law. Since
AMTRAK is in an operating deficit position, it cannot bene-
fit directly from such tax allowances. However, to the ex-
tent that a trustee improves his overall tax situation
through these allowances, the Federal Government's tax rev-
te

.
enue can be reduced. Such loss may outweigh any corpora

benefits to AMTRAK from reduced financing costs.
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AMTRAK pointed out that this method of financing is in
accordance with the concept that AMTRAK was created as a for-
profit corporation and therefore would be entitled to use its
tax benefits. Moreover, AMITRAK believes that the number of
institutions which engage in leveraged lease transactions is
limited and that transactions with AMTRAK are one of numerous
alternatives available to these institutions. AMTRAK be-
lieves that, if these institutions did not participate in an
AMTRAK transaction, they would engage in other transactions
of this type, and therefore the impact on overall Federal tax
revenues would be about the same. It is AMTRAK's opinion
that, on this basis, the savings realized by AMTRAK through
leveraged leasing benefits the Federal Government in the form
of reduced grant requirements.

Matter for the Subcommittee's consideration

The Subcommittee may wish to consider whether leveraged
leases are an acceptable method of financing new rolling
stock for AMTRAK.

PERTINENT STATUTORY PROVISTIONS FOR
LOAN GUARANTEE PROGRAMS (QUESTION 1)

Rail Passenger Service Act of 1970, as amended

Section 602 of the Rail Passenger Service Act of 1970,
as amended (45 U.S.C. 602}, authorizes the Secretary of
Transportation to guarantee, with the approval of the Secre-
tary of the Treasury, the principal and interest on securi-
ties, obligations, or loans issued by AMTRAK to finance:

l. The upgrading of roadbeds.

2. The acquisition of new rolling stock,

3. The rehabilitation of existing rolling stock.

4. Reservation systems.

5. Switch and signal systems.

6. Other capital equipment and facilities necessary
for the improvement of rail passenger service,



The 1972 amendments to the act (Public Law 92-316), ap-
proved June 22, 1972, restricted the use of loan proceeds to
capital expenditures by deleting from section 602 the phrase
"and for other corporate purposes" contained in the original
act and ingerting in its place the phrase "reservation sys-
tems, switch and signal systems and other capital equipment
and facilities necessary for the improvement of rail passen-
ger service." According to hearings before the Subcommittees
of both the House Committee on Interstate and Foreign Com-
merce and the Senate Committee on Commerce and committee re-
ports on the 1972 amendments, the Congress was concerned that
AMTRAK funds, including guaranteed loans, were being used
largely for operating expenses and that the hoped-for revi-
talization of rail passenger service through capital improve-
ment would not be realized.

The amount of guaranteed loans (principal) which may be
outstanding at any time is limited to $900 million and is
authorized as follows. '

Effective
Authorizing date of Amount
legislation authorization Increase Total
(000,000 omitted)
Rail Passenger Service
Act, approved Oct.
30, 1970 Oct. 30, 1970 $ - $100
Rail Passengexr Service
Act amendments, ap-
proved June 22, -1972 June 22, 1972 $ 50 5150
July 1, 1973 $ 50 $200
AMTRAK Improvement Act
of 1973, approved
Nov. 3, 1973 Nov. 3, 1973 $300 $500
AMTRAK Improvement Act
of 1974, approved
Oct., 28, 1974 Oct. 28, 1974 $400 $900



The Secretary of Transportation is authorized to prescribe
terms and conditions for loan guarantees. However, the ma-
turity period of such loans may not exceed 20 years, and the
Secretary of Transportation may not guarantee obligations if
the income therefrom is not includable as taxable income.

To meet loan guarantee obligations in the event of de-
fault, the Secretary of Transportation is authorized appro-
priations as may be necessary. When appropriations prove
insufficient to honor obligations, the Secretary of Trang-
portation is authorized to borrow funds from the Secretary of
the Treasury and to repay such funds from subseguent appro-
priations,

The Secretary of Transportation is authorized to issue
general guidelines designed to assist AMTRAK in formulating
capital and budgetary plans. Any request by AMTRAK for the
guarantee of a loan which has been approved by AMTRAK's
board of directors must be approved by the Secretary of
Transportation if, in his discretion, such request falls
within the approved guidelines., This provision was added by
the 1974 amendments to the act (Public Law 93-496, approved
Oct. 28, 1974) and, according to Senate Report 93-1015, dated
July 16, 1974, on the 1974 amendments, was intended to allow
for a thorough and competent planning process, rather than
the process currently used. According to the report, the
Committee was concerned that the existing provisions of sec-
tion 602 may, in effect, derogate from the proper role of
AMTRAK's board of directors by permitting the Secretary of
Transportation to reach decisions on capital expenditures
proposed by AMTRAK after major decisions on such expenditures
had already been made by the board of directors. (The prew
vious process is explained starting on p. 9.)

Regional Raill Reorganization Act of 1973

Section 210(c) of the Regional Rail Reorganization aAct
of 1973 (45 U.5.C. 720(c)) requires the Secretary of Trans-
portation to guarantee the principal and interest on bonds,
debentures, trust certificates, securities, or other obliga-
tiong which are issued by the Association to assist in fi-
nancing the establishment of a reorganized rail service syg-
tem in the Midwest and Northeast, and for other purposes, and
which the Association requests be guaranteed.

7
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From the proceeds of such obligations, the Association
may make loans to:

1. The Consolidated Rail Corporation, AMTRAK, and other
railroads in the region to assist in implementing
the final system plan.

2. States or local or regional transportation author-
ities to assist in acquiring and modernizing re-
gional rail properties.

3. Any railroad which connects with a railroad in re-
organization and is in need of financial assistance
to avoid bankruptey reorganization proceedings.

Such obligations may also finance agreements with railroads
in reorganization in the region (or leased, operated, or
controlled by such railroads) for acquiring, maintaining, or
improving railroad facilities and equipment necessary to im-
prove property that will be in the final system plan.

The Association also may provide loan guarantees to as-
sist States or local or regional transportation authorities
in modernizing acquired regional rail properties.

Except as stated below, the amount of guaranteed cobliga-
tions issued by the Association which may be outstanding at
any time is limited to $1.5 billion, of which not more than
$1 billion may ke issued to the Coxrporation. Of the $1 bil-
lion issued to the Corporation, not less than $500 million is
to be available solely for rehabilitating and modernizing
rall properties acquired by the Corporation. The Association
may have outstanding additional guaranteed obligations, not
to exceed $150 million, to provide assistance to railroads
in reorganization in the region (or leased, operated, or con-
trolled by such railroads) for acquiring, maintaining, or
improving properties to be included in the final system plan.
The Corporation is redquired to assume such obligations, and,
when the properties are ultimately transferred to it under
the final system plan, the Corporation is not required to
compensate the railroads for that portion of the property
value funded by such obligations.
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HW WM The Association is authorized to establish the maturity W
WW WW dates and interest rates for the obligations it issues, sub- W
ject to the approval of the Secretary of the Treasury. |
‘W WW To discharge his guarantee obligations, the Secretary l W
HW WW of Transportation is authorized appropriations as are nec- W
‘W Ww essary and may borrow funds from the Secretary of the Treas— W
‘W WW ury when appropriations prove insufficient to discharge ob- W
GENERAL PROCESSES LEADING TO FEDERAL GUARANTEES OF
W‘ WW AMTRAK OBLIGATIONS (QUESTIONS 2, 4, AND 10) W
The following information on processing and approving
i i AMTRAK“S requegts for Federaliqua%antégs:oﬁ AMTRAK obliga— I

I
Departmental review of budget and long-range planning
Each year AMTRAK submits to the Department and the Con-
i I gress a multiyear financial program (budget) consisting of l
|| R operating plans and capital acquisition plans approved by I
AR AMTRAK's board of directors of which the Secretary of Trans- i
|| RN portation is a member., As part of its review of AMTRAK's i
budget and long-range planning, the Department--in particular \

the office of the Deputy Under Secretary for Budget and Pro-

WW mw gram Review--considers the expected level of loan guarantees - W
MR in the ensuing fiscal year and the intended use of the loan |
WW HW proceeds. AMTRAK's capital acquisition plans are reviewed \W
) for conformity to departmental policy, and a more extensive |
WW \W review is made of any capital items on which policy issues \W
i I arise., In the case of turbotrains included in AMTRAK's I
0L 1) fiscal year 1975 capital plans, for example, the Office of Il
Economics of the Federal Railroad Administration
~--compared capital and operating costs with those of al-
N ternative equipment, '
--projected fares and their effect on cash flow, |
--gimulated running time between points,
| Il
) I
| A I
M Il
9 |




—--compared size of premium-priced market with lower
fare market segments, and

~-—-compared availability of alternative equipment.,

After the Department completes its review of AMTRAK's
financial program, the Secretary expresses his approval or
disagreement with all or part of AMTRAK's capital plans.
Therefore, when an application is submitted for a guarantee
of an AMTRAK loan, the Department has already reviewed the
level and general purposes of loan guarantees for the fiscal
year.

Review and approval by Interstate Commerce Commission

As a class I railroad, AMTRAK is redquired by section 20a
of the Interstate Commerce Act (49 U.S.C. 20a) to obtain
authorization from the Commission to issue securities. A
Commisgsion official said that this requirement applied to
loans obtained by AMTRAK under credit agreements with banks
but did not apply to leveraged leases because the Commis-
sion's definition of "securities" excludes noteless borrow-
ings. After assuring itself of the legality, appropriate-
ness, and necessity of the loan, the Commission authorizes
AMTRAK to issue notes in amounts not exceeding the total
amount requested.

Application submitted to
Federal Railroad Administration

After receiving the Commission's approval, AMTRAK sub-
mits an application for loan guarantees to the Federal Rail-
road Administrator, who has been delegated the authority by
the Secretary to guarantee AMTRAK obligations.

Procedures for submitting loan guarantee applications
are contained in part 251 of title 49 of the Code of Federal
Regulations (see app. II) and require, among other things,
that an application include:

1. A Dbrief description of the loan and its purpose and

a summary statement of financial obligations to, or
claims against, the United States.

10
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01111 relationships to the applicant and the circum- Ml |
MW WW stances and negotiations leading to the agreement W
MW WW by the lender to make the proposed loan. W

|
HW WM 3. Information showing that the applicant has endeavor- W
‘W WW ed to obtain a loan upon reasonable terms without a W
4, Twenty-one exhibits showing various organizational

and financial data pertaining to AMTRAK operations
0 and the proposed loan. Il

5, Certifications as to the validity of the transaction
W‘ WW and of the information provided in the exhibits. W

WH WW The Administrator can waive or modify the application 1 W
W\ WW reguirements and has done so on various occasions. For exam- W
W\ WW ple, he has waived certain financial information requirements W
for guarantees of equipment lease obligations., Also, in July
1974 AMTRAK issued a $200 million note to the Federal Finance
Wm Ww ing Bank to establish a new line of loan credit. This credit W
Wm WW arrangement enabled AMTRAK to refinance its borrowings under W
Wm WW existing agreements with two private banks. The Administra- W
tor waived all application reguirements in this instance to
expedite the arrangement which provided for lower interest
WW WW rates, The Administrator noted that the new loan arrangement W
WW WW would be subject to the same terms and conditions as the ex- W
WW WW isting agreements and that the Federal Financing Bank was W
! an instrumentality of the Government. In October 1974 AMTRAK
issued two guaranteed notes to the Federal Financing Bank--
| DR one for $180 million to refinance its obligations under the I
WW mw July 1974 note and the other for $100 million to establish \W
WW MW additional loan credit. In this instance, the Administrator HW
reqguired AMTRAK to file its loan guarantee application in ac-
cordance with the provisions of the Federal regulations.,

1 | Eppadeation reviey 200 apRcove. |

I .
WW ‘W The Office of Chief Counsel, Federal Railroad Adminis- ‘W
WW \W tration, reviews AMTRAK's application for compliance with ‘ HW
M 1 statutes and regulations and, with the assistance of the Of- M
Il I fice of Economics, insures that the proposed equipment ac- e
WW ‘W - guisitions conform with approved capital plans. A letter ‘W

1 | | |
1 | 11 |
1 |

,




requesting approval by the Secretary of the Treasury is pre-
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Department's General Counsel and the Under Secretary. After
review and approval of the application and underlying legal
documents at the Department level, the application is sub-
mitted to the Secretary of the Treasury for approval.

After obtaining the Secretary of the Treasury's approval,
the Administrator executes the Federal guarantee at the clos-
ing of the transaction. When the source of a loan is a pri-
vate lender, as for leveraged leases, an opinion by the De-
partment's General Counsel concerning the validity of the
guarantee is required at the closing. When the source of the
loan is the Federal Financing Bank, the General Counsel's
opinion is not required.

Drawdowns on direct loans

On October 11, 1974, AMTRAK issued a guaranteed note for
$180 million, due on or before September 30, 1975, to the
Federal Financing Bank to refinance most of its obligations
under a 91-day note issued on July 9, 1974, AMTRAK also es~
tablished a new $100 million line of credit with a 9l-day
guaranteed note issued to the Federal Financing Bank. This
note is renewable for successive 91l-day periods until Sep=
tember 30, 1975.

Within the $100 million line of credit, the Administra-

tor has authorized a maximum aggregate amount that can be ad-
vanced and made available for AMTRAK's use. Aas additional
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funds are needed, AMTRAK cah request the Administrator to

increase the maximum amount that may be advanced. AMTRAK is
required to include in the request to the Administrator an

explanation of the proposed use of the funds and any varia-
tions from its capital plan. After the request is reviewed
and approved, AMTRAK can draw dowh additional funds from the
bank as needed to the extent of the new aggregate amount au-

thorized.

The 1974 amendments to the AMTRAK act, approved October
28, 1974, provide for certain changes related to the loan
guarantee process. These amendments had not been implemented
by the Department at the time of our reV1ew. (See Pe 7.)

nde these amendments the De
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‘ issue general guidelines designed to assist AMTRAK in for-
mulating capital and budgetary plans. The Department must
approve AMTRAK's request for the guarantee of a loan that
has been approved by AMTRAK's board of directors if, in the
Wm WW Department's discretion, such request falls within the i W

l TERMS AND CONDITIONS ATTACHED
} TO LOAN GUARANTEES (QUESTION 3)

|
Under the Rail Passenger Service Act of 1970, as amend- ‘
ed, the Department has issued guarantees covering AMTRAK's
obligations under credit agreements for direct borrowings and
HW WW under lease eguipment acgqguisitions agreements. However, the W
Department has attached formal terms and conditions only to
‘ ite guarantees of credit agreement borrowings. Beginning in
November 1971, AMTRAK has entered into six credit agreements
covered by Federal guarantees, only two of which were active \
as of October 31, 1974, The following terms and conditions
(see app. III), attached to the current agreements which
WW mw AMTRAK entered into with the Federal Financing Bank in Octo- HW
|

WW HW 1. Deposit and disposition of loan guarantee funds HW

--Deposit guaranteed loan funds in a separate ac-
count,

-=Not commingle loan funds with other AMTRAK funds.

--Use loan funds solely for purposes and in
amounts gpecified in its request as approved ‘
by the Department and for purposes permitted
| by section 602 of the act.

2. Administrative and fiscal reguirement

~-Maintain an effective accounting system and re-
lated internal controls and appropriate recoxrds

and documents to insure adequate control and |

documentation of guaranteed loan fund expendi-
1 | Fures |
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--Obtain the right to audit, or to receive cost
evidence on, any cost reimbursement contract of
$100,000 or more and to conduct such audits of
cost reimbursement contracts as it may have a
right to audit.

3. Retention of records and audit

~-Maintain financial records and documentation
for a minimum of 3 years.

--Provide the Department with access to such rec-
ords for audit purposes.

4., Contracts (with certain exceptions)

--Award all contracts funded through guaranteed
loans on the basis of a standard selection proc=~
ess approved by the board of directors.

--Award contracts amounting to more than $50,000
on the basis of a standard competitive selection
process to the maximum extent possible.

~--Obtain board of directors' approval for con-
tracts amounting to more than $100,000.

5. Restrictions on use of Federal emplovees

~-Not allow full-time Federal employees to receive

certain unauthorized payments from Federal
funds.

6. Prohibited interests (with certain gxclusions)

--Not enter into any contract or arrangement in
which any AMTRAK officer, key employee, or mem-
ber of its board of directors (during his ten-
ure) has a material interest, unless approved
by the majority of disinterested directors.,

14



H

E_d

7. Reduests for approval of loan guarantee funds
~=SUubmit each request for a drawdown on loan
guarantee funds in a specified format accompa-
nied by specified documents and papers. (The
Department is to initially act upon redquests
within 5 full business days after submission.)
8. Reporting requirements
--Submit various specified statements, reports,
or analyses each month,
9, Corporate planning ‘
-=Submit annual planning documents, including 4
year operating and capital plans with certain
supporting details and analyses. (The Depart-
ment's views are to be furnished to AMTRAK
within 30 days.)
0, Civil rights
-=Comply with title VI of the Civil Rights Act of
1964 and other related regulations and direc-
tives, |
--Insert certain minority hiring reduirements in
contracts for building or station construction,
1. Miscellaneous
| -=Take certain steps to limit air pollution.
-=Warrant that it has not paid, and agrees not to
‘ pay, any bonus or commission for obtaining the
loan guarantee.
--Not contravene any State or territorial law.
-=Not use certain specified public lands for its ‘
project without concurrence of the Deparxtment,
15




--0Obtain rights in inventions, patents, and tech-
nical data for research and development work
financed with loan quarantee funds.

12, Security agreement

--Convey to the Department all of its right,
title, and interest in certain specified rolling
stock (equipment) acguired and in all equipment
thereafter acquired, except for equipment spe=-
cifically excluded by the Department.

~-Not sell or otherwise dispose of any equipment
without prior consent of the Department.

--Notify the Department of equipment acquired, or
N lost, or destroyed.

--Keep equipment in good order and repair, report
annually to the Department on the condition of
the equipment, and keep equipment free from any
encurbrances and liens.,

--In the event of payment amounting to more than
$500,000 by the Department under the guarantee,
deliver equipment to the Department equivalent
in net book value to the amount paid by the
Department,

~—-Indemnify the Department and relieve it from
liagbility for any claims for losses, damages,
and injuries resulting from the use, operation,
or condition of the equipment.

13. Approval of proposed use of loan funds

~-Obtain the Department's approval of the proposed
use of the proceeds of loans guaranteed pursuant
to the agreement on terms and conditions.

The Department's October 1974 agreement with AMTRAK on
terms and conditions states that the terms and conditions
covered by the agreement shall terminate upon:

1. The cancellation of the two guaranteed notes.

16



2. The effective date of issuance by the Secretary of
Transportation of general guidelines pursuant to
section 602 of the Rail Passenger Service Act of
1970, as amended, designed to assist AMTRAK in
formulating capital and budgetary plans.

3. Expiration of the date the Secretary is by statute

required to issue the general guidelines mentioned
in item 2 above.

The 1974 amendments to the act, approved October 28,
1974, provide for the issuance of such general guidelines
within 180 days of enactment of the amendments. This pro-
vision had not been implemented at the time of our review,

MEANS USED TO DETERMINE ADHERENCE TO LOAN
GUARANTEE TERMS AND CONDITIONS (QUESTION 5)

According to a Department official, the Department
makes audits annually to insure that AMTRAK adheres to the
terms and conditions of guaranteed loans and follows ac-
cepted financial practices. Also loan guarantee terms and
conditions require AMTRAK to periodically submit to the
Department certain specified financial reports and to fur-
nish additional information with sach request for addi-
tional loan funds under the existing credit agreement.
When such redquests are received, the Department determines
whether required reports and data have been submitted.

Two audits of AMTRAK's activities had been completed by
the Department and reports were issued in July 1972 and Nov-
ember 1973, and a third was nearing completion in September
1974. Our discussions with Department personnel responsible
for the audit of AMTRAK activities and our review of in-
ternal audit working papers, programs, and reports showed
that a determination of AMTRAK's adherence to loan guarantee
terms and conditions was not a specific objective or work
area for these audits, and, consequently, audit coverage of
the subjects of the terms and conditions was limited and
only incidental to the basic work aims and objectives of
the audits. The first two audits generally were directed .
toward determining the adequacy of AMTRAK's administration
and management of Federal grant funds. The reports on
these audits contained recommendations dealing with the

17



progress and results of AMTRAK's audits of participating
railroads, procurement procedures, cost reduction incen-
tives, withdrawals of Federal grant funds, salaries of key
officials, and stock ownership. The third audit was pro~
gramed to cover AMTRAK's controls and accounting practices
under its capital acquisition program and the Department's
processes for administering AMTRAK loan guarantees.

The Department told us that provisions under the 1974
amendments to the act requiring the Department to issue
general guidelines to assist AMTRAK in plamming (see p. 7)
would necessitate a reexamination of the Department's
relationship with AMIRAK, including its role in monitoring,
reviewing, and analyzing AMTRAK's activities.
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TR TR R— |
THE_STATUS_OR PROGREIS OF
|| A (| THE LOAN GUARANTEE PROGRAMS (QUESTION 6) l

We found no legislative or administrative requiremcnts

‘W WW for submitting a regular comprehensive report on the progress W

‘W WW or status of the Federal loan guarantee programs authorized W
| by the Rail Passenger Service Act of 1970, as amended, and

the Regional Rail Reorganization Act of 1973. The following

W‘ WW reports required by statute or by the terms and conditions W
! established by the Department applicable to Federal guaran=-

tees of AMTRAK's obligations contain information that could

W‘ WW provide some insight into AMTRAK's or the Association's W

activities or plans under the Federal loan guarantee pro-
1 grams.

1. By February 15th of each year, AMTRAK is redquired
(45 U.8.C. 548 (b)) to submit to the Congress and to the
W‘ WW President a comprehensive and detailed report of its opera- W
tions, activities, and accomplishments under the AMTRAK act,
including a statement of receipts and expenditures for the
0N preceding year. Il

‘ 2., At the time of its annual report, AMTRAK is required

(45 U.S.C. 548(b)) to submit to the Congress and to the

M 1111 President its legislative recommendations, including the Il
amount of financial assistance needed for operations and for

capital improvements, the manner and form in which the amount

Wm WW of such assistance should be computed, and the sources from W

which such assistance should be derived.

WW WW 3. By March 15th of each year, the Department and the W

Interstate Commerce Commission are required (45 U.S.C. 548
(c}) to submit joint or separate reports on the effectiveness

WW WW of the AMIRAK act in meeting reguirements for a balanced W

national transportation system and any legislative recommen-
\ dations.

4. The terms and conditions established by the Depart-
ment applicable to AMIRAK's current credit arrangements with
WW MW the Federal Financing Bank require that each year on Septem-— W
ber 1 AMTRAK provide the Department with a 4-year capital
plan and operating plan, with supporting financial analyses.
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5. The terms and conditions also require AMTRAK to
provide the Debartment with information monthly on the

eV LA -t e Lads Y

source and appli catlon of funds and on capital expendltures
— e P -4 t‘l'lf\!\ aYa¥aY —- W rr—

for each approved project of $100,000 or more in AMTRAK's
capital plan.

6. Ninety days after the end of each fiscal year, the
Association is required (45 U.S.C. 712(e)) to submit to the

3 A -1 T amt S
Congress and to the President a detailed report on all activ

ities of the Association during the preceding fiscal year,
including a statistical compilation of the obligations issued
and loans made under the act and the Association's projec-
tions and plans for the next fiscal year.

7. The Association is required (45 U.S.C. 712(f)) to
report annually to the Congress the amount of net lending of
the Association which would be included in the totals of the
budgets of the Government if the Association's activities
had not been excluded from those totals under the statute
(45 U.s.C. 712(f)).

REQUIREMENTS FOR AMTRAK
TO NOTIFY THE DEPARTMENT

AS TO POTENTIAL FOR DEFAULT

UNDER A GUARANTEED OBLIGATION (QUESTION 7)

Neither AMTRAK's notes, the Department’'s guarantees,
nor the terms and conditions related to guarantees under
loan credit agreements require AMTRAK to give the Depart-
ment notice of potential default. The Department told us,
however, that, because of its close working relationship
with AMTRAK, it would in all likelihood be aware of any po-
tential defaults.

The Department's guaranty agreements applicable to
AMTRAK's obligations under equipment lease transactions
provide that copies of all correspondence between AMTRAK
and the parties to whom AMTRAK is obligated, relating to
any event of default or threatened event of default, must be
furnished to the Department. The conditional sale agreement
redquires correspondence between AMTRAK and the builder
(lender under the assignment) only in the "event of default"
rather than for a threatened event of default. However, the
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equipment lease requires that AMTRAK give the trustee prompt
written notice of any event of default and any "event which
might mature into an event of default.”

Although the purposes for which Federal grants and
guaranteed loan funds may be expended are set out in the
Rail Passenger Service Act, the act does not prohibit fund
commingling nor specifically require separate accounting by
AMTRAK. However, the terms and conditions attached to the
Department's loan guarantees prohibit the commingling of
loan guarantee funds with any other funds and require that
loan funds be deposited in a separate account. As of Octo-
ber 1974, there was no specific prohibition against the
commingling of Federal grants and AMTRAK's own funds.

Procedurally, AMIRAK maintains loan proceeds in a sep-
arate bank account and records them in a separate loan fund
account on its books. AMTRAK's own funds ultimately flow
into another bank account into which Federal grant funds also
are deposited. These combined funds are recorded in a
single non-loan-fund account on AMIRAK's boocks. In actual
practice, however, funds are transferred back and forth be-
tween the loan fund account and the non=-loan-fund account
with such frequency and in such varying amounts that the
funds, in effect, become commingled. AMTRAK accounts for
the use of loan funds-=available only for capital expendi=
tures==through a special analysis and a statement prepared
and submitted to the Department at the end of each month.

An AMIRAR official explained that AMTRAK considers it
prudent fund management to temporarily advance nonloan funds
for capital purposes and loan funds for operating purposes
whenever cash requirements dictate. Such advances are made
through transfers between the fund accounts, and the amounts
advanced are subsequently replaced through advances or
"restorations" flowing in the reverse direction. At various
points in time, the loan fund account can contain nonloan
funds and the non-loan-fund account can contain loan funds.
One of the primary objectives of AMTRAK's funds management is
to minimize loan interest costs by deferring loan drawdowns

as long as other funds are available to meet loan repayment
or capital needs.
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The Department told us that, as part of its development
of general guidelines applicable to AMTRAK's planning
process—-—-as required under the 1974 amendments to the act--
it will need to reassess the objectives and the effectiveness
of loan guarantee terms and conditions, including those pro-
hibiting commingling of loan funds.

There is no specific requirement in the Regional Rail
Reorganization Act of 1973 or in administrative regulations
that the Association or the ultimate recipients of Federal
assistance under the act keep Federal loan or grant funds in
separate bank deposits or otherwise segregated before ex-
pending them. The act requires that the ultimate recipients
of the Federal aid maintain adequate accounting records as
prescribed by the Association or the Secretary of Transpor-
tation.

PENALITIES FOR NONCOMPLIANCE WITH IOAN PROGRAM
REGULATIONS AND PROCEDURES (QUESTION 9)

We found no specific legislative or administrative pro-
visions imposing penalties on AMTRAK for failing to adhere
to Department regulations or procedures relating to loan
guarantees. However, AMTRAK's requests for Federal loan
guarantees, loan fund drawdowns, and grant funds require the
Department's approval, which can be withheld if AMTRAK does
not comply with the Department's regulations and procedures.

Department records indicate that AMIRAK initially failed
to submit certain required information in October 1972 and
in September 1973. In both instances, the Department with-
held approval of AMTRAK's fund requests until the required
information was furnished.

ASSETS ACQUIRED BY THE GOVERNMENT IN
EVENT OF IOAN DEFAULT (QUESTION 11)

Under the terms and conditions attached to the Depart-
ment’'s guarantees of AMTRAK's obligations under credit agree-
ments with banks, AMTRAK has agreed to. transfer to the De=-
partment its ownership in certain designated rolling stock
acquired before August 7, 1972, and in all rolling stock
subsequently acquired. Rolling stock acquired under equip-
ment lease transactions is specifically excluded. 1In the
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event of default by AMTRAK under its credit agreement obliga-
tions, the Department may, upon payment of more than $500, 000
toward AMTRAK's obligation, take possession and sell rolling
stock egquivalent in net book value to the amount paid. When
default by AMIRAK results in payment by the Department of
£500,000 or less, the Department may not take possession and
sell the rolling stock covered under the credit agreement
guarantee.

The Department's security rights under guarantees cover-
ing AMTRAK's equipment lease obligations are complex and
depend, to some extent, on the attendant circumstances of
default. As part of the total package, the Department has
guaranteed obligations incurred by AMTRAK undeyx conditional
sales agreements and under lease agreements. If AMTRAK de-
faults under both agreements and the Department makes good
under its guaranty agreement, the Department can exercise
its security title to the equipment and repossess and sell
the equipment. The Department has the same property rights
in the event it must make good a default under the condi-
tional sale agreement alone.

If the Department must make good a default under the
lease agreement only, the Department’'s rights in the equip-
ment will depend on the lease rights to be assigned by the
trustee in return for the Department’'s payment. Whether the
trustee has any rights to assign to the Department will dew
pend on the status of AMTRAK's obligations under the condi-
tional sale agreement.

NUMBER AND AMOUNTS OF AMTRAK's
GUARANTEED OBLIGATIONS (QUESTIONS 12 and 18)

Prior to AMIRAK's present loan financing arrangements
with the Federal Financing Bank, AMTRAK established a line
of credit through loan agreements with commercial banks and
issued separate federally guaranteed notes for esach drawdown
against the total amount of established credit. Under its
current arrangements with the Federal Financing Bank,. AMTRAK
has issued two guaranteed notes covering the total amount of
the established line of credit. Individual drawdowns, al-
though requested in writing, are not covered by separate
notes. The amounts shown in the following table applicable
to loan credit agreements represent the cumulative gross
amounts drawn and repaid.
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Guaranteed loans on the books
carried over from previous year:
Ioan credit agreements

Equipment lease acquisitions

Total

New guaranteed loans made

during fiscal year:
Ioan credit agreements
Equipment lease acquisitions

Total

Guaranteed loan repayments made

during the year (both old and new):
Loan credit agreements
Equipment lease acquisitions

Total

B

an guarantees existing at the
nd of the fiscal year:

Ioan credit agreements
Equipment lease acgquisitions

(]

Total

Actual

FY 1972 FY 1973 FY 1¢
Number Amount Numbex Amount Numbexr

(millions) (millions) (n
- $ - 2 $17.0 10
= —_— = — 1
- $ = -2 $17.0 Al
11 $92.0 11 $53.0 41
- - 1 7.6 1
11 $92.0 12 $60.6 42
9 $75.0 3 $20.0 23
9 $75.0 3 $20.0 23
2 $17.0 10 $50.0 28
- —_— - —1-6 -2
$57.6 30

o
U
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E
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Amounts shown as outstanding for edquipment lease acgui-
sitions represent the principal portion of the Government's
maximum guarantee obligation in the event it would have to
make good on its guarantees. The estimate $0.2 million in
repayments in 1975 under equipment lease acquisitions re-
presents a reduction in AMTRAK's guaranteed obligations
resulting from periodic lease payments.

We found no evidence that AMTRAK received any loans
other than federally guaranteed loans.

SOURCE OF FUNDS FOR PAYMENTS OF
GUARANTEED OBLIGATIONS (QUESTION 13)

AMTRAK repaid loans totaling $182.2 million in fiscal
year 1974 and will repay an estimated $452.7 million in fis-
cal year 1975. In 1974 loans totaling $157.2 million were
repaid with funds obtained from new borrowings. The remain-
ing repayments of $25 million were initially made from avail-
able nonloan funds which, according to financial data sub-
mitted by AMTRAK to the Department, were later restored from
funds obtained from subsequent borrowings. In effect, these
repayments also were made from new borrowings.

In 1975 actual loan repayments through October 31, 1974,
amounted to $328.4 million. Punds for these repayments came
from new borrowings. Using data provided by AMTRAK, we have
estimated that loan repayments during the remainder of 1975
will total about $124.3 million. According to AMTRAK offi-
cials, funds for these estimated repayments also will come
from new borrowings.

The table on page 24 shows an estimated $0.2 million in
repayments in 1975 under equipment lease acquisitions. This
amount represents a reduction in AMTRAK's guaranteed obliga-
tions resulting from periodic lease payments. The portions
of such lease payments applicable to loan principal are to
be paid from the proceeds of other borrowings.

AMTRAK's procedure of using nonloan funds to repay out-
standing loans and then restoring nonloan funds as needed
from the proceeds of subsequent borrowings has helped to
minimize AMTRAK's interest costs by delaying or veducing the
amount of loan drawdowns. The restored funds were considered
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to be available for any corporate purpose. AMTRAK has not
used this procedure since October 1973 and, according to
AMTRAK officials, does not anticipate using it during the
remainder of fiscal year 1975.

INTEREST RATES AND PERIODS
APPLICABIE TO FEDERAL GUARANTEES UNDER

LOAN CREDIT AGREEMENTS (QUESTION 14)

Prior to its July 1974 credit arrangement with the
Federal Financing Bank, AMTRAK's loan interest payments were
based, in part, on the weighted average of the interest rates
paid by the lending bank for its interbank borrowings of funds
needed to meet Federal Reserve requirements. This rate, re-
ferred to as the Federal Funds Rate, was calculated on a
Thursday-through-Wednesday basis and applied to the aggregate
principal of any notes outstanding during any part of the
preceding 7 days. AMTRAK also agreed to pay an added
"profit percentage” above the Federal Funds Rate. Under its
credit agreements with the First National Bank of Chicago
and the First National City Bank, AMTRAK paid a profit per-
centage of 1/2 of 1 percent above the Federal Funds Rate.

The Chase Manhattan Bank agreement required AMIRAK to pay a
percentage of

—~1/2 of 1 percent on principal amount up to $50
million and

--3/8 of 1 percent on principal amount over $50
million.

Under AMTRAK's July 1974 credit agreement with the
Federal Financing Bank, each drawdown bore interest based
on the coupon equivalent of the market yield on the latest
Treasury 9l-day bill computed on the average of the quoted
bid and asked prices at noon on the day of such drawdown,
plus 3/8 of 1 percent.

On October 11, 1974, AMTRAK made new credit arrangements
with the Federal Financing Bank by issuing a renewable 91-
day note and a second note due on or before September 30,
1975. AMIRAK's drawdowns against the 91-day note will bear
interest computed on the same general basis as its previous
91l-day note. On the longer term note, the interest rate on
the unpaid principal balance is 8.7 percent a year.
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Loan data shown for fiscal years 1972 through 1974 in
the table on page 28 is based on AMIRAK's actual financing
activities. Fiscal year 1975 data is based on AMIRAK's
actual financing experience through October 31, 1974, and
its estimated total loan activity for the year. The table
does not include guarantee fees charged by the Department.

A comparison of the range of interest rates on AMIRAK
loans with the range applicable to outstanding Treasury

bills is shown below.

Averade percentade rate

High Low
AMTRARK Treasury AMTRAK Tregsury
1972 5.196 4,961 3.825 4.156
1973 11.104 6.590 5.263 4,279
1974 14,015 8.416 10.240 7.081
1975 10.595 8.776 7.459 8.046

AMTRAK's LOAN REPAYMENT PROSPECTS UNDER
VARIOUS STATED ASSUMPTIONS (QUESTION 15}

We have made a number of computations to show changes in
income or costs, or factors affecting income and costs,
which would be required for AMTRAK to overcome its operating
losses and repay its guaranteed loans over a 5=, 10-, or 15-
year period. The computations are based on data included in
the 5-year (FYs 1975-79) financial program AMTRAK submitted
to the Congress on August 30, 1974. This was the most cur-
rent data available to us at the time. In its second supple-
mental budget request for fiscal year 1975, submitted to the
Congress on December 5, 1974, AMTRAK estimated that its
deficit Ffor 1975 would be $328 million--an increase of about
$90 million over that projected in its August 30, 1974, sub-
mission. Although this increased deficit is not included in
the following computations, its effect would be that the ad-
ditional amounts of net revenue needed under the various
assumptions discussed below would be about $90 million
greater than the amounts shown.

The computations are based on the assumptions that AMIRAK's
gstimated operating deficit of about $210 million for fiscal
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Average

interest rates

1972:
3.83 to 3.94
4.28 to 5.20

Total

1973:
5.26
10.27 to 11.10

Total

1974:
10.24 to 11.82
12.03 to 13.47
14.02

Total

1975:

7.46 to 7.81
8.01 to 9,95

SsVa WO Tow

Periods and Average Interest Rates for New Loan Guarantees

Made or Projected for Fiscal Years Shown

Loan periods in days

0 to 90 91 to 180 181 to 270 271 _t
Number  Amount Number  Amount Number  Amount Number
(millions) (millions) (millions) ¢
2 $ 8.0 - $ - - § - -
4 39.0 3 24.0 1 7.0 i
6 $ 47.0 3 $ 24.0 1 $ 7.0 1
- $ - 1 $ 3.0 - 5§ - -
= - 1 10.0 7 34.0 2
- $ - 2 $ 13.0 7 $ 34,0 2
12 $129.2 11 $ 97.5 - $§ - =
11 33.8 3 5.5 - - -
A 11.0 = - e - -
27 $174.0 14 $103.0 - s - -
2 $ 7.2 1 $152.0 - s - -
25 140.0 3 128.0 - - 1
1 5.0 = - = = =
28 $152.2 4 $280.0 $ - 1
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year 1975, excluding interest costs on guarantesed borrow-
ings, would also be the amount of deficit to be overcome or
partially overcome each year during the three debt repay-
ment periods and that during these periods AMIRAK would not
incur debts other than the estimated outstanding guaranteed
obligations of about $425 million at the end of fiscal year
I 1975. The computations also assume that certain factors

can be changed while related factors remain constant.

To illustrate, we assumed (1) that fare increases of any
amount would not affect ridership, (2) that increased rider-
ship could be achieved to whatever extent necessary to gen-
erate required revenue and that this ridership could be accom=
modated without increased operating costs or additional
capital investment in plant and rolling stock, (3} that un-
profitable routes could be eliminated without regard to
statutory requirements, and (4) that cost reductions could
be achieved through reduced customer service without adverse-
ly affecting ridership and revenues. A full description of
the assumptions is contained in appendix IV.

The assumptions made were unrealistically optimistic:
nevertheless, the computations do provide indications of
AMTRAK's unenviable financial prospects for the near term.
Moreover, the significantly higher fiscal year 1975 deficit
projected by AMIRAK in December 1974, which was not included
in our computations, would indicate an even less favorable
financial outlook for AMTRAK.

those contained in FY 1975 budget

Under this assumption AMIRAK would have to make dramatic
changes in its operation to overcome its annual operating
loss and to meet annual loan principal and interest payments.
The additional amounts needed each year under three assumed

|
Assumption A--No more Federal grants bevond
repayment plans are shown below.

|
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Operating

deficit Additional
Repayment (excluding Debt net revenue
plan interest) service needed
(millions)
5 years $211.4 $105.9 $317.3
10 years 211.4 64.6 276.0
15 years 211.4 51.7 263.1

If the only change made was to increase fares, increases
of 123, 107, and 102 percent, respectively--without losing
ridership--would be needed to raise the projected 1975
passenger revenue ($257.6 million) sufficiently to provide
the additional revenue needed under the 5=, 10-, and l1l5=-year
repayment plans. Similarly, if ridership alone were in-
creased, the same percentage increases in the ridership level
projected for 1975 (19.1 million riders) would be needed to
generate the same additional revenue. For example, under a
5-year repayment plan, AMTRAK would have to carry an addi-
tional 23.5 million passengers annually.

The following table gives some idea of the combination of
changes that would have to be made in the levels of fares
and ridership to eliminate AMTRAK's operating deficit and
meet loan repayment requirements.

Passender increases

5-year plan 10~year plan 15-yvear plan
Fare increases

Additional Additional Additional

Per- Additional Per-  passengers Per~  passengers Per-  passengers
cant. revenue gcent _and revenue cent _and revenue gcent _and revenue
(millions) {millions) (millions) (millions)
15 $ 38.6 94 18.0 $278.7 80 15.3 §237.4 76 14.5 $224.5
35 90.2 65 12.5 227.1 53 10.2 185.8 50 9.5 172.9
50 128.8 49 9.3 188.5 38 7.3 147.2 35 6.6 134.3
100 257.6 12 2.2 59.7 4 .7 18.4 1 .2 5.5
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To illustrate, a 1l5-percent fare increase would generate
$38,6 million of additional revenue. Under a 5-year loan re-
payment plan, this amount would be $278.7 million short of the
$317.3 million additional net revenue needed. The difference
could be obtained through a ridership increase of 18 million
(94 percent). Similarly, a 1l00-percent fare increase would
need to be coupled with ridership increases of 12 percent,

4 percent, or 1 percent, depending on the repayment plan used.

Assuming that no changes were made for revenue and that
across—the=board cuts were made in operating costs, reductions
of 64 percent, 55 percent, and 53 percent would be needed to
eliminate AMTRAK's operating deficit and to meet annual loan
principal and interest payments under the three repayment
plans. The effect of such cost reductions on AMTRAK's pro-
jected operating results for fiscal year 1975 is shown in
the following table.

Net revenue
after cost

Y 1975 Cost Estimated reduction
Repayment Estimated Estimated recduction cost after thual to debt
pariod revenue costs  reguired  reduction service needd
{millions) :
5 years $286.5 $497.9 $317.3 $180.6 $105.9
10 wears 286.5 497.9 276.0 221.9 4.6
15 years 286.5 497.9 263.1 234.8 51,7
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Some examples of the magnitude of additional amounts
that would be needed if smaller cost cuts were made are pre-
sented in the following table.

Additional amounts needed under

Cost reductions indicated repayment plans
Percent Amount 5 years 10 vears 15 vears
(millions) (millions)

10 $ 49.8 $267.5 $226.2 $213.3
20 .99.6 217.7 176.4 163.5
50 249.0 68.3 27.0 14.1

The effect of reducing some specific cost items is il-
lustrated below. The possible effects on revenue were not

considered.

Savings that would result from various

cost percentage reductions

Estimated costs 10 20 50

for 1975 percent percent parcent
(millions)

Food services

operate at an

annual loss of

$30 million.

Costs are

$49.6 million $5.0 $ 9.9 $ 24.8

Locomotive and

passenger car

maintenance and

repair costs are

$79.8 million 8.0 le.0 40.0

Reservation, sales,

and advertising

costs are

$35.8 million 3.6 7.2 17.9
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Route elimination

We also considered the extent to which route elimina-
tion could contribute to overcoming AMTRAK's operating def-
icit and repayment of its guaranteed obligations. Data is
available to measure train route operations on four different

bases as follows.

. Loss per revenue-passenger-mile.
Loss per passenger.

Loss per revenue-dollar.

Total dollar loss per route.

B W N
1 ] -

The data shows that each route is operating at a loss.

If AMTRAK dropped half of its routes to eliminate the
biggest losers, the total operating loss could be reduced
$43.4 million under the loss-per-revenue-passenger-mile
computation, $21.2 million under the loss-per-passenger com=-
putation, or $42.5 million under the loss-per-revenue-dollar
computation. Such loss reductions would be less than the
aggregate operating loss on the eliminated routes because
certain fixed and semifixed costs (such as general overhead
costs and joint and common facility costs) allocated to the
routes would still remain and would have to be redistribu-
ted to the remaining routes.

The following table illustrates the potential loss

reduction that might be achieved through eliminating the 10
routes having the largest total dollar losses.

Estimated fixed

Total and semifixed Potential
operating costs to be loss
los redistributed reduction
""" — (millions)
Boston to Washington $ 32.1 $16.1 $16.0
Seattle to Chicago 21.3 16.9 4.4
New York to Florida 19.3 22.7 (3.4)
New York to Philadelphia 11.9 4.2 7.7
florida to Chicago 11.1 5.0 6.1
Houston to Chicago 8.5 4.3 4.2
San Francisco to Chicago 7.8 10.4 (2.6)
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Estimated fixed

Total and semifixed Potential
operating costs to be loss
loss redistributed reduction
. (millions)
Chicago to Los Angeles 7.3 10.5 (3.2}
New ¥ork and Washington
to Kansas City 6.8 4,3 2.5
New York to Buffalo —bs B ) 3.9
132.6 $97.0 $£35.6

pra——————

This data indicates that cost savings from eliminating
train routes under any of the four bases shown would not
help toward providing the additional net revenue that would
be needed if AMTRAK were to eliminate its deficit and imple-
ment a loan repayment plan.

AMTRAK told us that it was concerned with the problem
of route profitability and had recently established a cost
control and distribution system which would provide more
accurate and reliable route data for management analysis and
decisionmaking. Also AMIRAK has initiated a series of pProje
ects involving overall analysis and reports on individual
routes over the next 6 months for improving overall profit-
ability of existing and planned routes.

Agssumption B--Federal grants of $100 million
a yvear through F¥Y 1980

Under this assumption the additional net revenue amounts
needed for the first 5 years under a 5-year, 10~year, or 15=
year repayment plan would be $217.3 million, $176.0 million,
and $163.1 million, respectively. BAgain, substantial changes
would have to be made in fares and/or ridership to generate
the additional revenue needed.

Under a 5-year repayment plan, AMTRAK would need an
84-percent increase in either fares or passengers. A 15w
percent fare increase would have to be combined with a
11.5 million (60 percent) passenger increase, a 35=percent
fare increase would need a corresponding 7 million (37 per-
cent) passenger increase, and a 50-percent fare increase would
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An across-the-board reduction of about 44 perxcent
($217.3 million) would be necessary to eliminate AMTRAK's
operating deficit and to carry out a 5=-year loan repayment
plan. Cost reductions of 10 percent and 20 percent would
leave $167.5 million and $117.7 million, respectively, to be
met by increases in fares and/or ridership.

For the first 5 years of a 10-year repayment plan,
either fares or ridership would need to increase 68 percent
to provide the additional net revenue needed; under a l1l5=-year
plan, a 63-percent increase would be needed for the first 5
years. During the first 5 years, the following combinations
of fare and ridership changes would provide the amounts
needed. '

Passender increases

10-vear plan 15=-yvear plan
Percent
of fare Additional Additional
increase Percent passengexrs Percent passendgers
(millions) (millions)
15 46 8.9 42 8.0
35 25 4.7 21 4.0
50 12 2.3 9 1.7

Across—the-board cost cuts of 35 percent and 33 percent
would have the same dollar effect as the fare and ridership
changes discussed above. The additional amounts that would
be needed during the first 5 years if smaller cost reductions
were made is illustrated below.

Additional amounts needed

Cost reductions under indicated repayment plans
Percent Amount 10 vears 15 vears
(millions) (millions)
10 $49.8 $126.2 $113.3
20 99.6 76.4 63.5
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Under the assumptions that the $100 million grant would
be discontinued after fiscal year 1980 and that AMTRAK would
be required to become self-sustaining, the additional annual

L $276 million and $263 million for the 1l0-year and 15-year
‘ plans, respectively. Under these circumstances, the operat-
ing changes and computations discussed under assumption 2
would be applicable. For example, beginning with the sixth
! year, fares or ridership would need to be increased 107 per-
cent and 102 percent, respectively.

Assumption C--Current grant amounts

funding involvement

It is AMIRAK's understanding, as well as ours, that the
loan assistance authorized by the Regional Rail Reorganization
Aet would not help in the repaying of AMIRAK's outstanding
loans. The act states that the Association can make loans
to AMIRAK to assist in implementing the final system plan
developed under the act. The conference report that preceded
approval of the act explained that this would involwve

AMIRAK's acduiring and improving the northeast corridor rail
properties so that improved high-speed rail passenger service
could be provided in the corridor. This would result in an
increased debt to AMTRAK.

The AMIRAK Improvement Act of 1974, approved October 28,
1974, increased total authorized appropriations for AMTRAR
| by $200 million. Assuming that $200 million in Federal
grants would be available to AMTRAK each year, the additional
net revenue amounts needed annually under a 5~year, l0-year,
or l5~year repayment plan would be $117.3 million, $76
million, and $63.1 million, respectively. Meeting these
needs under the three repayment plans would require an in-
crease of 46 percent, 30 percent, or 24 percent in either
| fares or ridership. The following combinations of fare and
ridership increases would also provide the amounts needed.



Passenger increases

S-year plan 10~vear plan 15~vear plan
Pexrcent
of fare Additional Additional ’ - Additional
increase Percent passengers Percent passengers Percent DPassengers
(millions) (millions) : (millions)
15 27 5.1 13 2.4 8 1.6
35 8 1.5 - - - -

Across—the~board cost reductions of 24 percent, 15 per-
cent, or 13 percent would also provide the additional net
revenue needed under a 5-year, lO~year, or l5-~year repayment
plan, respectively. A 1l0-percent reduction would result in
savings of $49.8 million and would be $67.5 million, $26.2
million, or $13.3 million short of the amounts needed under
the three plans. A 20-percent reduction would be $17.7 mil-
lion short under the 5-year plan but would provide more than
needed under the 10- or 1l5-year plans. ’

Reductions of 43 percent, 28 percent, or 23 percent in
each of the six specific cost categories listed on pages 32
and 33 also would provide the total additional net revenue
needed under the three plans. The effect of various reduc-
tions in payroll costs is shown in the following table.

Payroll
savings
(millions)
Reductions in AMTRAK's
direct payroll costs:
10 pexcent $12.7
20 percent 25.4
50 percent 63.4
Reductions in payroll
costs billed to AMTRAK
by the railroads:
10 percent l6.4
20 percent 32.8
50 percent 8l.9
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1 o
1 Payroll
savings

(millions)

Reductions in total
payroll costs:

|- L0 percent #29.1 I
|- 20 percent et |
1B 50 percent -

il |
| The savings from a 50-percent reduction in total payroll

costs would exceed the amounts needed under all three repay-

ment plans. Actual reductions needed under the 5=, 10=, and

\
15=-year repayment plans would be 40 percent, 26 percent, and W
‘W WW 22 percent, respectively. Savings from a 50-percent redug= W
Wm MWM tion in the payroll costs billed to AMTRAK would provide more ‘ W

than needed under either a 10-year or 15-year plan--actual
reductions needed would be 46 percent and 39 percent, respec-
tively. Savings from a 50-percent reduction in AMTRAK's direct
payroll costs would be sufficient to meet the needs under a Il
15-year plan. None of the other payroll reductions listed I
above would provide the additional net revenue needed under

any of the repayment plans.

Also, the reduction in AMTRAK's operating loss that

WW HWM might be achieved through eliminating train routes, as dis-

HW WW cussed starting on page 34, would fall considerably short of W
N1 the $117.3 million, $76 million, or $63.1 million needed I
under a 5-year, lU-year, or 1l5=vear repayment plan.
| - I
As indicated by the computations above, AMTRAK would not
11 e be in any position to retire its guaranteed debt in the near I
I I future. AMTRAK does not have a plan for the permanent repay- I
|| ment of its outstanding guaranteed loans. To the contrary, l
|| its 5=-year (1975-79) financial program dated August 30, 1974, I

envisions a steadily increasing loan debt resulting from the
financing of new proposed capital improvements totaling

$2.1 billion for the 5 years. During this period, AMTRAK
expects that its annual operating deficit, without any pro-
vision for wage and price increases and certain other '
anticipated costs, will increase from $238 million for 1975

to $303 million for 1979. Interest costs are projected to
increase from $26 million for 1975 to $129 million for 1979.

1B |
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As noted earlier, in December 1974 AMTRAK submitted to
the Congress a second supplemental budget request showing a
greatly increased deficit of $328 million for fiscal year
1975. This higher operating deficit, which is not included
in the computations presented above, would indicate an even
less favorable financial outlook for AMTRAK for the near term.

In making application to the Department for a Federal loan
guarantee, AMIRAK is redquired to make a general statement
setting forth the facts as to estimated prospective earnings
and other funds upon which it relies to repay the loan.
AMTRAK's October 1974 application contained the following
statement.

"As to the information required * * * the National
Railroad Passenger Corporation is presently a deficit
operation and has reported losses in each of its
fiscal years. It is anticipated that, unless Congress
appropriates sufficient funds, the Applicant will

not be able to meet the financial obligations to

be incurred in the transaction which is the subject

of this Application.”

AMTRAK's CAPITAT, TMPROVEMENT PROGRAMS FOR
1975 AND 1976 BUDGETS (QUESTION 16)

AMTRAK's capital programs for fiscal years 1975 and 1976
are summarized in the schedule below. The fiscal year 1975
program, initially submitted to the Congress in November 1973,
has undergone three revisions, the most recent of which was
submitted to the Congress in August 1974.

The initial 1975 program and a slightly modified program
included in AMTRAK's annual report to the Congress in
February 1974 totaled §$141.6 million and $135.6 million,
respectively, and did not consider the impact of the energy
shortage on the demand for rail passenger service. About
75 percent of the total cost of these programs represented
improvements in stations, sales and repair facilities, and
rights-of-way.

When data on the anticipated impact of the energy crisis

became available, AMTRAK submitted a revised capital program
to the Congress in April 1974, increasing the total cost of
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AMTRAK Captizl Program

FY 1975 FY 1975 FY 1975 FY 1975 FY 1976
{Submitted (Submitted (Submitted (Submitted (Submitted
11-73) 2-74) 4-74) 8-74) 8-74}
{(millions)
Passenger eguipment:
Modernization of used cars $ 19.6 $ 19.6 $ (a) $ 23.3 $ 8.6
Acquisition of 235 bilevel cars - - 168.0 168.0 -
Acguisition of 200 low-level cars - - 77.6 82.4 - -
Standardization of 1,000 conventional
cars - - - - 80.0
Total 19.6 12.6 245.6 273.7 88.6
Motive power:
Acguisition of diesel-electric
locomotives 14.0 14.0 12.5 12.5 -
= Modifications of diesel-electric
— locomotives - - - 2.0 5.0
Acquisition of 13 electric locomotives - - - - 11.0
Total j4.0 14.0 i2.5 14.5 16.0
Facilities:
Station and sales facilities 20.0 20.0 (b) 17.2 -
Repair facilities 32.0 32.0 (b} 128.2 62.3
Right-of-way : 56.0 50.0 (b) 160.0 235.0
Total 108.0 102.0 98.4 305.4 297.3
Research and development:
Autotrak - - .= - 3.0
Total - - - - 3.0
Total $141.6 $135.6 $356.5 £593.6 $404.9

8amount of $19.6 million included in 1974 costs in this program revision--included in 1975 costs
in August 1974 revision.

Pareakdown not shown in AMTRAK'S plan.




the 1975 program to $356.5 million. Of that amount, $245.6
million, or about 70 percent, represented procurement of new
passenger equipment to meet an anticipated increase in rider-

ship.

AMTRAK's most recent revision of its fiscal vear 1975
capital program was submitted to the Congress in August 1974
as part of a 5-year financial program covering operations
and capital acquisitions. This package was the basis for
AMTRAK's request for supplemental funding for 1975. It con-
tained AMTRAK's latest revision of its 1975 capital plans
and presented its anticipated capital program for fiscal
year 1976.

The 1975 capital program was increased from $356.5 mil-
lion to $593.6 million--an increase of $237.1 million.
About 85 percent of this increase represents improvements to
repair facilities and rights-of-way. The program for 1976
totals $404.9 million, of which $297.3 million (about 75 per-
cent) represents improvements in repair facilities and
rights-of-way.

OPERATING TRENDS ASSUMED IN AMTRAK's
1875 BUDGET (QUESTTON 17)

AMTRAK's most recent 5~year (F¥s 1975-79) financial pro-—
gram was submitted to the Congress on August 30, 1974, and
was the basis for AMTRAK's supplemental funding request for
fiscal year 1975. Some pertinent operating trends reflected
in AMTRAK's program assumptions are shown below.

FY

1975 1976 1977 1978 1979

Number of passengers
(millions) 19.1 22.5 25.6 27.7 29.1

Seating capacity in
seat-miles (billions) 8.5 10.2 12.6 14.7 15.7

Systemwide load
factor (percent) 55.5 54.5 53.4 52.1 53.0
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1975 1976 1977 1978 1979

Revenue—passenger

miles (billions) 4,7 5.6 6.7 7.7 8.3
Revenue (millions) $282.0 $£346.7 $424.4 $471.5 S$505.3
Costs (millions) $520.2 $586.6 $690.3 $776.9 $807.9
Deficit (millions) $238.2 $239.9 $265.9 $305.4 $302.6

Achieving the operating goals reflected in AMTRAK's 5=
year program is heavily dependent on the availability of new
equipment and improved facilities, as detailed in its capital
plans. In some instances the new equipment will replace
existing stock, and in others it will add to the total avail-
able fleet. The planned assignment of new equipment to vari-
ous routes will result in an overall upgrading of service
through such changes as increasing the number of trains and
runs, adding cars to existing trains, and providing additional
car seating capacity.

AMTRAK plans to initiate 6 new long-=haul routes and 15
new short-haul routes during fiscal years 1975 through 1979.
In 1975 new routes are planned between New York and Montreal:
Port Huron, Michigan, and Chicago; Detroit and Jackson: and
Norfolk and Cincinnati. 1In 1976 AMTRAK plans to add a route
between Boston and Chicago and four other unidentified
routes—-one long—haul route and three short-haul routes. In
1977, 1978, and 1979 AMTRAK plans to add one long-haul route
and three short-haul routes each year. These routes also
have not been identified.

With certain requested exceptions, AMIRAK plans to take
the necessary steps, starting in fiscal year 1975, to comply
with the higher standards of passenger rail service re-
quired by the Interstate Commerce Commission in its Ex Parte
277 ruling. AMTRAK anticipates that the additional station
staffing and onboard crews required as a result of the rul-
ing will cost about $4.5 miliion a year.
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In its second fiscal year 1975 supplemental budget re-
quest, submitted to the Congress on December 5, 1974, AMTRAK
estimated that its operating deficits for fiscal year 1975
and 1976 would increase to about $328 million and $335 mil-

lion, respectively. The operating data presented above does
not consider this worsening outlook.
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Staats:
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‘ questions:
1. What are the specifics of the statutes under which Amtrak
and the Regional Rail Reorganization Act Loan Guarantee

Railroad Passenger Corporation (Amtrak) to offset that Corporation's

The Congress provides for annual Federal grants to the Natiomal
operating deficits. Our Committee is very concerned about the

impact on future deficits and Federal grant requirements of the
large loan guarantee programs for Amtrak, as well as those guarantee
programs authorized by the Reglonal Rail Reorganlzatlon Act of 1973.

With respect to these programs, the Committee is interested in
receiving from vour office a report covering the following

programs are conducted?

i

3. What terms and conditions does the Government require as .
‘ a prerequisite for guarantees?

‘“
1

What are the general processes by which loan guarantee
applications are made 4nd approved?

a. Include a copy of specific instructions.
b. Include copies of one to two actual cases.

At what level in the Department or Federal Railrcad Administration
organization ace requests for guarantees approved?
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5'

10.

11.

12.

What mechanism is there for determining that the terms and conditions
are adhered to? How frequently are these reviews made?

Is there any regular type of status or progress reporting required
by the statute or by administrative fiat?

At what time is a recipient required to notify the Department as
to the potential for default?

To what extent can Amtrak or the Regional Rail Reorganization Act
recipients co-mingle loan guarantees and Federal grants? Can
these funds be co-mingled with the railroads own funds? Is
separate accounting required under the same process?

What penalties are there for failure to adhere to DOT regulations
and procedures? Have any transgressions occurred? If so, what
was the disposition?

What data is required and what analysis work is conducted by DOT
before loans are guaranteed?

In the event of loan default, what assets does the Government acquire!?

How many loan guarantees have been made to date, by fiscal year?
In this connection, provide the information in the following format:

(Actual or Projected, as appropriated)
FY 1972 FY 1973 FY 1974 FY 1975

Guaranteed loans on the
books carried over from
the prior year

New loan guarantees made’
during the fiscal year

Guaranteed loan repayments
during the year (both old
and new)

Loan guarantees existing .

at the end of the fiscal
year
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3. What was the source of funds for guaranteed loans paid during the
fiscal year? Estimate the source of funds to be used for repayment

\ or guaranteed loans in the remainder of fiscal years 1974 and 1975.

|

4. For the same fiscal years as in question 12, give the spread of

| interest rates for loan guarantees and the number and amounts of

f loans made, at each interest rate or group of interest rates. Also
include the period of the guaranteed loans by fiscal year and the

‘ number of loans in each period or group of periods.

5. Using guaranteed loans outstanding at the end of fiscal year 1973
and projecting loans outstanding at the end of 1974, and using the
loan guaranteeing projection for FY 1975 in the 1975 budget, what
kind of ridership increase, fare increase, or other income
producing increases or cost decreases (e.g., reduction in staff,
train service, routes, etc.) are needed to repay the guaranteed loans
under the following assumptions:

Within Amtrak's official repayment plan:
a. Assuming no more Federal grants beyond those contained in
the FY 1975 budget. -
b. Assuming that $100 million per year for Federal grantm through
FY 1980. . |
c. Assuming that the current grant amounts and loan guarantee amounts
for the Regional Rail Reorganization Act represents the full
extent of Federal funding involvement.

6. What is the content of the Capital Improvement Program for Amtrak
on which the 1975 budget is based? What is the anticipated Capital
Improvement Program for Amtrak for 1976 as now being estimated?

17. What ridership, route service, etc., through FY 1980 does the
Federal grant and loan guarantee program assume, as presented
in the 1975 budget?

‘ 18. Has Amtrak recelved any loans other than those guaranteed by the
Federal Government? If so, how much, how many, under what
circumstances? What is their repayment schedule?

rmISincerely9
||||
|I|||| w ) |I||
“ I“||| i
John J. McFall
Chairman
Subcommittee on Transportation
Appropriations
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APPENDIX II

PROCEDURES FOR SUBMISSION OF
LOAN GUARANTEE APPLICATIONS UNDER THE RAIL
PASSENGER SERVICE ACT OF 1970, AS AMENDED
-—-EXCERPT FROM CODE QF FEDERAL REGULATIONS
(Title 49, PART 251--Loans and Guarantee of
Loans under Rail Passenger Service Act of 1970)
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$ 251.1 Title

§231.1 Applicability.

This part prescribes the procedures
governing applications for loamns or the
guarantee of loans o railroads, the Na-
tional Railroad Passenger Corporation
or vegional transportation agencies
under section 603 or 701 of the Rail Pas-~
senger Service Act of 1970 (45 U B.C. 501
et seq: 84 Stat. 1327).

8§ 251.3 Delinitions,

As used in this part—

“aet” mesns the Rail Passenger Serv-
ice Act of 1970.

“pdministrator” means the Pederal
Railroad Administrator.

sCommission' means the Intevotate
Commerce Cominission.

*Rallroad” means f common carrier
by rallroad as defined in section 1¢3) of
rart 1 of the Interstate Commerce Act,
as amended (49 US.C. 1(3)).

§2581.5 Conlents of application.

(&) Fach application shall include, In
the order indicated and identified by ap-
plicable section numbers and letters
corresponding to those used in th.s part,
the following information as {o the Ap-
plicant (or Trustee, if applicable) and
the transaction:

(1) Pull and correct name and prin-
cipal business address.

(2) Name, title, and address of the
person to whom correspondence regard-~
ing the application should be addressed.

(3) Brief description of the loan and
its purpose or purposes, including state-
ments Ofw.

1 The total amount of the loan;

(i) "The purpose or purposes for which
the loan proceeds will be used,

(ii3) The maturity date or dales;

(iv} Description of the security, if any.
for the loan, including sppleants’
opinion of the value of any collateral
and the basis for such opinion;

G 9T ranspornaiion

(v) The date or dates on which the
applicany desires the funds to be made
available; ’

(vi) The rate of interess:

fvii) Estimated total expenses In ¢on-
nection with the loan, including detall
as to expenses estimated for legal and
accounting services, printing and engrav-
ing, trustees’ fees. State and Federal
taxes, and commissions and discounts;
and

(viil) If a guarantee, the portion of
the loan concerning which guarantee
by the Administrator is sought, descrip-
tion of the security for the loan and the
guarantee, together with an opinfon of
the value of such collateral and the hasls
for such opinjon.

(4) Statement. In sumimery form
showing the Applicant’s Snancial obliga-
tions to, or claims against, the Tnlled
Btates, if any, as of date of application,
or latest available date, listed a8 L@

(1) Balance on any direct loans:

(i) Balance on any loans under which
the United Biates is puarantor;

(i) Status of any claims under litiga-
tion; and

(v1) Any other debits or credits exlst-
ing between the Applicant and the United
ates, owing  the department op
agency involved in such loans, clalme ond
other dehbty,

() Bach application shall include, in
the order indicated and identified by op-
plicable section numbers and letters cop-
responding to those used in this part, the
following Information as to the lender
or lenders:

(1) Full and correct name and prin-
cipal business address.

(2) Nemes and addresses of princlpal
executive officers and directors, or
partners.

{(3) Reference to applicable provisions
of law and the charter or other govern-
ing instruments conferring authority to
the lender to make the loan ond (o aceept
the mo e or other obligation se-
wsuring the loan.

(4) Brief statement of the clreume-
stances and negotiations leading to the
agreement by the lender to make the
proposed loan, including the name end
sddress of any persol or persons, olher
than divectors, officers, parihers, OF em-
ployees of the Applicant, representing or
purporting to represent the Applicant in
connection with such negotintions.

(5) Brief staterent of the nafure and
extent of any aflintion or business se-
lationship between the lender and any
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of its directors, partners, or principal
executive officers, on the one hand, and,
on the other, the Applicant and any of
its directors, partners, or principal ex-
ecutive officers, or any person or persons
whose name is required to be furnished
under subparagraph (4) of this
paragraph. .

{(6) Full and complete statement of
all sums paid or to be paid and of any
other consideration given or to be given
by lender in connection with the pro-
posed loan, including with respect
thereto: )

(1) Name and address of each person
to whom the payment is made or to be
made;

(11) The amount of the cash payment,
or the nature and value of other
consideration;

(iil) The exact nature of the services
rendered or to be rendered:

(iv) Anycondition upon the obligation
of the lender to make such pavment; and

(v) The nature of any afilliation, as-
sociation, or prior business relationship
between any person listed in subdivision
(1) of this subparagraph and the lender
or any of its directors, partners, or
officers.

§ 251.7 Required exhibits.

Each application and each copy thereof
required by this part must have attached
the exhibits listed in Appendix A to this
part. If a particular exhibit is not ap-
plicable, the application shall so state.

§ 251.9 Additional information.

(a) Bach application for a loan guar-
antee must include the following:

(1) A statement on behalf of the Ap-
plicant that it has endeavored to obtain
g loan without a guarantee by the Ad-
ministrator, but has not been able to
obtain a loan upon reasonable terms, in-
cluding in the statement the terms that
are avallable and describing any facts
relevant to the efforts to obtain a loan.

(2) Copies of correspondence {rom all,
and not less than three, lending institu-
tions to which application for the financ-
ing has been made, showing that they
have declined the financing unless guar-
anteed by the Adminis«rator or showing
the terms upon which they will under-
take the financing without a guarantee.

(b) Each application for a loan must
include the following:

(1) A statement on behalf of the Ap-
plicant that it has endeavored to obtain
a loan but has been unable to obtain a
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loan therefor upon reasonable terms, and
including in the statement the terms that
are available and describing any facts
relevant to the efforts to obtain a loan.

(2) Coples of correspondence from all,
but not less than three, lending institu-
tions to which application for the financ-
ing has been made, showing that they
have declined the financing.

§ 251.11 Fees for loan guarantecs.

The lender of a loan guaranteed by the
Administrator shall pay to the Adminis-
trator s guarantee fee that the Adminis-
trator determines to be reasonable under
the circumstances. This guarantee fee is
paid on the date of closing the loan and
annually thereafter until the losn is
repaid.

§251.13 Execution and filing of appli-
cation.

(a) Each original application shzil
bear the date of execution and be signed
by or on behalf of the Applicant and the
lender. Execution on behalf of the Appli-
cant shall be by an officer having knowl-
edge of the matters set forth in the ap-
plication. Each person signing the appif-
cation on behall of the Applicant or
lender shall also sign a certificate in the
forrx;z as set forth in Appendix B to this
part,

(b} Each original application shall in-
clude a certificate by the Chief Account-
ing Officer of the Applicant in the form
set forth in Appendix B to this pert.

(¢) Each original application and sup-
porting papers, and six coples thereof
shall be filed with the Federal Railroad
Administrator, Department of Transpor-
tation, Washington, D.C. One copy of the
application and supporting papers for a
loan under section 701 of the Act shzall
be filed with-the Secretary of the Tress-
ury, Washington, D.C. Each copy shall
show the dates and signatures that ap-
pear in the original and shall be complete
In itself,

(d) If unusual difficulties arise in the
furnishing of any of the exhibits required
by § 251.7, the Applicant or the [ender
may, upon appropriate showing and with
the consent of the Administrator, omit
filing those exhibits.

(e) If furnishing exhibits in the detail
required by § 251.7 Is shown by the Ap-
plicant or lender to be unduly burden-
some in relation to the nature and
amount of the loan, the Administrator
may modify the requirements of said
section.
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(f) The Administrator may, with re-
spect to individual loans, waive or modify
any requirement of this part upon good
cause shown, or make any additional re-
quirements he deems necessary.

§ 251.15  General instructions.

(a) If the application is approved by
the Administrator the documents listed
in section 1I of Appendix A to this part
shall be deposited with the Administra-
tor ot least 3 business davs before the
transaction is closed, together with any
other document the Administrator may
reguire.

‘b)Y A loan or a guarantee of a loan by
the Administrator under this part does
not relieve the applicant from complying
with section 20a of the Interstate Com-
merce Act (49 U.S.C. 20a) in relation to
the issuance of securities.

APPENDIX A-—REQUIRED ExHIsiTs, DOCUMENTS,
AND CERTIFICATES

T. Exhibits. (a) The following exhibits
must be submitted with respect 0 the
Applicant:

Ezhibiz 1. A duly certified copy of the
Charter or Artleles of Incorporation and the
brlaws of the Applicant. (Submibtted with
the ariginal application only.)

Exhitnt 2. A certifled copy of resclutions
of the Board of Directors of the Applicent,
or if the Applicant s in reorganization under
Chapter 77 of the Bankruptey Act, o cortifled
copy of the order of the District Court hav-
ing jurisdiction of Applicant, authorling-—

(1) The filing of the application;

(i1) The fling of an application with the
Inverstate Commerce Commission under
section 208 of the Interstate Commerce Act,
for authority to issue securitles; amd

{111} The pledge of security for the loan
or the gusrantee.

Ezhibit 3. A preliminary opinton of coun-
sel for Applicant that he is famitlar with the
corporate or other organizational powers of
the Applicant, that the Applicant is author-
ized to make the application, and that when
proper corporate action hss been taken,
necessary autborizations obtained and the
oblizations executed. and security delivered
as contemplated by the application, the obll-
gations will constitute the valid and subsist-
ing ablligations of the Applicant.

Ezhibit 4. A map of the rallroad owned.
operated, or lensed by Applleant.

Ezhibit 5. & statement as to whether or
not any rallroad afiiated with Applicant hos
appiled for or recelved a loan guaraniee
under Title ¥ of the Interstate Commerce
Act, the Emergency Raill Services Act of 1870,
or under this Act. If an afliliate has applied
for or recelved such a guarantee, full partic-
ulars shall be glven.

Ezhibit 6. A statement showing totnl divie
dends declared and total dividends pald for
each of the last 5 calenday years and for the
current year to latest available date.

Exhibit 7. A copy of general balance sheet
as of latest avallable date, but not eariler
than the end of the third month preceding
date of fillng of the appllgation, in the form
and detall required In Schedules 2004 and
200i of the Interstate Commerce Colninlge
slon’s annual report Form A4, together with
th: following supporting schedules:

(1) Particulars of loans and notes resglve
able in form and detall as required in Sched-
ule 201 of annual report Form A or the Class
I rallroads.

(1) Particulars o: investments In othor
companies in form and detall slmilar {0 that
required in Schedules 205 and 208 of annual
report Form 4.

(111) Particulars of balances in accounts
741 and 743, Other Assets and Deferred
Charges, in form and detall as required in
annual report Form A, Scheduls 216,

(lv) Particulars of loans nnd notes pay-
able In form and detail required in Behedule
223 of annual report Form 4, as well agp
information as to bank loans, lncluding the
neme of the bank, date and smount of {ho
original loan, current balsnce, maturitien,
rate of interest, and any sesurity givem.

(v} Particulars of ‘ong.tertn debt n form
and detail similay to that required 1n Sched-
ules 218 and 219 of annual report Form A,
including & brief statement concerning ench
mortgage, and Indicating the property or
securities encumbered.

(vi) Particulars of balance i asecound
784, Other Deferred Credits, in formn and
detail as required in Bchedule 295 of N
nual report Form A.

(vil) Particulars as t0 contingent nuseto
and lisbilltles In form and detall ap pe-
quired in Schedule 233 of annual report
Form A.

(vill) Partleulars as to puerantees snd
guretyships in form and detall as regulred
in Schedule 110 of annual report Form A,

{ix) Particulars as to capital stock in
form and detall as required in Schedules
228, 229, and 230 of annual report Porm 4.

The information required in this exhibis
shall glve effect to any modification of the
Commission’s Uniform System of Accounts
for Rallroad Companies in effect on the date
the loan application is @led.

Ezhibit 8. A statement showing compurie
tive balance sheets as of December 31, for
each of the last 2 years preceding the yenp
in which the application 18 fled, in the
form and detail required in annusl report
Form A, Schedules 2004 and 200L, ahd 12
the Applicant’s report to its stockholders {n-
eludes & consolidnted balunce sheet for twe
or more rallroads which (iffers from the
returns in the balance sheet schedules ©f
its annual reports to the Commission, refe
erence shall be made to the sectlions of the

(o711
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stockholders’ reports which {nclude those
consolidated balance sheeis.

Exhibit 9. A copy of the Applicant’s report
to it stockholders tor ea.ch o! the a yeara
preu:u.lug the yvnr i which ths uyyuuauuu
{s filed. (Submitted with the original of the
applicetion only.)

Ezhibit 10. A comparative income 3tate-
ment for last full quarter of the year pre-
ceding the month of the year in which the
loan application !s filed, including cumula-
tive date to latest month shown, which may
not bhe earlier than the third month preced-
ing date of fililng the application, com-
pared with the same quarter of each of the

2 preceding years, in account form similar
to that required i{n column (a) of Schedule
300 of annual report Form A. The !nforma-
tion must be modified to inciude any re-
vision of the Commission’s Uniform System
of Accouwats for Rallroad Companies in effect
on the date the loan application is fled.

Exhibit 11. A comparative income state-
ment showing data for each of the last 2
years in account form and detall required

by Exhibit 10

Ezhibit 12. A pro forma income statement
showing estima.ted income account for each
of the remaining months in the current year
and for each month of the following vear,
{n the account form and detall required by
Exhibit 10, together with a statement
setting forth the basls for such esvimates.

Ezhibit 13. A comparative statement of
total expenditures for maintenance of (i)
way and structures ang (i1) equipment for
each of the past 2 years and for each month
of the current year, together with estimated
expenditures for the remalning months of
the current year and the following year,
including a statement showing the bhasis for
the estimates

Ezhibit 14. A statement showing for the
current calendar year and each year for 5
years thereafter, estimates fur total operat-
mg revenues, total operating expenses, op-
persting ratio, income available for fixed
charges, and net income after fixed charges
and contingent interest.

Ezhibit 15. A statement showing actual
cash balance at the beginning of each month

ntrdd tha antisal annthh wasnlmia awmd Alslaswis
ahkt the actual C&5Ii receipts and aisourse-

ments during each month of the current year
to the date of the latest balance sheet
Bzhlblt 7, together
monthly forecast (both befcre and after give
ing effect to use of proceeds from the pro-
posed loan} for the balance of the current
yvear and for the following year

Ezhibit 16. A statement showing, for each
month to latest available menth of the
current vear, compared with the same month
of each of the 2 preceding years—

(1) Number of tons of revenue freight
carried:

{11} Number of revenue ton-miles:;

(111) Frelght revenue (account 101);

(iv) Number of passengers carried;

Prvmemisle asl ry-3
iurasnea as with a
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(v) Number of passenger miles;

{vi) Passenger revenue (account 102); and

(vil) Estimated information for subdivie
sions (1) through (iii) for each of the re-

the dm tha
maining months in the current year

for the following year.

Ezhibit 17, A comparative statement show-
ing, for each year In the 2-year period pre-
ceding the year in which the appiication is
filed, and on an estimated basls for the
current year and each of the 4 years there-
after, the following:

(1) Total charges to operating expenses for
depreciation of way and structures, and
equipment;

(i1} Deductions for accelerated tax amor-
tization under section 168 of the Internal
Revenue Code in excess of charges listed in
subdivision (1);

(11i) Net income reported In annual re-
ports to the Commission; and

(lv) Pro forma net income which would
have resulted without the benefit of de-
ductions for accelerated tax amortization
under section 188 of the Internal Revenue
Code.

Ezhibit 18. A general statement setting
forth the facts as to estimated prospective
earnings and other funds upon which Ap-
plicant relies to repay the loan.

(b) The following exhibits must be sub-
mitted with respect to the loan transaction:

Ezhibit 19. Specimens or, where specimens
are not available, forms of all securities to
be pledged or otherwise issued in connection
with the proposed loan and in case of a
mortgage, a copy of the mortgage or inden-
ture.

Ezhibit 20. Coples of the loan agreement
entered into, or to be entered into, between
the Applicant and lender, and of any agree-
ments or instruments execuvted or to be exe-
cuted in connection with the proposed loan

(c) The following must be submitted with
apnications under seciion Jul ol wne act:

Ezhibit 21. An executed copy of the Agree-
ment between the Applicant and the Naticnal
Railroad Passenger Corporation entered into
under section 401 of the Act.

(d) If Applicant Is not a carrier subject
to the accounting requlrements of the Com-
mission. Exhibits 7, 8, 10-12 shall conform
to generally accepted accounting principles
and practices.

II, Documents. {a) The follewing docu-

ments must be submitted under § 251.15(a)

befo-e the closing of the loan transaction:

(1) A final opinton by counsel for the Ap-
plicant to the effect that he s familiar with
the corporate powers of the Applicant; that
the Applicant is authorized to execute and
deliver the securities or other obligations
evidencing them. and to pledge and hypothe-
cate any securities pledged as collateral; that
the securities or other obligations so exe-
cuted and delivered constitute the valid
and binding obligations of the Applicant;
and that the securities or other obligattions
of the Applicant will obtain a lien on any
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security invoived of the rank and priority
represented by the Applicant The opinion
shall also cover the priority and lien of each
1em of the collateral offered.

(2) Certlfied coples of the resolutions of
the Board of Directors of the Applicant or,
where applicable, the order of the recrganl-
zation court, suthorizing officers of Appli-
cant to execute and deliver the securities or
other obligations and to give the seeurity
under and according to the terms of the loan
or guarantee as prescribed by the Adminig-
LrnLor.

APPRNDEL BeePORILD

1. The following is the form of the certifi-
cate to be made by each person signing on
application on behalf of an Applicanmé or
lender:

P cortifies
(Name of official)
that he is the . of the
(Title of ofbeial)
s thet ho

{Name of Applicant or lender)

" 15 authorized BY commcvcoomeossooacwab BIFH

(Name of Applicant or lender)
and file with the Adminisirator this appli-
cation and the attached exbibits; that he
has carefully examined all of the statoments
contained in the application and the attached
exhibits relating to H

(Name of Applicani or lender)
thet be hes Enowledge of the motters et
forth therein and that all statements made
and matters set forth therein are true ond
correct to the best of his knowledge, infor-
mation, and belief.

(Date) [Signature)
1. The following is the form of the cer-
tificate to be made by the Chief Accounting
Cfficer of an Applicant:

...... certifies that he

15 - —— - of
{Title of Officer)

» that he

(Name of —Aipplﬂum.m;)

has supervision over the books of account and

other financial records of. comm -

.......................... vonewas O00 DRo
(Wame of Applicant}

control over the manner in which they are
kept: that the accounts are maintained In
gond faith in necordance with the orders of
the Interstate Commerce Commission or
with generally acceped accounting prine
eiples and practices; that he bhas examined
the financinl stotements ond supporting
schedules included in this application and
Lo the best of his knowledge nnd betie! those
statements accurately reflect the necounts as
stated in the books of account, and that.
other than the matters set forth in the ot
tached exceptions those financlal statements
and supporting schedules represent & true
wind compiete statement of the Snanctal posk-

tion of the Applicant; and that there ave no
undisclosed asscts, labilittes, commitments
to purchase property or securl¢ies, other
commitinents, itigation in the courts, colle
tingency rental agreements, or other contine
gent transactions which might materinlly
affect the finaneial position of the Applicant.

(Date) (Signature)
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NATIONAL RAILROAD PASSENGER CORPORATION

Guaranteed Note

For value received, the National Railroad Passenger Corporation
{*Antrak"”) hereby promises to pay to the Federal Financing Bank (the
“Bank") the principal amount of $180,000,000.00 (One Hundred and Eighty
Million bollars) on or before September 30, 1975, with interest on the
; wnpaid principal amount from the date of issuancé to the date of pay-
‘ ment: at a rate of 8.70% (eight and 70/100»w=m=ccmmcwas percent) per
annum (calculated on a 365-day vear basis). Interest accrued to
‘ March 31, 1975, shall be payable on that date and interest accruing on
and after March 31, 1975, shall be payable at maturity.

The Bank shall recieve from Amtrak and shall pay to the Federal
Railroad Administrator cf the Department of Transportation of the United
Btates of America a guaranty fee calculated at the annual rate of 1/4
of 1% {one quarter of one percent) of the aggregate principal amount
outstanding thereunder from time to time. The accrued and unpaid amount
of the guaranty fee shall be paid to the Federal Railroad Administrator
within twenty days after the maturity date of this Note. Principal,
interest, guaranty fee, and prepayment penalty (if the right of prepay-
men: is exercised) shall be paid to the Bank in such funds as are then
legul tender for payment of debts due to the Bank. When this Note shall
‘ have been paid in full, the holder shall cancel and return this Note

At the opticn of Amtrak, this Note may be prepaid, in whole or

in part, at any time before September 30, 1975, with accrued interest

on the amount prepaid to date of prepayment, provided that the right

of prepayment may not be exercised at any time that a balance is out~
standing under Note No., Amtrak-3, or any renewals under the lerms

thereof, issued by Amtrak to the Bank on October 11, 1974, At the time

of the first prepayment on this Note, the rate of interesst on the entire

lman, $180,000,000.00 (One Rundred and Eighty Million Dollars), shall

increase 3/4 of 1% (three-fourths of one percent) per annum to a rate of
WW‘ 9.45% (nine and 45/100--===mwe=ccne= percent) from date of issuance

to date of such prepayment and thereafter on the balance outstanding.
Amtrak may reguire partial prepayments to be endorsed on this Note.

To the extent not inconsistent with applicable law, this Note,

80 long as the Bank is the holder hereof, shall be subject to modifi~-
cation by such amendments, extensions and renewals as may be agreed

upon in writing from time to time by Amtrak and the Bank,

WW‘ This Note is issued, executed, and delivered on behalf of Amtrak
under and pursuant to the Rail Passenger Service aAct of 1970, as

amended (45 U.S.C. §501 et seg.) and its powers as a corporation char-
tered under the provisions of the District of Coiumbia Business

Corporation Act, as amended (D. C. Code §29-901 et seg.).

CONFORMED COPY
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Guaranteed Note

IN WITNESS WHERECYF, the undersigned, a duly authorized officer
of Amtrak, has executed this Note at Waslington, D. C. by signing it
as of the date hereof.

NATIONAL RAILROAD PASSENGER CORPORATION

BY: Robert C. Moot

Vice President - Pirance

pang  October 11, 1374

GUARANTEE CERTIFICATE

The United States of America, acting by and through the
Federal Raiiroad Administrator, on behalf of the Secretary of the
Department of Transportation of the United States of America, pursuant
to Section 602 of the Rail Passenger Service Act of 1970, as amended,
and Section 6(a) of the Federal Financing Bank Act of 1973 with the
approval of the Secretary of the Department of the Treasury of the
United States of America, hereby unconditionally guarantees to the
Federal Financing Bank, its successors and assigns, the payment of
principal snd interest when and as due on the foregoing Note in accord
with the terms thereof, with interest on the principal until paid.

FEDERAL RAILROAD ADMINISTRATOR
acting as delegate of the
Secretary of Transportation,

DATE October 11, 1974 BY: John W. Ingram
Federal Railroad Administrator

CONFCRMED COFY
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NATIONAL RAXLRCAD PASSENGER CORPORATIONM

Guaranteed Note

Note No., Amtrak - 3

For value received, the National Railroad Passenger
Corporation ("Amtrak") promises to pay the Federal Financing
Bank {the "Bank") within 91 days from the date of the first
advance under this Note (or upon expiration of the renewal
periods as set forth herein below), such sums as may he advanced
hereunder, not to exceed $100,000,000.00 (One Hundred Million
Dollars) outstanding at any one time. Each advance shall bear
interest at a rate per annum {(calculated on a 365-day year hasis)
from the date of the advance until payment based on the coupon
egquivalent of the market vield on the most recently auctioned
81-day U.S. Treasury bill computed on the mean of the guoted bid
and asked prices for such bill at two-thirty p.m. on the day
of such advance plus 3/8 of 1% (three-eights of one percent).

This Note shall automatically be renewed upon the ninety-first
day from the day of the first advance hereunder and for successive
renewal pericds, each of which shall be for 91 days, except that
the last period shall extend from the commencement thereof to
Saptember 30, 1975, unless the Bank or Ambtrak shall notify the
other party in writing within 10 days before the renewal date of
any such sucecsssive renewal period. At the time of the first ade-
vance, a mutually agreed upon schedule of renewal dates shall be
annrexed to this Note. On each renewal date the interest rate on
the balance then outstanding shall ke recalculated so that it shall
bear interest for that renewal period at a rate per annum {calculatad
on a 365-day year basis) based on the coupon equivalent of the
market vield on the most recently auctioned 9l1-day U.S. Treasury
bill computed on the mean of the guoted bid and asked prices for
such bill at two-thirty p.m. on the day of such advance plus 3/8
of 1% {three~eights of one percent). Interest accrued to and
including each renewal date shall be payvable on each such renewal
date and interest accruing on and after the last renewal date,
shall be payvable at maturity.

The Bank shall receive from Amtrak and shall pay to the
Federal Railrcad Administrator of the Department of Transportation
of the United States of America a guaranty fee calculated at the
annual rate of 1/4 of 1% (one quarter of cone percent) of the
agygregate principal amount of advances outstanding hereunder from
time to time. The accrued amount of the guaranty fee shall be
paid to the Federal Railroad Administrator within twenty days
after the maturity date of this Note,

CONFORMED COPY
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Guaranteed Note

CONFORMED COPY

Advances .. this Note shall be made from time to time by the
Bank upon the written request of Amtrak in an aggregate amount
not to exce:>d that authorized in writing by the Federal Railroad
Administrator. Principal, interest, guarantee fee, and prepayment
penalty (if the right of prepayment is exercised) shall be paid to
the Bank in such funds as are then legal tender for the pavment of
debts due to the Bank. When the outstanding balance of advances made
under this Note shall have been paid in full at maturity, the holder
shall cancel and return this Note to Amtrak.

At the option of Amtrak, the balance outstanding of advances
made under this Note may be prepaid, in whole or in part, with
accrued interest on the amount prepaid, at any time before
September 30, 1975, upon payment to the Bank of a prepayment penalty
equal to 3/8 of 1% (three-eights of one percent) per annum
(calculated on a 365-day year basis) on the principal amount pre-~
paid determined from the date of the advance or advances to the
date of prepayment. Partial prepayments shall be credited on ad-
vances in the order in which advances were made from the earliest
to the most recent. For purposes of this paragraph, the balance
outstanding on this Note on any renewal date shall be deemed to
have been initially advanced on that date.

To the extent not inconsistent with applicable law, this Note,
so long as the Bank is the holder hereof, shall be subject to
modification by such amendments, extensions and renewals as may be
agreed upon in writing from time to time by Amtrak and the Bank.

This Note is issued, executed, and delivered on behalf of
Amtrak under and pursuant to the Rail Passenger Service Act of
1970, as amended (45 U.S.C. §§501 et seg.) and its powers as a
corporation chartered under the provisions of the District of
Columbia Business Corporation Act, as amended (D.C. Code §§29-901
et seq.).

IN WITNESS WHEREOF, the undersigned, a duly authorized officer
of Amtrak, has executed this Note at Washington, D. C. by signing
it as of the date hereof.

NATIONAL RAILROAD PASSENGER CORPORATION

By Robert C. Moot

DATE__ Octoker 11, 1974 Vice President - Finance

CONFOPMED COPY
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Guaranteed Note

CONFORMED COZRY
GUARANTEE CERTIFICAT

The United States of America, acting by and through the Federal
Railroad Administrator, on behalf of the Secretary of the Depart-
mant of Transportation of the United States of America, pursuant
to Section 602 of the Rail Passenger Service Act of 1970, as amended,
and Section 6(a) of the Federal Financing Bank Act of 1973, with
the approval of the Secretary of the Department of the Treasury of
the United States of aAmerica, hereby unconditionally guarantees to
the Federal Financing Bank, its successors and assigns, the payment
of principal and interest when and as due on the foregoing Note in
accord with the terms thereof, with interest on the principal
until paid.

FEDERAL RAILROAD ADMINISTRATOR-
acting as delegate of the
Becretary of Transportation

DATE__October 11, 1874 BY

JRRSREORY | .1 ¢ s WO RSN 5 ¢ Yo 2 .| N
Federal Railroad AGministracor

CONFORMED COPY
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CONFORMED COPY
NATIONAL RAILROAD PASSENGER CORPORATION

ttachment to Note No. Amtrak - 3
r

.
issued to the Federal Financing Bank)

SCHEDULE OF RENEWAL DATES

Januaxy 10, 1975
April 11, 1975
July 11, 1975

CONF'ORMED COPY
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APPENDIX III

AGREEMENT ON TERMS AND CONDITIONS IN CONNECTION WITH
NOTE NO. AMTRAK--2 AND NOTE NO. AMTRAK--3

Whereas, the Federal Railroad Administrator ("Administrator”)
has guaranteed certain obligations of the National Railroad Pas-
senger Corporation ("Amtrak") issued to the Federal Financing Bank
under Note No. Amtrak--2 and Note No. Amtrak--3, both dated as of
October 11, 1974:

Whereas section 602 of the Rail Passenger Service Act of
1970, as amended ("the Act") authorizes the Secrétary of Transpor-
tation to attach terms and conditions to the guarantee of such
obligations;

Whereas, section 9(e)(l) of the Department of Transportation
Act authorizes the Secretary of Transportation to delegate and

redelegate his authority;

The Administrator, acting as the Secretary's delegate, and

Amtrak hereby agree as follows:

(1) Amtrak agrees to comply with the terms and conditions
in Attachments A, B and C;

(2} Amtrak and the Administrator hereby affirm and adopt
a Security Agreement between Amtrak and the Administrator, dated
December 27, 1973, contained in Attachment D:

(3) The Administrator retains the right to approve the
proposed use of the proceeds of loans guaranteed pursuanf to this
agreement.

These terms and conditions (as contained herein and in the

attachments annexed hereto) shall terminate upon the happening of
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any of the following events, whichever occurs first: (i) upon
cancellation of the Note No. Amtrak--2 and Note No. Amtrak--3,
(ii) upon the effective date of issuance by the Secretary of
Transportation of general guidelines pursuant to Section 602 of
the Act designed to assist Amtrak in the formulation of capital
and budgetary plans, or (iii) upon expiration of the date the Sec-
retary of Transportation is by statute required to issue general
guidelines pursuant to Section 602 of the Act designed to assist

Amtrak in the formulation of capital and budgetary plans.
Dated: October 11, 1974
Federal Railroad Administrator

Attest:

John W. Ingram

Patrick O'Driscoll
Counsel, Federal Railroad

Administration

SEAL
National Railroad Passenger
Corporation

Attest:

Robert C. Moot

Waldon N. Smith _
Assistant Secretary, National
Railroad Passenger Corporation

SEAL
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and facilities necessary for the improvement of rail passenger

service.

II. Administrative and Fiscal Reqguirements

Amtrak shall operate and maintain an effective accounting sys-
tem and related internal controls, and insure that adequate rec-

ords are being maintained, that all loan guarantee funds are being

| ) . APPENDIX IIX
ATTACHMENT A
(to accompany Agreement dated October 11, 1974,
between the Administrator and Amtrak)
TERMS AND CONDITIONS .
I. Deposit and Disposition of Loan Guarantee Funds
The National Railroad Passenger Corporation, heteinafter
referred to as Amtrak, agrees that all loan guarantee funds re-
ceived hereunder will not be commingled with other funds of
Amtrak. All loan guarantee funds will be deposited in a separate
account or accounts under the requirements as set forth in the
provisions of 31 U.5.C. section 867.
Amtrak agrees that all loan guarantee funds received here-~
under will be solely for the purpose and in the amounts specified
| in its request as approved by the Administrator of the Federal
| Railroad Administration. Amtrak further agrees to use the pro-
| ceeds of the loan only for financing purposes permitted by Sec-
tion 602 of the Act, which presently include, without limitation,
the upgrading of roadbeds and the purchase by Amtrak of new roll-
ing stock, rehabilitation of existing rolling stock, reservation
systems, switch and signal systems, and other capital egquipment
63
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controlled and expended in accordance with the Terms and Conditions
set forth in this Agreement, and are reasonable and necessary for
the purposes set forth above. 1In complying with these purposes
Amtrak shall conduct audits of such cost reimbursement agreements
as it may have the right to audit. Cost reimbursement agreements
are agreements where Amtrak's obligation for payment depends on the
costs actually incurred by the contractor in performing the con-
tract.

Amtrak shall obtain the right to audit or to receive convinc-
ing evidence of the allowability of claimed costs of the contrac-
tor and its cost reimbursement subcontractors under any cost re-
imbursement agreement of $100,000 or more entered into subsequent
to the date of this agreement unless this requirement is waived in
writing by the Administrator.

All expenditures of loan guarantee funds shall be supported
by appropriate documents, invoices, contracts, or vouchers evi-
dencing in proper detail, the nature and the propriety of the
charges.

ITI. Retention of ‘Records and Audit

All financial records of Amtrak, including books of original
entry, supporting accounting transactions, the general ledger,
subsidiary ledgers, personnel and payroll records, canceled checks,
reports of audits, both internal and external, and all other re-~
lated documents and records must be maintained by Amtrak for a
minimum period of three years following the close of Amtrak's

fiscal year. The Administrator, and/or his duly authorized
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representatives, shall have access for the purpose of audit and

examination to any books, documents, papers and records of Amtrak.

-

V. Contracts

In the case of any expenditures of loan guarantee funds made
available under this Agreement, all contracts for section 602 pur-
poses shall (1) be awarded pursuant to a standard selection proc=
ess approved by the Board of Directors; {(2) if in excess of
$50,000, be awarded pursuant to a standard competitive selection
process to the maximum extent possible; (3) if in excess of
$100,000, unless for the replenishing parts and supplies, or pur-
chases of real property or leases for same extending beyond one
year, be considered and approved by the Board of Directors. How-
ever, this section shall not apply to contracts entered into pur-
gsuant to sections 401, 402 and 403 of the Act.

V. Restrictions on Use of Federal Emplovees

Full-time employees of the Federal Government may not receive
consultant fees, salaries, or travel expenses (unless on leave
without pay) from any Federal funds except as may be authorized by
statute.

Vi. Prohibited Interests

Amtrak agrees that it will not enter into any contract, sub-
contract, or arrangement, except those entered into pursuant to
sections 401, 402 and 403 of the Act, in which any officer, key.

salaried employee, or member of its Board of Directors (or mem-

pa—

pers of their immediate family) during his tenure has any mate-

rial interest, unless the same shall have been approved by a

1

|

I

‘



APPENDIX III

majoritf.of the disinterested Directors or a committee of the
Directers established to make such determinations in cases not
otherw1se requ1r1ng Board action. The selection process noted in
Paragraph IV will include provisions to assure that persons with
materlal 1nterest are 1dent1f1ed at the outset of contract source
Selectlon. This prohibition shall not be applicable with respect
to utility and other services, the rates for which are fixed by

Government regulatlon.

VII. Requests for Approval of Loan Guarantee Funds

To obtaln approval for any release of any loan guarantee
funds, Amtrak shall file with the Administrator:

(ljhyThree copies of its request in the format contained in
Appendix'A l/ detailing the proposed use of the funds and indicat-
ing that the funds are to be used in accordance with the purposes
set forth in section 602 of the Rail Passenger Service Act of 1970,
as amended; and after September 1, 1974, satisfactorily explaining
any variance of more than 20% from each category of the plan sub-
mitted’uhder Paragraph IX(a)(2) of these conditions. Variations
from Amtrak's capital plan may be explained by reason of a change
in the timing of the expenditures, an overrun, and underrun, or a
new or deleted item. Amtrak shall provide such other information
clarifying the request as shall be required by the Administrator.
Each request ehall be initially acted upon within 5 full business
days afte} it has been submitted to the Administrator.

1/ GAO note: .
Copy not included.
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(2) A request shall be accompanied by a certification of
Amtrak's Vice President-Finance, thatg:

(a) he has examined the request (including any attach-
ments thereto) and to the best of his knowledge, information, and
belief that such request is true and accurate;

(b) all the loan guarantee funds which are the subject of
Amtrak's request will be used only for financing purposes permit-
ted by Section 602 of the Act.

(3) to the extent action of Amtrak's Board of Directors may
be necessary to authorize a loan or acquisition which is the sub-
ject of a request to the Administrator under this agreement, a
certified copy of Amtrak's Board of Directors' action shall be ap-
pended to the request;

(4) An opinion of counsel stating that he has examined the
request, that the request is a duly authorized and legal action of
Amtrak, and that acceptance of the proceeds of any notes guaran-
teed under this Agreement constitutes binding acceptance of the
Terms and Conditions of this Agreement.

VIII. Reporting Requirements

Beginning with the effective date of this Agreement, Amtrak
shall submit in triplicate the following reports 30 days after the
close of each month in the format in Appendix B 1/

(1) source and application of funds statement; and

(2) monthly report of capital expenditures for each approved
project of $100,000 or more of the Amtrak's capital plan.

1/ GAO note:
Copy not included.
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Beginning with the effective date of this Agreement, Amtrak
shall submit the following reports in triplicate, 90 days after
the close of each month in the format in Appendix C: 1/

(1) an income (profit and loss) statement comparing actual
results with the projections required by Paragraph IX of this
Agreement, with a suﬁmary for the fiscal year to date;

(2) a balance sheet with a comparison with the same month of
the previous year;

(3) an operating summary by month comparing actual and
budget revenues and expenses for the current month, with a state-
ment for the year to datej;

(4) a detailed operating statement for each route by rail-
road, with a statement for the vear to date;

(5) a statement of facility expenses with a statement for the
year to date;

(6) a statement of city-pair interline trains, with a state-
ment of year to date, which may be combined with (4) above;

(7) a statement of joint facility expenses, with a statement

for the year to date;

(8) a statement of monthly payments to railroads, with a
statement of year to date;

(9) a profit analysis of each route over which trains are

operated by or for Amtrak:;

1/ GAO note:
Copy not included.
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(10) a profit analysis for each experimental route operated

by or for Amtrak:

WW” (11) a profit analysis for that portion of each route oper-

ated by Penn Central; and

Il (12) a unit cost report., |

IX. Corporate Planning

(a) Submissicn of Annual Planning Documents

Amtrak shall submit each year on September 1 data, mate-

rial, and information to the Department of Transportation to en-

able execution of its statutory responsibilities. To the extent

such data, material and information does not permit the Secretary
mw WW of Transportation, in his opinion, to execute his statutory re- W
sponsibilities, Amtrak will upon request supplement its submission
A to the Department and provide whatever materials are requested. I
‘ | I
‘ The data, material, and information shall have been approved by W
W WWW Amtrak's Board of Directors prior to submission to the Department
and shall include as a minimum, the following items, stated on a [l
June 30 fiscal year basis, including the fiscal year in which the
I N (1) a four year operating plan, broken out by quarter, I
N (i) source and application of funds statement: |
(1) & protit am loss statement mmu
(1ii) an operating statement based on route-by—route
estimate of revenues and expenses:
. L |
I N |
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(iv) a profit improvement plan, with the supporting de-

tail, and an adjusted route-by-route operating statement.

(2) A four year capital plan supported by the financial
analysis demonstrating the merit of each item in excess of
$100,000, for each of the following categories, with proposed
timing of expenditures broken out by quarter:

(i) The acquisition, purchase, or refurbishing of
railroad rolling stock, stating whether such equipment is a loco-
motive, passenger car or self propelled car, and the type, func-
tion, cost of and a prospective ridership or other proposed route-
by-route utilization analysis for each type of equipment in those
categories;

(ii) terminals;

(iii) fixed facilities other than terminals, including
but not limited to yards, repair and refurbishing facilities, in-
cluding the proposed location of the facility and the number and
functions of employees to be employed on a full time basis:

(iv) research and development;
(b) Review of Annual Plan
Within 30 days after submission of the required annual
planning documents, the Administrator shall transmit his ques-
tions, comments, suggestions, recommendations and intended actions

to Amtrak.
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ATTACHMENT B
{to accompany Agreement dated October 11, 1974
between the Administrator and Amtrak)

National Railroad Passenger Corporation ("Amtrak") hereby
agrees that as a condition to receiving any loan guarantee from
the Department of Transportation it will comply with Title VI of
the Civil Rights Act of 1964, 78 Stat. 252, 42 U.S5.C. 20004-42
U.5.C. 2000d-4 (hereinafter referred to as the "Act"), and all
requirements imposed by or pursuant to Title 49, Code of Federal
Regulations, Department of Transportation, Subtitle A, Office of
the Secretary, Part 21, Nondiscrimination in Federally-Assisted
Programs of the Department of Transportation--Effectuation of Ti-
tle VI of the Civil Rights Act of 1964 (hereinafter referred to as
the "Regulations") and other pertinent directives, to the end that,
in accordance with the Act, Regulations, and other pertinent direc=-
tives, no person in the United States shall, on the grounds of
race, or national origin, be excluded from participation in, be
denied the benefits of, or be otherwise subjected to discrimina-
tion under any program or activity for which Amtrak receives loan
guarantees from the Department of Transportation, including the
Federal Railroad Administration, and HEREBY GIVES ASSURANCES THAT
it will promptly take any measures necessary to effectuate this
agreement.,

The National Railroad‘Passenqer Corporation hereby agrees as
a condition of receiving a loan guarantee from the United States
of America, acting by and through the Federal Railroad Administra-

tor of the Department of Transportation of the United States of

71



APPENDIX III

America, that it will insert in every contract for the construction
of new passenger stations or other buildings a clause requiring

the prime contractor and any subcontractors to participate in the
area-wide construction industry minority hiring program approved

by the Department of Labor of the United States of America for the
standard statistical ﬁetropolitan area or other geographical ter-
ritory in which the construction project is located.

These ASSURANCES.are given by Amtrak in consideration of and
for the purpose of obtaining loan guarantees from the United States
of America acting by and through the Federal Railroad Administrator
of the Department of Transportation, under the Rail Passenger Serv-
ice Act of 1970, as amended and as may be further amended from time

to time.

Robert C. Moot

Vice President-~Finance

National Railroad Passenger
Corporation

955 L'Enfant Plaza, North, S.W.

Washington, D.C. 20024
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ATTACHMENT C
{to accompany Agreement dated October 11, 1974
between thc Administrator and Amtrak)

Paragraph 1. Miscellaneous

(a) Air Pollution. No facilities or eguipment shall be

|
acquired, constructed, or improved or used as a part of Amtrak's
operations unless Amtrak assures that they are (or will be) de-

signed and equipped to limit air pollution in accordance with all

applicable standards, State and Federal.

(b) How Terms and Conditions Affected by Provisions Held In-

valid. If any provision of these terms and conditions is held in-

valid, the remainder of these terms and conditions shall not be
affected thereby if such remainder would then continue to conform
to the terms and requirements of applicable law.

(¢} Bonus or Commission. Amtrak warrants that it has not

paid, and also agrees not to pay, any bonus or commission for the

purpose of obtaining the guarantee of notes hereunder.

(d) State or Territorial Law. Anything in these terms and

conditions to the contrary notwithstanding, nothing in these
terms and conditions, shall require Amtrak to observe or enforce
compliance with any provisions thereof, perform any other act or
do any other thing in contravention of any applicable State or

| territorial law: Provided, That if any of the provisions of
these terms and conditions violate any applicable State or terri-
torial law, or if compliance with the provisions of these terms

and conditions would require Amtrak to violate any applicable

State or territorial law, Amtrak will at once notify the
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Administrator in writing in order that appropriate changes and
modifications may be made by the Administrator and Amtrak to the
end that Amtrak may proceed as soon as possible with Amtrak's use‘
of the proceeds of loan guarantees.

(e) Use of Public Lands. No publicly owned land from a park,

recreation area, or wildlife and waterfowl refuge of national,
State, or local significance as determined by the Federal, State
or local officials having jurisdiction thereof, or any land from
a historic site of national, State, or local significance as so
determined by such officials may be used for the project without
the prior concurrence of the Administrator.

Paragraph 2. Rights in Inventions, Patents and Technical Data

If any funds guaranteed by the Administrator and subject to
this Agreement are used to pay for work done under a contract
having as its principal purpose research and development; Amtrak
agrees to obtain for its own benefit, as well as for the benefit
of its successors in interest, rights in inventions, patents, and
technical data sufficient to permit Amtrak to obtain competitive
bids for the manufacture, fabrication, or construction of any ma-
terial, supplies, equipment, or any other thing which would in-
volve the use of the items, components and processes developed

under any such research and development contract.
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ATTACHMENT D
(to accompany Agreement dated October 11, 1974
between the Administrator and Amtrak)
SECURITY AGREEMENT
| * 0k k f ok K K &
| THIS AGREEMENTW made in Washington, D.C. on December 27,
| 1973, between NATIONAL RAILROAD PASSENGER CORPORATION {("Amtrak”),
; having its principal place of business at 955 L'Enfant Plaza North
| S.W., Washington, D.C., 20024, and the FEDERAL RAILROAD ADMINISTRA-
TOR ("Administrator") of the Department of Transportation of the
United States of America, Washington, D.C., WITNESSETH: |
WHEREAS, the Administrator and Amtrak, pursuant to Section
602 of the Rail Passenger Service Act of 1970, as amended, have
entered into two Guaranty Agreements dated December 27, 1973,
("Guaranty Agreements™), copies of which are attached hereto as
Appendices A 1/ and B 1/, whereby the Administrator has agreed to
guarantee payment of principal and interest on notes issued by
Amtrak to the First National City Bank of New York and/or to the |
Chase Manhattan Bank, N.A.;
WHEREAS, as an inducement for the Administrator entering
into the Guaranty Agreements, the Administrator and Amtrak have
1 entered into two identical Agreements as to Terms and Conditions,
dated as of December 27, 1973, ("Agreement as to Terms and Condi-
tions"™), copies of which are attached hereto as Appendices C 1/
and D; 1/ |
1/ GAO note:
Copy not included.
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WHEREAS, the Administrator and Amtrak have previously entered
into a Guaranty Agreement dated November 16, 1971, and into a Se-
curity Agreement, dated August 7, 1972, a copy of which has been
recorded with the Interstate Commerce Commission under recordation
number 6690 and a copy of which is attached hereto as Appendix E 1/,
whereby Amtrak conveyed to the Administrator a security interest
in all rolling stock acquired, or to be acquired by AMTRAK;

WéﬁREAS, pursuant to the Guarantee Agreements, up to $ZOb
million in notes issued by Amtrak are or may be guaranteed by the
Administrator, as to payment of principal and interest;

NOW THEREFORE, IT IS MUTUALLY AGREED, AS FOLLOWS:

(1) The rights vested in the Administrator by the Security
Agreement of Auqust 7, 1972, shall continue in full force and ef-
fect (including particularly but without limitation the title to
Amtrak rolling stock contained in Exhibit D thereto, which Title
vested in the Administrator by paragraph (1) of that Agreement),
except for rolling stock which has been released from any lien of
the Administration as evidenced by releases from each lien filed
with the Interstate Commerce Commission under recordation numbers
6690A, 6690B and 6690C, copies of which are attached hereto as
Appendices F, l} G 1/ and H, 1/ respectively, and, further, except
for other releases from such lien and other modifications or adden-
dums which may be executed from time to time;

1/ GAO note:
Copy not included.
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(2) The rights vested in the Administrator by the Security

Agreement of August 7, 1972, and Amtrak's convenants therein,

shall continue in full force and effect as long as either the
“
‘ Credit Agreement between Amtrak and the First National City Bank

and/or the Credit Agreement between Amtrak and the Chase Manhattan
‘ Bank, N.A., are in effect, and paragraph (3) of the aforesaid Se-

NATIONAL RAILROAD PASSENGER

curity Agreement of August 7 is modified accordingly.
ATTEST Robert S. Medvecky CORPORATION

- ) T

FEDERAL RAILROAD ADMINISTRATOR

ATTEST D.W. Bennett BY: Henry F. Rush Jr.
|
1
|

~3
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APPENDIX IV

BASIC ASSUMPTIONS APPLICABLE TO COMPUTATIONS

INCLUDED IN REPORT DISCUSSION. OF AMTRAK's
LOAN REPAYMENT PROSPECTS (See p. 27.)

AMTRAK's proposed capital improvement program will
not continue beyond fiscal year 1975 and its total
guaranteed obligations outstanding at the end of
1975, estimated to be about $425 million, will com-
prise the total amount of loan debt for which annual
repayment requirements will be computed. This
amount includes the Government's maximum guarantee
obligation (principal portion) under AMTRAK's le-
veraged lease agreements (estimated $121 million)
and its repayment obligations under line-of-credit
arrangements with the Federal Financing Bank {es-
timated $304 million). Including the leveraged
lease obligations is predicated on the further
assumption that AMTRAK can obtain the necessary
releases to pay off its long-term lease obligations
(and obtain title to the equipment) through direct
loan financing spread over various repayment
periods.

Loan repayments will be made over 5, 10, or 15 years
at an interest rate of 9 percent starting in fiscal
year 1976.

AMTRAK's annualized costs ($497.9 million excluding
interest) and revenues ($286.5 million) projected
for 1975 in its 5-year (FY 1975-79) financial program
dated August 30, 1974, will remain constant during
the repayment years. (This does not take into
consideration any cost increases due to inflation--
in today's economic outlook it is unlikely that
wages and prices could be held constant. Also,

no consideration is given to increased costs anti-
cipated from such things as performance incentive
payments to operating railroads and a second round
of passenger car overhauls.)

Unlimited fare increases would not have an adverse
effect on ridership. (It is generally recognized
that fare increases above a certain level have an
adverse effect on ridership. AMTRAK officials
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believe that a fare increase greater than 6 percent
would result in a decrease in ridership.)
I
| 5. Any decrease in customer service that would accom-

\ pany cost reductions would not adversely affect
‘ ridership. (AMTRAK believes that much of its in-
‘ creased ridership is attributable to better equip-

men t and S e r v i c e @ )
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6. Route eliminations could be made without regard to
statutory requirements for initiating or retaining
particular routes.






