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The Honorable George M. Stafford ,
’ hairman, Interstate Commerce Commission 7L
Dea: w#r. Stazfford:

The General Accounting Office has surveyed varicuas
aspe~L_s of the Interstate Commerce CommlsS\on s railroad
abandonment prccess to identify areas where improvements
should be méde. These improvements were recently addresse’
in the Raliroad Revitalization and Regulatorv Reform Act of
1978 (Public Law 94-210), which reguires the Commission to
make changes in its zbandonment process. The r f
survey should be helpul to vou in meeting the
of the act.

We macde our survey at the Commission headguarters in
Washington, D.C., and at various rallr ads' headaguarters. We
reviewed (1) abandonment cases sclected statistically at
randem from the past 15 years, (2) ;ho Commicsion':s abandon-
ment procedures. and (3) applicable laws and regulations,

We also held discussions with Commission and railroad offi-
cials involved in the abandonment process.

Our observations cover the following areas:

--Need for a uniform accounting system for determining
branch line profitability.
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--Need for a2 more representative and reliable bre
standard for use in the abandonment process.

--Need to include return on net salvage value and éenro-—
ciaticn of track structure in deciding abandonments.
THE ABANDCNMENT ISSUE
The Interstate Commerce Act (49 U.S.C. 1) reguires-
COWmmOn Carrier railroads to request Commission certificates
which permit them to abandon rail lines. The Commission must
decide whether present or future public convenience and neces~-

sity permits the abandonment.
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Total railroad mileage decreased from a peak of almost

260,000 miles in 1920 to about 200,000 in 1973 1/ as the
Commission authorized abandonment of about 23 percent of
Nation's rail lines. While abandonments avelaged about

1,250 miles per vear, the rate has increased in recent years,
For example, from 1858 to 1%6%, the annnal average was about

1,300 miles, but from 19692 to 1973 the average incruased
about 2,100 miles.

Abzandonment cases often cause local controversy becauge

te

of their direct impact on the public involved. Recently,
howewer, when some of the major northeast and midwest rail-

rcads were experiencing severe financial d¢ifficulty, the

questionuble need for unpiofitable llnes anq the poe ﬁibili;y
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have lost much of their original importance to the Mation

as competition from alternative transportation modes nas

grown. Between 1939 and 1973, when irucks beg;n te ¢ffac-

~
tiv rely competas with railreads, the vailroa

ith railreads ilreads’' cghare of
freight bhipplng decreased from €2 to 29 percq:nt
In 1874 Cengrecs peszed the Regicnal Rail Res
Act of 1%73 (Public Law 93~236) primarilv to reara
bankrupt northeastern railroads. The act allows £
ment of some rail service and provides for a subsi
rail lines which are not to be included in the new
supported railroad, Consolidated Ra.i Corporation
Undar the Reorgznization Act, the Department
portation published an initisl report 1n February
analyzed rail service provided by the northeastern
The veport identificu 15,575 miles of Hetertially ¢
IineS*napp:oyimateTy 25 percent c¢f the analyzed ar
Toute Mileage The uepartmenL estimated tnat less
percent of the area's 1972 rail traffic originated
nated on these lines.
i
1l/Bata is shown only through 1973 bLecause two mvents caused
a temporary moratorium on abandonments: (1) the 1973
‘Regional Rail Reorganization Act and (2) &n environmen
ruling causing the Commission to cease abandonments un
it established an envircenmental review panel (Harlem
Valley Transportation Association, et al. v. George M.
Starford, et al., 73-Civ.1330 [8.D.N.Y.}}.
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The large quantity of lines zfiected by the act ané
guestions about how to measure the unprefitability of zome
lines helped bring abandonment to imrportance a2z 2 naticnzl
iscue. The Commission's Rail Services Planning Office held
hearings on the United Stztes Railway Association's Feb- NG
tuary 1875 Preliminary oVStém Plan, which refliected public
concern about the possibility of abandonment of so many
lines. Over 1,900 witnesses testified in 27 cities during
these hearings.

When the Association issued its Final System Plan in
July 1975, it identircied 10,622 miles ¢f active rail lines
as requiring de_Lailed analy51s. Of these, 5,757 miles were
eligible for abandonment or subsidy. The remainder were
recommended for inclusion in ConRail,

Although the Commission's normal role in the abandon-
ﬂent decisionmakinq procass was. altered for those ‘_nes

________________ ; the Commiscic
continue to func*lon, as usual, fo: furure abando arpli-
cations. The Congress, concerned about transpoe redu-
laticen, has congidered varicus proposals to chang
Commissicn's role. The Railroad Fevivalization an 2oula-
tory Reform Act of 1276, among othey things, reguired certsin
changes in the Commission's abandonment decicionmaking proce=-
dures, with a timetable to be folliowed in making the changes.

The results of our survey cover the following require-
ments of the act:

-~That the Commission shall, not later than June 30,
1977, icsue regulations and procedures prescrioing a
tniform cost aﬂd revenue accounting and reporting
syvetem for all railroad common carriers which shaell
include indirect cost acccunts for determining fixed,
common, joint, and constant costs, irgcluding the cost
of capital, and the method for the assignment of such
co3ts to various functions, services, Or sCctiviti
{Sec., 307).
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he act renuires the Commiszzion %o establish an
a proceeding Lo publish standards for determining
£ L) ble cect of providing rail service=" over a line
te be abandoned.
CURTING
E:.;.::C:‘.“:

The Interstate Commerce Act revuires the Commission to de-
termine whether public convenience and necesfity permit a line
or a service to be abandoned. In early casex the Commission
interpreted public to mean thoce people served by the rail
line. 1In other words, if <uippers who required the railroad’s
service were on the 1i,e, the line could not be abandoned.

How the tendency 15 to take a much broader perspective;
considering the public as a whole. This is based on the theo-
ry that continued operation of unprcfitable lineZ might
adve rsely affect the strength of an entire rail svstem, there-
by di.ectly affecting a railroad's ability to render adeguate
Service in interstate commerce. Potential adverse effects to
affecyed shippers or comuunities tresulting from abandonment,
therefore, a2re weighed a2dgainst the burden imposed cn interstate
ccmmerce by continued operation of the line. This burden is th
amount Of historical losses incurred by the railroad in operat-
ing the unprofitable line, The railroads must submit this infor-
mation on their applications for abandonment.

Railroads are reguired to keep financial records in ac-
cofdance with the Commissicn's standards and forms. These
recorcs show the financial results of railroad systems’ opera-
tions as a whole. The Cowmisswsn, however, does not veguire
railroads to keep financizal r~cords for each braach line seg-
mr it, AsS a result the rallr dad muct estimate L‘sts and reve-
nues associated with a branch line which it desire- to abandon.

The Commission has developed its own “rule of thumb®
formula to determine the admissibility of railroad cost esti-
mates, but there is no requlation reguiring railroads to use
this fermula. As a result, railroad estimates of branch line
costs may conflict with the Commission's 2stimates.

We found 6 cases in our sample of 72 where r:aﬂ'lzvafa
imates of branch costs differed from the Cocmmission's.

st
The difference in these cases ranged from $1,479 to

|—] m
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$254,680.

Those differences, evpressed 2s percentages of

total estimated branch line costs, ranged from 8.3 to 23.3

percent.

In one case, a railroad estimate showed a branch

line lossz of $162,851 for 1 year, while the Commission's
estimate showed a profit of $91,829 for the same year.

The major difference appears to be in the method of est
mating indirect branch line costs.

table to the

line and include such ite
Indirect branch costs include all variable

and fuel costs.

ma
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Direct costs are attribu=~
maintenance,
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s0sts associated with handli..g the branch line traffic on other

parts of the rail system.
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Chicago and North Western itgelf criticized the 50~
percent rule in a 1973 abandonment proceeding involving a
Wizsconsin branch Jine. The railroad eprauved that & rule which
makes costs a function of revenue tends to underestimate Costs
when a line ships <ommodities with low freight rates. In this
particular case 85 nercent ¢f the line's trzffic was pulpwoog,
an extremely low-rated commedity.

The United States Railway Aacociaticn and the (Commission's
Rail Services Planning Office have nevaloped alternative methods
for estimating indirect branch costs. The Association's plans
for revrganizing the bankrupt northeast vailroads used specific
cost factors to determine lndlrﬁct branch CGSLb.
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Before 1972 railroads were required to include detailed
cest information with all abandenment applications. The
revised regulaglonc allow railroads tc file less detailed
éppllC&ilOﬁS Loy lines a'wuqlly harndling less than £he Com-
mission's breakeven criterion of 34 carloads per mile. Poten-
tlally, abandonment applications f£or lines meeting this
criterjon could be procegsed easier and guicker.

The Commission establiched Lhe 34=-car rule on the basis
cf 39 cases decided during 1%€90-790. Fevenue and cost data for
each of the 39 cases was obtained, and a breakeven formula was
applied. The average cof the breakeven carioad figures for the
39 cases was 34.42 annual carloads per mile.
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The continused uze of the 34 car Biodkever amount is
technically deficient beczuse (1} i ot baced ¢on a repre~
centative somple of coses and {2) the wide variance 6L Lreake
even carload figures from one railrcad line to another prevents
the 34-car rule from being a relizble indicsztion of brasmceh lire
profitability.

The Lolﬂ1g¢1on baged itg criteria on 211 the 30 nvally
heard cases decided during 1%6y-~70, Two-thirdes of these cases
were western rail lines, and one-third were eastern. Since
1960, however, eastern rail lines have accounted £or 60 percent
cf zbandonments and western rail lines about 34 percent.

The use of the Commission's 34-carioad rule does not
consider inherent differences between eact andé west rail lin
Eastern rail lines may heve higher raricad breakeven amounts
becaus+: there is more czongestion in the eagt. Therefore,
easte.n lines do motre switchina, more terminal handling ang
more ‘ntercheznging between roads, CauBing certaln operating (osis
0 be “igher,

The apparent bias in the Commission’s sample seemg to

have resulted in 3 breozgkeven figqure meore suitable to vesiern
rather than eastern rail lines. FPor example, representatives
of two western vailroads, Chicago, Fock Island and Pacific,
'nd Chicago and North Western, were satisficd with the 34-car
vrule. Chicago and Horth kestern told us the 34~car rule was
very tsatisfactory for their railroad since it was structured
on traffic flows rinllar %o theizc.

A representative frem an eastern railroad, the Chessie
Systen, Zaild that in Hay .575 the i1ailroad {iled Lo ebandon 18
lines. &ll 18 lines handled move than 34 carloads per mile
annually, and h: believes tne 3d--car rule may be too low.

Besides being based on an uurepregentative sample, the
34=-car rule is unreliable as an indicateor of branch line
profitability, because the breakeven carlcad figures from the
Commission's 39 case sample varied widely around the average
The vange was from 1.38 to 144.55 carloads, and only 17 of the
39 cases varied less than 50 percent from the 34-car breakeven
avevrege. The breakeven points of the remaining 22, about 56
percent <¥ the sample, varied more than %0 peycent above or
below 34.



The Director of the Commission's Cffice of Proceedings
informed us that future use of the breakeven standard will be
cependent on the resultes of plemCﬂtzﬁa Section 802(z2}(5) of
the Revitalization Act. This requires each railroad to file
vith the Commisgsion a diagram of its transportation svstem
which includes a detailed description of lines potentially
subject to abandonment.

KEED TO INCLUDE RETURN OHN ~NET SALVAGE
VALUE ARD DEPRECIATICN OF TRACK STRUCTURES
TN DECIDING ABANDONMENTS

In deciding whether or not to allow an abandonment, the
Commigsion has not considered:

~~Return on net salvage value from an abandoned line as
a cos. of the continued operation of the line.

~=Cepreciation of track structures as a coot when deoter-
mining the profitability of a line toc be abandoned.

Return on net saivage vslue

Abandonmencts usgally allow removing the track. Therefnre,
when & rallroad is allowed to abanden a line, it can reinvest
the net salvage valuz from the line (from ties, +ails, bridces,
trestlies, etc.) in more productive a2ssets, such «g its other
profitaeble lines or Government securities. §Foy exemple, in
July 1273, the Commission denied an abandeonment application in
which the New York and Harlem Railroad Company claimed it could Di& 0/[82
have saved $25,943 annually, refresentinq 6 percent interest on
et salvage value of 5432,386, from {he gbanuonoed line.

Therefore, the railroad incurrec a cost that could have
been avoided if the line was abandoned. This cost is the lost .
cpportunity to eain a@ return on the capital invested in the
a'j&ﬁdOuE.d line.

The United States Rallwav Association, in its [inal Systen
Plan for the vankrupt railf¥oads, and the Comwission's Rail Serv-
ices Planning Office, in its rail service continuation subsidy
standards, both recognized return ©n net selrage value 48 2
branch line cost. In both cases the rate of return used was
bazed on U. §. Treasury bonds or notes, )

. - 8 - -
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Depreciation of track structures

The Commission reguires the use of betterment accounting
ocedures by the railroad industry. This requitres track
ructure expenses to be charged against revenuess only when
pair or replacement occurs; additions or betterments are
pitalized, not charged against revenues. hkailroads'! income
atements can be adjusted from yvear to year because of the

heduling of track maintenance. For examp i
oocd revenues, money can be spent on the ty
revenues, while in lean years, maintenance
deferred.
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Reilroads gradually eliminate excess and unprofitzble
lines through a program oi ceferred maintenance, Rather than
spending money to upgrade and rehabilitate the ballast, ties,
and rails of these lines, the ro:ivrcads defer these expendi-
tureg and spend thely money on thelir profitable lines. As a
result, wnen lines are filed Ffor abandonment, thev are often
ba dly worn and must be repaired and uparaded if they are to
cont: yf_n.d‘_,a.ug;

When the Commiszsicon attempts to determine the profit~
ability of & line proposed for abandonment, .t looks at th
i Zit or ioss figures. If the 1 ne accunulat
¢nance .n those vears, the profitsbility
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formulas for vooroanizing the bankrupt tailfoads ancd rail sub=
sidy pians, resgpectively. The Associetion recommended the
adopzian ¢f depreciation accounting to b ussd for track
st:ucttzes ia its northeast ceorganization plans for ConRail.
CONCLUSICKS

The Commisgsicon's absnaonment 7TOCess felies on som2 oUt=~
dated precedents which treat those railroads applying for
abandonments unfairly. Alsc, in deciding abandcnments, the
Commission doeg not recognize all costs associated with the
continued operaticon 2f the lins vo be abandoned.

The Commission has not estaklisgshed a uniform accounting
system for getermining branch line costs, Instead the Com~
misslon evaluates potential abandonments using an estimate
for branch line costs determined ar the bhaniz of sn abandon-
ment decided in 1939. The estim3te from that case--50 percent

{ main line revenues as the cost of handling branch line
trafiic--is not representative of all railroads filing for
abzndon.ents. . '

Since 1372 the Jommission hac allowed railrcads to file
less detailied abandonment appxlcatlona for lines annueally
handling less than the Commissicon’s breakeven criterion of 24
carleoads pev mile. This breakeven figuie was derermineg by the
Commission from 3% acandonments decided during 1969-70, The
sample is not reprecentativz of 31l railroads £iling for
abandonmente.

The Commisssion, in its abandonment decisiunmaking
process, does not consider return on net sgalvage value ag an
avoidable cost and depreciation of track scrviustures 25 3 oo,
Az a recult, potential losses from lines seeking abandanment
may be understated. Both the United States Railway Association
and the Commission's Rail Services Plgnning Office recoonized
the need for ccnsidering these costs and included them in their
respmective plans.

_;ECDHFEZ’?DATL NS

We recommend ithat, in responding to the requirements of
+he Railroad Revitalization and Recgulztory Reform 2ct of 197,
the Commission:

-—Egtablish a2 uniform accounting system that will show

costs a.locable to branch lines so that applications
for abindonment can pe treated faivlsy.
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--Use a breakeven standard or other n~:i<e:iz that trests
railroads fairly in determining to: amount of detail
requ*red in abandonment applicatioas. This might
reguire establishing different standardes by region oy

by railroad.

--Include in the abendonment decisionmaking process the
effect that return on ne:f salvage —alue and a;nrcc1atian
of track structures have on the future DfOIltablLliy of
the line applying for abandenment.

We appreciate the cocperation received during our survey
and would like to be informed ©f any action takean on our reg
mendations. We would be glad to discuss this report with vou

or your ctaf:.

We are sending copies of this report to the Director,
Office of Management and Budget, and to appropriate congres—
s 'onal committees.

As you krnow, section 236 of the Legislstive Recrganiza~
tion Bct of 1970 regrives the head of a Federal agency to

submit & written sStatement on actionsg taxon on our rnrcmquwr
dations to the House and Senate Committees Covckuﬁuu;
Cperations no later than 60 davs a T

1
and to the Bouse and Senate Commit
irs

>

. -~

=
-

the agency's first request for appropriations m :
days after the date of the report. -\
. . {F
Sincerely vours, T

/ééﬁ@ﬁ%f ég&4§@¥@§35/
s &

Benry Eschwege
Director
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