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AMEND THE INTERSTATE CO~lMERCE ACT TO CON
TINUE TO ALLOW RAILROAD RATE FLEXIBILITY 

WEDNESDAY, JULY 12, 197.8 

U.S. SENATE, 
COMMITTEE� OX COMMERCE, SCIENCE, AND TnANSPORTATION, 

SURFACE TR.....NSPORTATION SUBCOMMITTEE, 
Washington, D.O. 

The subcommittee met at 10 a.m. in room 235, Russell Senate Office 
Building, Hon. Russell B. Long (chairman of the subcommittee) 
presiding. 

OPENING STATEMENT BY SENATOR LONG 

Senator LONG. Today's hearing is for the purpose of examining one 
of the most serious and perplexing problems associated with the Amer
ican railroad industry. . 

Since the tail end of the de\·astating winter of 1977-78,' AmerIcan 
shippers have been beset with car shortage and car utilization prob
lems in all areas: steel, energy, agriculture, raw materials, and others. 
These disruptions in the orderly movement of agricultural and lJl~n
ufactured goods have profound effects on the economy by increasmg 
everybody's cost of doing business. 

,Vhen there are unusual circumstances present such as very severe 
eold weather, lengthy st.rikes, or two gram erops coming to market 
simultaneously, we can understand that some temporary shortages will 
occur. On the ot.her hand, data relating to car ownership and car utili
zation indicat.e trends that would seem to give permanence to the 
problem. 

In the area of plain gondola cars, for example, we are told that 
during the decade from 1968 to 1978, the ownership by our railroads 
of these cars has dropped from 176,000 to 132,000. The total supply 
of cars has also decreased, from 1,642,000 in 1962 to 1,341,000 in 1976. 
In the area of car utilization, the average turnaround time for aU cars 
has increased from 19.85 days to 21.63 days during the period 1961 
to 19'76. 

[The bill follows:] 
[S. 3260. 95th Cong., 2d sess.] 

A BILL To amend the Interstate Commerce Act to continue to allow railroad rate 
flexibility 

Be it enacted by the Senate a.nd House Of Repre,sentafi-r;es of the United S1fates 
Of .d.me7"ica in Congress assembled, That clause (i) of subdivision (b) of section 
15(8) of the Interstate Commerce Act (49 U.S.C. 15(8)(b» is amended by 
striking all that follows the phrase "of this part" the first time it appears and 
inserting in lieu thereof" ; or". 

SEC. 2. Section 15(8) (c) of the Interstate Commerce Act (49 U.S.C. 15(8) (c». 
is amended

(1 ) 



2� 

(1) by striking "within 2 years after the date of ._<! enactment of tbis 
subdiYision" in clause (i), and inserting in lieu thereof "prior to January I, 
1983" . 

(2)' by inserting "and" after the semicolon in clause (ii) ; and 
(3) by striking clauses (iii) and (iv) and inserting in lieu thereof a new 

clause· (iii) to read as follows: 
"(iii) the aggregate of increases {II' decreases in any rate filed pur

suant to clauses 0) and (ii) of this subdivision during any calendar 
year is not greater than 7 per centum of the rate in effect on January 1 
of that year.... 

SEC. 3. Section 15 (8) (d) of the Interstate Commerce Act (49 U.S.C. 15 (8) (d» 
is amended by striking "clauses (iii) or (iv)" from the last sentence, and insert
ing in Ii~u  thereof "clause (iii)". . 

Senator LONG. Our ~itnesses  today 'represent very broad experience 
in dealing with these problems and I am certain their comments will 
be heLpful. I would now like to call our first witness, Hon. A. Daniel 
O'Neal. Chairman of the Interstate Commerce Commission-ICC. 

Mr.,O'Neal; we are happy to have you here today and will put your 
statement in this record. 'Ve hope that you could summarize it, Mr. 
Chairman. 

STATEMENT OF HON. A. DANIEL O'NEAL, CHAIRMAN, INTERSTATE 
COnHtIERCE COMMISSION; ACCOMPANIED BY JOEL BURNS, DIREC
TOR, BUREAU OF OP.ERATIONS; AND IAN ROSENAK, DIRECTOR, 
SECTION ON RATES 

Mr. O'NEAL. With me on my left is Joel Burns, who is Director of 
the Bureau of Operations, and on my right is Jan Rosenak, who is 
Director of the Section on Rates at the Commission. I wiU discuss 
very briefly some of the causes of the rail car shortage that we have 
today, and the Commission's efforts to deal with this shortage. 

And we will discuss the rate legislation proposed by the Department 
of Transportation-DOT-as you indicated in your opening 
statement. 

Some of the reasons for current shortages relate to market con
ditions and the handling of grain at sale. There "'vas a bunching of 
sales this year because there wasn't that much grain moved last year. 

In conjunction with that, exports of g-rain this year have, at least 
the gulf ports, exceeded any other year in history. 

In addition, of course, we had severe weather conditions last winter 
which int.erfered with carriers' abilities to move cars rapidly. The 
industry is still recovering from the drastic drop in car utilization 
causea. by these severe winter conditions, especially in the :Midwest and 
Northeast. 

In the past the Commission has relied primarily on the issuance of 
car service orders to dea.] with shortages of this kind and to improve 
car utilization. Recently our field staff has reported an inordinate 
amount of noncompliance with service order No. 1309, which requires 
rflilroads generally to move cars within 24 hours for certain phases of 
their operations. The ICC has taken a number of enforcement actions 
as a result.."Te believe that car service orders have worked. They have spread 
around the available ear supply more equitably. They don't produce 
more cars. The lawsuits that we have initiated for violations of our 
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service orders seem to be sparking a move toward voluntary compli
ance among other carriers. 

The subcommittee asked our feelings on new legislation. I am in
clined to believe that insofar as the ICC's authority is concerned, the 
present statutes are probably adequate. Some thought should perhaps 
be given, however, to incentives for consolidation of the facilities
both railroad facilities as well as perhaps facilities of agricultural 
shippers-yard modernization and perhaps for the establishment of a 
national car fleet of some kind. If changes appear necessary in our 
statute as we work with the new programs that I will briefly mention 
here, we will request additional legislation from the Congress. 

The Commission has taken several other actions-we have imple
menteo. changes in the ratemaking procedures pursuant to the 4-R 
Act, which are designed, among other things, to improve car 
utilization. 

It. is difficult to gage the potential effectiveness of these changes, 
because the railroads have not used this new rate flexibility except on 
five o<X'asions. 

'~Thile one theory of this new flexibility, which was provided by the 
act, was to induce the railroads to increase and/or decrease rates to 
accomplish such objectives as reducing the seasonal impact on demand, 
so far the railroads have used this flexibility, as I mentioned, fe'" 
times, and only for increases, except in one minor decrease. 

Last week the Commission approved a series of suggestions de
veloped by our Bureau of Operations for improving freight car utili
zation. For the long range, we plan to initiate actions in several areas, 
including development of improved data base, alternatives for carrier 
operating practices and rate structures, and encouragement of joint 
rail-barge rates to move grain from interior points to river points for 
transfer to barges. 

The Commission is also giving serious consideration to a number of 
specifie short-range recommendations developed by the Bureau of 
Operations, such as suspension of all freight car assignments for spe
cific shippers and permitting them to be loaded by any shipper in any 
direction and supporting a permanent 10-percent tax credit for capital 
investment by railroads. 

Both the long-range and short-range proposals are discussed much 
more fully in the written statement submitted for the record. 

I WOllIn like now to discuss the DOT's rate proposal, S. 3260. This 
bill would modify and extend for 5 years the 7-percent no-suspend 
zone provided for in the 4-R Act, t.he so-called yo-yo provision. It 
would prohibit suspension of an individual rate increase solely on 
the grounds that the rate increase is too high; also it would discourage 
suspension of reductions totaling less than 7 percent annually. 

This bill differs significantly, I think it is important to note, from 
the 4-R Act yo-yo provision, because it would prohibit suspension 
even if the carrier had monopoly power-that is, for those movements 
where the carrier had no compet.ition. That is directly contrary to the 
policy Congress built into the 4-R Act that allowed pricing flexibility, 
but gun the Commission the power to protect the public where such 
competition o.id not exist.. Thus, the effect of this bill is to permit tho 
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railroads to increase their rates without fear of, ,pension, even in 
markets and perhaps especially in markets where competition does 
not affect their abIlity to raise prices. Captive shippers would be 
forced to accept the increase and eit:tJer absorb or pass it on to the 
consumer. . 

The proposal will not have any effect where the railroads have no 
monopoly power, because the present standards that are now in ex
ist.ence allow the rails freedom to change rates in those instances. If 
tllls provision is adopted, it should be expected that the railroads will 
increase rates, particularly on those routes where competition is inade
quate, such as for example, some niovements of coal and grain and 
many other commodities. 

It is important to emphasize here, I think that consideration of 
marl{et dominance in the yo-yo provision does not impose an undue 
burden on the railroads. "While in our exist.ing regulations we do im
pose'a heavy burden of proof on shippers. They must show not only 
that they would be harmed by failure to suspend, but also t.hat there is 
a likelihood that they would prevail on the merits of the proceeding. 
This includes a likelihood that they can prove market domimmce. As a 
result, there have been very few suspensions by the Commission in 
rate filings under this new procedure. 

Also the yo-yo increase allowed under S. 3260 would be in addition 
t.o the general increases which are used continuously by the railroads. 
Since early 1976, railroads have been granted general rate increases 
totaling about 18 percent. It is important to note that increases under 
the yo-yo would be added to any general increases. Such increases on 
top of general increases would not seem appropriate at a time when 

.this country is searching for a.nswers to the inflation dileinma. 
It is important to note as well that the possibility that the Commis

sion might find that the rate unlawful after an investigation doE'S not 
save the provision, because of the difficulty in compensating the ulti
mate payer of the freight costs. 

\Ve would be happy at this point to try to answer any questions 
which you might have. 

Senator LONG. How would you characterize the next 2, 3, or 6 
mont.hs in terms of what shippers can expect in cost and charges ~  

Are things going to get better or worse ~  

Mf. O'NEAL. VVe can't be too precise. 'Ve are prett.y sure that t.he 
current shortage is going to continue probably for the next 6 months. 
.Just ..exactly what shape it will take will depend upon the market 
conditions. 

For example, how much grain can be held at the country elevators 
and will the markets be sufficient to cause the fanner to want to sell 
the 'grain. These kinds of conditions have a big bearing on t.he 
situittion. 

Mr. Bum,s. I would simply like to say that there are some definite 
trends in the situittion, even wit.h respect to grain car shortages. They 
aTe reducing the shortages in some types of cars rather substantially. 

In other types, only gradually, but thE're is a definite trend now 
toward an improved situation. I would agree with the chairman that 
t.he shortage will probably be at least 6 months, maybe for the rest 
of the year, with respect to grain cars. 
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Senator Lu",G. In your May 5, 1978, letter to me eoncerning shortages 
of cars, you noted that the Commission was monitoring domestic steel 
shippers, and if necessary, the ICC would move to supply per diem 
charges on gondolas. 

'Vhat has developed on that situation since that time ~  
MI'. O'NEAL. VVe were collecting or developing a record, and that 

record has now been developed. VVe are now at the point where a de
cision is imminent on whether to propose a per diem for gondolas. 

'VE'. are abont to decide whether the information available sustains 
or jnstifies the imposition of incentive per diem. 

Senator LOXG. I would hope, Mr. Chairman, that you will move the 
Commission to make decisions. I think you heard me tell a story yes
tf'rday of the experience I had as a young lawyer reviewing some of 
tIlE' cou rt-martial cases. 

I finally had to deeide to go ahead and decide what ought to be 
done about all of those things and make up my mind rather than just 
sit there and think abont it. When I did, I was a lot better off and so 
was ewrybody involved, including those poor fellows sitting up there 
in iail ,,-aiting for something to happen. 

'Vhethel' they're going to be turned free-they ought to be turned 
free or senteneed if they ,,{ere to be sentenced, but something had to be 
decided. I really think in some of these cases you do the country a bet
ter service to make a decision, even if it is wrong. . 

I have enough confidence in you and so did the President when he 
appointed you to know that you are going to be right more often than 
you are going to be wrong. But even if you are wrong, you could al
ways change it back, if you found out you made a mistake. 

The worse thing is not ever deciding anything. You aren't the only 
one. It happens all over the GOYe,rnment, a bad situation that could 
he improved on, if somebody would just get off the dime and make a 
decision. . 

I think ,ye are going to be a lot better off on taking it cha,nce of your 
making a mistake than to sit there with nothing happening when the 
sit.nation ought to be corrected. 

Mr. O'NEAL. I could not agree with you more. I think ,ye need to 
spcf'd up decisions. I think we have made a substantial impact in 
speeding decisions bv the Commission. 

In fact, in the enforcement actions that we have been taking in the 
last several weeks, I think we have made an effort to insure that those 
fictions came at a time when the shortage was actually in existence. 
So, instead of delaying the action, as had been the practice in the past 
w(' have tried to speed np decisions generally. 

In this particular case, the Commission made an effort, when it 
fil'st addressed the idea of incentive per diem for gondolas, to antici
pate a shortage when one did not actually exist, when the case was be
fore the agency. It relied upon an eeonometric model that our Bureau 
of Economics had developed and nsed. I think it was originally de
veloped by Chase Manhattan. And just as the decision was about to 
be made, new data came out which did not snpport the decision, and 
we could not legally go forward with it, and it threw the thing out of 
wh::lek. 

Thnt is why we had to go back to the starting point. That is what 
fouled up this whole decision. At any rate, I hope we can get it out 
'1uiekly. 
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Senator LOKG. In the same letter I wrote to you, and in your re
sponse to me, you stated that the Commission's intent was to substan
tially increase the basic per diem charges to virtually al~  cars, includ
ing gondolas. However, the charges wIll not apply untll 1979. 

Is there some WILY that these charges can begin sooner so that the 
car supplv can be built up faster? 

Mr. O'NEAL. The problem with it is that in order for those charges 
to be applied by the railroads, they need to have an experience over a 
period of time so that they know what charges can apply. The data 
just will not be available from the railroads until the end of this year, 
so they will not really know how to apply the information. 

That is the problem. The decision is made. The thing is on its way. 
There are some questions, and there have been some collateral issues 
raised about the exact nature of the thing, but we are at a point where 
we have to collect the data. 

Sej'lator LoNG. It seems to me that with something that is in short 
supp~y  and you are going to need a lot more of it, the way to get a lot 
more of it is to let somebody make a profit. 

Now, when you have got plenty of it, then you can sit back and, if 
you want to, you can regulate it very tightly. But if you want to get 
rid of a shortage, the way to do it is to let somebody make money by 
producing more of that commodity. 

On your end, you can do it on the rates or the fees. I am also chair
man of the tax-writing committee. "Te can provide some tax subsidy. 
But why do you not do it? You have the power and, I think, the duty, 
when something is in short supply to get it; and the way to get it is to 
let them make a profit on it. 

:Mr. O'NEAL. That is what we are trying to do to increase the fee, the 
return on investment in the rail cars. .. 

Senator LONG. 'Why not kick it up now and if, in 1979, you discover 
that you have been too generous, cut back? 

Mr. O'NEAL. There are several things that I ought to mention here. 
One is that we tried to do this in an orderly way. The Commission, 
under the 4--R Act, was required to establish a new uniform system 
of accounts for the railroad. That has been done. This has been tied 
into that system. 

In addition, the Commission does have some authority to look at 
emergency measures. There is one option which the Conimission has 
never used, the imposition of short-tenn high per diem rates. One of 
the difficulties of using it is-and I guess one of the reasons it has 
never been used is that it is likely to impose a very high cost on the 
terminal railroads, particularly railroads like those in the Northeast, 
ConRail and so forth. 

SerratoI' LONG. If I can believe what I am reading in the magazines 
and newspapers, people are paying money under the counter, sliding 
money beneath the table to get cars. Have you been reading some of 
thltt sort of thing? 

Mr. O'NEAL. We have heard ofthosekindsofthings. 
Senator LONG. A fellow gets desperate tOlnove something around, 

ltnd if something is worth a lot more at the port than it is out in the 
boonies, and then people will get transportation, and if they are 
desperate, they can be expected to do things like that. 

It is better to let people pay above the table than beneath the table. 
Mr. O'NEAL. I agree totally. 
I want to mention that this is one of the things that we are look~ng  

at in the short term. Now, the question is should we issue an order to 
increase per diem to a very high level? That is one of the options 
that is still available that we may use. 

Senator LONG. '¥hat bothers me, Mr. O'Neal-I appreciat~.  what 
you are doing, and I applaud you for everything you are doing in 
trying to solve the problem. But I think my complaint and the com
plaint of the people generally looking at thIS is that a lot more could 
be done. You are thinking about things that ou~ht  to be done. Here is 
something you say, "I think it looks like we have to do something 
about this thing, so we will do' it to apply to 1979." But the shortage 
is now. The problem is now. 

It seems to me that if you would be the kind of Commission I would 
like to see you be, you sh( dId get on top of it, not starting in 1970. The 
shortage is now, and the increase ought to go up while the shortage 
is there. 

For one thing, if people have to pay more for the cars, there might 
not be quite as much demand for them. In the second place, when they 
pay more, it will incrpase the production and the use of them. 

Mr. O'NEAL. The Commission has done a number of things. ",Ve 
have issued a whole series of service orders. 

I want to mention that while it may be true that increased per diem 
will increase the utilization of cars-I think it will if it does not go 
too high-there is a good possibility that it would have the opposite 
effect in some instances. 

The reason ·for that is that increased per diem, if it-gets very high, 
will force Cltrs back to the owner railroad, which is fine for the owner 
railroad, bnt it can develop some inefficiencies in the functioning of a 
J'ailroac1 that npeds to use those cars, because it may generate the 
movement of cars back to the owner railroad empty. 

"That would be the best situation would be for those ears to be mov
ing as much as possible with a load. This is one reason why we have 
eoncentrated on the 1309 order which requires the railroads to move 
cars within 24 hours through certain phases of their operations. 

Senator LONG. So that you understand what I am talking to you 
abmJt: You are goin!:!; to increase the charges on those cars in order to 
bring about more efficient utilization and greater production of them. 

All I am saying to you: If you are goil1g to do that, why do you 
want to wait until next year? The shortage is here. You ought to be 
getting on with it. 

I wonld like to think that the ICC, when it spes a problem and if 
the ICC thinks it ought to act and if you, as Chairman, think you 
onght to act. then get off the dime and go ahead and do it. Do it now. 
Then, in 1979, you can take a look and see how it is working, rather 
than waiting until 1979. 

Mr. O'NEAL. I nnderstand it totally. It could not be clearer. 
Senator LONG. In my vicw, you have made the decision. 'Ve are not 

talking about ,vhether you are going to do it. Then why not go ahead 
and do it now? I 'vollld at least suggest you consider going ahead 
and implementing it now. 
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:Mr. O~XEAL. ",Ve will see what can be done abo .... l~plementing it 
in the short term. I am not really sure at this stage what the problems 
might be in doing that. . 

Senator LONG. It seems to me, Mr:. Chairman, that the greatest 
service that you 'can render to this country in your capacity is to stop 
this thing of the Icb sitting around forever thinking about something 
n,nd having some investigation that goes on forever while nothing 
ever happens. ' 

If the problem exists at-and once in a while you might be criti
cizec1':for making a mistake for acting'in error, but at least stop this 
thing: of being criticized and never' getting anything done and the 
problem gets worse and worse and goes on year after year. 

That is what people think of the Commission right now, you know; 
at least. the railroads say that. I guess you hear that, don't you, frol11 
time to time ~  

Mr: O'NEAL. I would be interested in what the railroads will say 
about whether the Commission is acting or not. 

Senator LoNG. One that got a $4lh million fine probably thinks you 
should not act. 

Thinking in terms of the public, they thought at least you did some
thing and you were not caught just sitting there. At least you got 
that--

Mr. O~NF.AL.  I want to say that I think the Commission has acted. 
There are a lot of things that we have done. This one area where we 
have not applied this proposal currently. As I say, there are a lot 
of things that we have done., There a lot of things that we are looking 
nt doing in the short range. This is one area that we will certainly 
take a.look at. . 

Senator LoNG. ",Vhat is the Commission's estimate of the Nation's 
locomotive power generally as a contributing factor to the poor utili
zation of rail cars ~  

]\fr., O'NEAL. Generally, there has been a shortage of locomotive 
power in the United States during the last several months. This has 
had a sevl?re impaot on the movement of rail cars around the country. 
There have been cars, trains, sitting in various locations in this coun
try. not moving for want of adequate power. 

,Ye have some numbers on that, I think, if you need them. 
Spn'tttOl' LoNG. Do you want to give them to us ~ 

M]';O~NEAL~ ,Ve can supply them for .the record. 
[The follow'ing information was subsequently received for tlll.~  

l'rcorcl :] 
Several railroads reported delays to Interstate Commerce Commission field 

staff extending from a few hours to over four days which are, in nearly all 
instances, directly attributable to lack of locomotive power. For example, thil:' 
year Conrail has reported delays due to lack of power as follows: 

March 23, 53 trains held for power. 
March 31, 54 trains beld for power. 
April 7, 232 trains beld for,power. 
May 10. 99 trains beld for power. 
.June 29, 26 trains held for power. 
July 13. 11 trains beld for power. 
ThE' Milwaukee Road has reported these delays: 
March n. 15 trains held for power. 
l\Iarch 16. 16 trains held for power. 
April 6. 10 trains held for power. 

(J 

April 27, 7 L'~l'ns held for power. 
May 10, 4 trains held for power. 
June 20, 3 trains held for power. 
July 12,2 trains held for power. 
The IJouisville & Nashville Railroad Company reported that 26 trains were 

held for power on May 2 and 24 trains were held for power on June 1. 
The Southern Pacific reported 146 trains delayed by Jack of power between 

June 1 and June 27. 
Wlllle it is not possible to ascertain the precise role locomotive shortages 

play in the overall cal' delay, it is apparent from the examples shown above 
that these power shortages are a very important factor contributing to delays 
throughout the nation. 

Senat.or LONG. \Vould you aQ:Tee that there should be some reasonable 
relat.ionship between the demurrage and per diem so that t.he carrier 
would not find· it financially benefioial to neglect cars of shippers, 
thereby decreasing the movement and utilization of cars ~  

Mr. O'NEAL. This is the so-called reciprocal demurrage proposal, 
,,-hich is one of the things-I hate to mention anything we are looking 
at doing. and we have not done. but this is one that is on the front 
burner 'that we are looking at. In order to impose this, you need to 
have t.o have some sort of standard. In other ,Yords, you have got to 
know what. do we expect of the carriers, and how we are going to levy 
thif> sort of thing. It is one of those items that we are trying to deal 
with. 

Senator LONG. Again, we would like to see a decision. As I say, 
enn if it. is wro))~:,  we woulc1like to see somet.hing ha.ppen. 

Mr. O'NEAL. I would like to see a decision, too. _ / 

Se.nator LClNG. I am hoping down there in that Commission you 
wonlel <io what some of us do, like we do on our committees, where if 
somebody has an idea, they win try it and see if it works; if it. does 
not work. yon C!'ln always junk it. 

Yon cnn do it even 'wit,hout the concern of the President. Just go 
ahead and reverse, yourself if vou tried something that did not work. 
Some of these things, you will never know if they will work unless 
yon try t.hem. But ~t.  least, after you think abont it-and not t,hinking 
for years-it SC'ems to me you can think a matt.er of a couple of weeks 
or a month and then decide. Don't just keep thinking about it. 

How long havE' you been thinking about it noW' ~ How long have you 
heen t.hinking~  Since you have been there, how long have you· been 
t.hinkinq ilbont. t.his l)articular issue ~ 

Mr. O'NEAL. Before I was Chairman, I aetnally advanced t.his idea, 
nnn it didn't go very far. Now that I am in a littlp different position, 
I think thllt. we will see if it can't move a little better? 

Senat.or LONG. Thank yon. very much. 
Mr. O'NEAL. Thank you. Mr. Chairman. 
[The statement follows:] 

STATEMEJ:\'T OF RON. A. DANIEL O':"EAL. CHAIR1-IAN. IXTERSTATE COMMERCE� 
COMMISSION� 

Mr.. Chairman, Members of the Suhcommittee: I 'Would liJ,e to thl!nk YOU for� 
g-iving the Commis"ion the opportunity to be here today to discuss S. 2360 and� 
the rail car shortage prohlem.� 

S. 3260 was introduced at the request of the U.S. Department of Transporta
tion by Senator Cannon. It is intended to continue to allow railroad rate llexi
hility. 



10� 

Tile ca I' shortage prOblem has beeu with us for seve, IOnths. Recently, the 
Connllis~ioa  has lJeen examining closely the causes of thIS complex problem and 
aUempting to develop innovative solutions. I will discuss first the Commission's 
efforts in the car shortage area and cover the issues raised by the questions in 
the Subcommittee's letter to the Commission, and then turn to a discussion of 
S.3260. . 

Before discussing recent Commission actions dealing with the car ShOrk'lge, I 
would like to outline,briefly a few of the elements contributing to the shortage. 

Several factors causing the shortage relate to the market situation. For 
example, when grain prices are low, more grain will be held in country storage 
than normal. 

}']ventually, though, farmers and country elevator operators either need funds 
or mu~t  rerluce the amount of grain in storage to accommodate a new crop. What
everthe situation is that triggers a sale for one elevator operator is likely to 
trigger the sale for other operators at tile same time. The result of this is that 
the demand for cars quickly exceeds the carriers' ability to furnish them. 

Another aspect of the marl<et situation which has put a strain on the rail car 
supply is exp011: grain sales. ,Despite the lack of major publicity, such as t.hat 
which attended the Rusl"ian wheat sales several years ago, May 1978, produced 
the largest volume of export grain movements in the history of the country. 
The increase in export grain movements has resulted, almost immediately, in 
higher barge rates. which have the effect of diverting some barge traffic to rail. 
Of course, even without this diversion the total increase in volume grain move
ments would strain the rail car supply. 

In addition to the market situation, unusually severe weather last winter 
.furt.her aggrevated t.he general problem by interfering with carriers' ability to 
D1o"e cars prompt.ly. causing a drastic drop in grain cal' utilization. !\Iany car
riel'S have had au excessive number of cars on hand which they were unable to 
get placed, unloaded, and returned to the loading areas. The situation in the 
Midn'est was particularly bad. For the. first time in many years, the Illinois 
Rin'r froze, and the upper Mississippi Locks did not open until a month after 
the usual time. This meant that barge service was not available to move the 
bulk of the grain crop ,,-hieh was exported from the Gulf ports in May, and that 
the rail syst.em was completely overwhelmed with demands for equipment. Al
though the effects of the se\'ere winter weather are pretty much over now, the 
wea ther was a very significant contributing factor for several months. 

I wOllld now like to turn to discussion of the techniques which the Commis
sion has llSed to handle car shortages in the past. 

Our primary tool has been the issuance of car-service orders, which are 
designed to improve car utilization and distribute available cars more equit~bly.  

As you are aware, service orders may be issued only after in the opinion of the 
Commission an emergency is found to exist. The Commission may issue what
evp.r order or orders it deems necessary to alleviate the situation. without prior 
notice or hearings. Two such orders are Service Order Nos. 1309 and 1315. 

The Commission's Service Order ]309 imposes operating standards on the rail
roads by requiring them generally to place for unloadinll;. remove after loading 
or unioadin;:1;, and move in transportation service. all rail cars on their lines with
in 24 hours.' Service Order No. 1315 establishes more stringent demurrage rules 
than 'are' generally providerl in carrier's tariffs. Thor;e orders have been in effect 
for approximatel~- four months, Our field staff is continuously monitoriug the 
carriers' compliance with these service orders, and while there are locations that 
have'bpen fo\md to be in full compliance, the staff is reporting an alarming amount 
of noncompliaw,e with Service Order No. 1309. The Commission is presently 
widely engaged in investigating alleged violations of this order, and several legal 
actions have been taken and others will probably fo!low. 

1 Service Ordcr No. 1309 I'('qulres carriers generally to bnndle cnr< within 24 hOllrs for 
certaIn phases of their opPrRtions. ThIs time period has been u~,ed  bistoricall:- hy the 
Commi,sion In other movement type service orders, and bas been generally accepted by
the railroad industry. 
Th~  Commi'sion adonted a sImilar 24 hour timeframe in Ex Parte No. 284, Inve,tiglt

t:on Into the Need for Defininl( Reasonable Dispatch (Perisbable Commoditie,). 335 I.C,C. 
162. 'l')w rCj:!ullt tions I" tbis proceeding were adopted after a full hearing with participa
tion b:<, the rail industry.

We believe the 24 hour limitation specified by Service Ordp.r 1309 i' a wholly renllstie 
one. Furthermore, the order Is flexible in that whe,e tr~ffie  volume cloe. not warrant dnily
•rrvice. it Is not required. AI~o,  the order allows carriers to petition the Commission for 
exemptions from it because of bardsbips or inequities caused by the order. 

For €'xw '. the Commi,:;sion has instituted civil forfeiture and injunctive 
actions aga. ~t  ConRail for $2.3 million, and injunctive action against top officials 
of the carrier for future violations of Service Order No. 1309. A simiiar action 
,ras instituted against the Southern Pacific Transportation Company just recently 
involving a civil forfeiture claim of $4.4 million, and again injunctive action is 
heing directed against the carrier's top officials. Earlier, a $445,800 civil for
feitnre claim was filed against the Atchison, Topel'll and Sant.'l Fe F.ailway. The 
Commission's field staff is actively engaged in conducting investigations of other 
alleged abuses of our service orders and if the violations are substantia ted 
addit.ional enforcement actions may be expected. 

With regard to other types of service orders which require carriers to desist 
from loading and return empty cars to owners because of geographic imbalance 
of t.he available equipment, our field staff closely monitors compliance during 
the regular review of carrier files. We have found relatively good compliance 
with this type of order, which is further indicated by the absence of complaints 
from the carriers benefiting from these orders. 

It is diflkult to assess precisely the effects of our car service orders. We believe 
they have more equitably spread around the available car supply, !Jut possibly 
t.his has been 'achieved at the eJo:pense of overall rail industry productivity. Vire 
also believe that t:'o the extent carriers h'ave compiled with Service ,Order No. 1309, 
which imposes operating standards, car utilization has been imprOVed. For ex
ample it has come to our attention that the top management of a major carrier 
has recently instructed its employees to comply fnUy with Service Order No. 1309. 
Furthermore. the carrier has hired additional personnel to work on locomotive 
repair. We believe this is '3 reaction to the legal actions, mentioned above, which 
the Comlllisl"ion took to enforce this order. So the extent that carriers voluntar
il;!' comply \yjth our orders seeking to improve car u(-ilization, we believe the 
effects of car orders are beneficial. Of course, our orders pro1>ably cannot ooh-e a 
car slwrtftge-,,'e must be content if we can at least help mitigate it. 

Turning' no\\' to other Commission a;dions, our Bureau of Operations recently 
conclnrled nine informal conferences helrl around ohe country for the J}urpose of 
inquiring into the impact of tile <>.8.1' sh!ortage 'situation on shipJ)ers, as well as 
the problems t"l1'countered by the railroads in trying to pro·vide service. There 
"'ere some very good recommendations made by the ]J8.rticipants as to what can 
be rlone concerning long-term solutious to recurring car shortage problems. The 
Bur~au  of Operations issues a Highligl1t Statement covering the first five infor
mal conferenCi?s. I have attached a 'COpy of the first Highlight to this statement as 
Ap'pendix 1. and will be glad to submit the second Highlight Statement to ohe 
Suhcommittee When it is completed. 

In acIrlition to these hearings, the Oommission just last week took a major step 
toward rleveloping a new, more comprehensive approach to the car shortage prob
lem. 'l'l1e Commission • approved suggestions for improving freight car utilization 
rlev€loped by the Burenu of Operations. The basic principle underlying this pro
gram is a renewed C'CIlnmitment by the Commission to leading the way in finding 
solutions to the current and future transportation problems of inadequate freight 
car utilization and freight car and locomotive supply. In long-range terms, the 
Commisl"ion is planning to institute five major actions: 

(l) Development and promulgation of measurable operating standards. This 
w'Qulrl include consideration 'Of reciprocal or reverse demurrage and penalty per 
diem. 

(2) Development of an improved freight CRr utilization d!ata base, consisting of 
uniferm record kep.ping and reporting procedures. and development of market re
Sf>.8.rch and foreC<"tsting criteria, 'Ve are also examining the possibility of develop
in~  an eC'Onometric model to forecast car service demand. 

(3) Development of viable oalteruatives to carrier operating practices and rate 
structures such us substitution of motor for rail service, allowing multiple car 
l'ates to iJe used on s'ingle ca, shi!}ments. am'! investigations of the impact on grain 
insp€(,tion proceedings 'On freight car utilization. 

2 Vice Chairman Christian and Commissioner Gresham. while supporting the /ten eraI 
thrllst of this program. dissent from the following specific recommend?tions: orderin/!;
rp!Jr.I" on boxcars less tban 35 years old when bad orders exceed 5 percent; requirin/!;
discontinuance of unit tro,ln' to nccommo(J"te small shippers: ordering rallroans to pur
rhltse ea" or locomoth-c' to fulfill peak period demand; and allowing reciprocal demurro/te
and penalty per diem. Commissioner Clapp also opposes the temporary discontinuance of 
an unit trains. 
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(4) DevelO'pment and encouragement of joint rail·hurg, II'>' III moye groin 
from interior l}oints to river t\!rminals for tNlI1sfer to burgI'''. '1'llP rdutiye short 
mileage of tbe rail segment in tbis anangement wonld J'l"llli)'p fpWN rail cars 
than an all rail movement to the ports. Grain coyerI'd h(lpp.~n:  U',W; released 
would be available for other shii'pers. . 

(5) Determination of the nred for development of legislatiyl' e1inll~I'S,  espe
cially in the areas of a need for a national stand·by rail cllr fleet and for a re
quirement ubat carriers 'purcbase l~omotivesan'd freight cars. 

In addition to initiating proceedings in these general areas, the Commission is 
also giVing serious consideration to a number of specific short.-range reCOIDlllE'n· 
elations developed by the Bureau of Operations. 'l'he short-range re<,onlmenela
tions Wllich are cnrrently before the Commissi'on include: 

Support of a request by the Transp'Ortation Association of America fOr estab
lishment of a permanent ten percent tax credit fur capital investment by rail
roads. . 

Dirl"cting railroads whose bad car order ratios excred five percent in any of the 
shortage types, to begin immediately repairing all cars less than tllirty-five 
yE'ars old. 

Continued strict enfol"Cement of Service Order Nos. 1309 and 1315. 
Discbntinuance of all unit grain trains until small shippers can obtain cars to 

fulfill their (}utstanding contracts and make room for this year's harvest. 
Estnblishment of a "fr~uency  schedule," which would prohibit carriers from 

annulling 'any train ,,-here at least twenty-five cars are ready for movement 
against the schedule. . 

Suspension of (1) mandatory service Rule Nos. 1 and 2; (2) all ex-clusion 
t;v-pe senice decision'S reqUiring the empty return of certain types of freight cars 
to their ownel'S; and (3) AAR's Car Service Directives that require freight cars 
to move empty. 

EliminatiQn or modification of AAR's Car Hire Rule No. 22 on per diem reclaim. 
SUl;pem;ion of all freight car assignments to specific shippers and permit them 

to be loaded by any slliprper inany direction. 
We believe t.hat the use of s'Ome of these short-tenn recommendations could 

hE'lp mitigate t11e immooiate car shortage problems, and that the long-range pro
gram.s, when put into effect, will help prevent a reoccurrence of these short-term 
problems. . 

As mentioned, one aspect of our long-range plans involves tbe determination of 
the neE'd for and development of legislative changes. I believe that the present 
statutes are v\!ry comprehensive and that the Commission' must reexamine past 
policies and decisions t.o determine if we placed any artificial limits on interpret
ing f:ihese statutes.· As WE' set a course for overcoming car sbortage problems, it 
"'ill be necesl;ary to analyze whether our proposed actions are attainable under 
the present body of law or whether we should request additional legislation from 
the ('ongrE'ss. I am inclined to believe that the present laws pro\'ide a vehicle fDr 
the Commission to obtain better car utilization but, if it becomes necessary, the 
Commission will request legislation from tlle Congress. 

Alt.hough I am hE'sitant to endorse any legislative changE'S at this time, I 
might,.suggest one idea that could be examined. This would involve some sort 
of an incentive program. perhaps through taxes, which would enconrage the re
]ocatio'n of !'mall il'ain ele\'ators onto rail main line!' and thei" consolidation into 
large ~nough  facilities to .enable them to use unit-train service effectively. It it> 
suggested because while we recognize the need in this crisis to aid the small 
cOll!1try elevator and the farmers served, we also recognize that such assistance 
wiU probably result in less effective use of the more efficient unit trains. Thus 
giving somE' relief to the small guy in this crisis may. indeed, exacerbate the 
overall problem. That is why we try to be very judicious in providing such relief. 
This situation suggests that consolidation of country elevator facilities could 
pay hnge dividends in efficiency for the future. The Commission bas not really 
evaluated all the possihle ramificatioll'S of such a program, and I offer the idea 
to yon as 'Only that-an idea. Much thought, particularly along the lines of socio
economic considerations, should probably be given to this idea before it becomes 
official government policy. 

In addition to the car service orders and hearings, the ·Commission has imple
mented changes in ratemaking procedures pursuant to the 4·R Act. These pro
cE'dures are designed to provide an incentive to shippers to reduce peak-period 
l;hipments by rescheduling; to generate additional revenues for railroads; and to 
Improve utilization of freight cars, movements, employment, and the financial 
stability of markets served by railroads. 
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I believe th2ak-period ratemaking can playa positiye role in reducing the 
ear shortage pruolem. However, the Commission has not received a significant 
number of peak·period rate filngs. Therefore, it is difficult to gauge the potential
effectiveness of this concept. 

The Commission has been exploring the apparent lack of interest on the part 
of the railroads in using peak-period pricing. In interviews with our Office of 
Proceedings last year, representa tins of rail and shipper interests suggested tha t 
one reason for this non-participation was that carriers feared to file new ratel'l 
unless other carriers in their region did so as well. They thought that without 
close ~ooperation  on a regional hasis. carriers who participated in peak-perioc'l 
pricing would be put at a substantial competitive disadvantage in their product 
markets, as busiuess W011ld go to the carrier with the lowest single-Je"el ra tE'. Thi;:; 
prohlem of course would not arise with regard to proposals to reduce rates. 

The Commission favors increased use of peak-period pricing. We had hoped, 
howe"er, that any proposed peak-perOO increases would be accompanied by re
dnced rates for off-peak movements. '1'0 date, this has not heen the case. In mid. 
1977, when the Southern Freight Association proposed a 20 percent peak-period 
premium on grain originating in the Southern Territory from mid-September to 
mid·December, 1977, the Commission declined to suspend or investigate ths first 
major proposal under the new statute. However, the United States Court of 
Appeals for the Eighth Circuit held that the Commission had a.bused its discre. 
tion hy- failing to instit.ute a formal section 15(8) investigation of allN!'E'd section 
4 violations. Our petition for rE'hearing was denied recently, and t.he Commission 
is currently determining whether to seek a writ of certiorari to the Supreme 
Court. The Commission is concernl'd that if it is forced to investig-a te very novE'l 
rat.e llrOn01=al. this will have a chilling effect on innovative railratemaking and 
greatly impair the f1exihility of ratemakiug under the 4-R Act. 

A numher of other factors may also he contributing to the limited effectiveness 
of pE'ak-period pricing. For example. the irrain market price structure ismarkE'd 
hy llnprE'dictahle flUC'tllations which intensely affE'ct transportation demand. 
This uncertaint.v cleal"ly is a primary motivating force in a producer's decision 
whether to sell hi'S cron or store it until some future time. Thus,the spread be
tWE'E'.n peak and off-peak rat.e levels mnst provide enough incentive to move gruin 
in periods when its market price alone would not. encourage movement. It must 
a!l;o ontweigh the credit co!'ts lind additional costs of storage imposed When the 
receipt of revenue from nain RUles is delayed from a peak to an off-peak period. 

On the othE'r hand. peak-period rate increasE's must be set low enough 1'0 that 
serions f1iversion to other modes is not created. Some railroads believe that ship
pers will prefer truck or harge transportation if rail ratel; are !'et too high. The:v 
feE'l t.hat hi~her  rail prices will cnuse many more mot.or carriers to enter the 
market. E'aUng into rail revenu"s in hoth peak and off-peak periods. If this is 
the rase. pea k-period pricing could he c01mterproductive. 

We at. thE' Commission t.hink that the railroads have not used peak.period 
pricing in a way to solve the problems, l;uch as a need for a market-responsive 
rate-seWn!! mechanism. which it was originall.v dE'signed to address. For ex
amplE'. railroad'S have heen using pE'ak-period pricing only to increase rates, in 
the same way that across-the-hoard increases have been used in the past. As the 
railroads have used this mechanism only to get increases, they are not utilizing 
itl; pot.ential for maximizing revenuE'S and improving service through efficient, 
inno"ative management. As we recent.ly ha"e reminded the carrierR in onr deci. 
sions in the lilst sE'veral gE'neral increase procE'edings. improved service is im
perati,e to avoid serious questions of economical and efficient management under
section 15a (4) of thE' Act. 

The Committee has asked us to comment on the possibilities und reqnirf'ments 
for implemE'nting a common ownership concept similar to that used for trailer 
trains. to covered hopper cars and gondolas. 

Tl'lliler Train Company and a RulJsidiary, American Rail Box Car Company 
have hoth heE'n relatively snccesful E'ndeavors hy t.he rai·lroad industry to est.ab
!ish separate entities for the purpose of building and placing in free.running serv
ic

a 
"arioll's t.ypes of flat cars and 50-foot hoxcars. It is one met.hod which plfl.ces 

rail Carl; in !'ervice with the control remain in!! within the railroad industry. Rail 
Box's snccE'SS ·has hepn ontstanding'. About. 90 percent of its total car miles are 
10ll.dl'C1 miles. cll. r hire costs are stlhstantiall.v less than for comparahle railroad 
mmE'd cars (daily car hire of $11.58 v. $18.14: average C05t per loaded mile---21¢ 
'-. 4] ¢). and the equipment is maintained in E'xcellE'nt. condition. It may be, 
110we"er, that a part of its success is related to its small size. 

~1-R90-7S--~  
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As mentioned. the' senior staff has been directed t.D .mine the general topic 
of railroad freight car shortages to determine what is necessary to alleviate the 

.recurring prohlems. 
As part of the study, the staff has been asked to take into con"ider:ltion what 

effect a greatly expanded Rail Box ownership of cars would hav.e on frei~ht  car 
utilization. This could be expanded to include all types of equipment, including 
covered hopper cars and ~ondolas.  At the present ownership level, Rail Box 
cars have very limited empty mileage, and the question is whether a much larger 
fleet would retain the same favorable loaded-empty mileage ratios, as the cars 
are used to haul less attractive traffic and directed to remote areas to meet load
ing demands. The study could indicate that a larger Rail Box fleet will continue 
to show a reduced empty mileage record under that of the individually carrier 
owned cars. The Commission wishes to encourage the railroad industry to pursue 
a path of retaining control of the railroad freight car fleet, and the Rail Box 
ownership concept may be the best way to satisfy that end. 

I would now Ilke to turn to S. 3260, a bill which was recently introduced by 
Senator Cannon at the request of the Secretary of Transportation. This bill would 
mOdify and extend for fiye ~'ears the seven percent "no suspend" zone provided 
for in the ratemakin~  provision of section 15(8) of the Interstat.e Commerce Act.. 
Th.at sectio'n established a two-year test period in which the railroads were given 
a large measure of rate .flexibility. It prohibited suspension of an individual rate 
increase on the grounds of reasonableness, unless the carrier were found to 
posse"s market dominance oyer the service at issue. It also generally discouraged 
suspE'nsion on the grounds of reasonableness of increases or reductions totalling 
less than seven percent annually. 

The purpose behind the "no-suspend" provision, as we understand it, was to 
lessen regulation in areas where competitive forces would ensure reasonable 
rates; it was not designed as simply a revenue-producing concept. The Congress 
included a market dominance test to assure that meaningful competition E'xisted 
lwfore a rail carried could raise Us rates without fear of suspension. If effective 
competition exists, a shipper should have a reasonable alternative to a rail rate 
increase. If no such competition exists--if a carrier has marl,et dominance-the 
shipper needs the protection of the Commission's suspension power. 

The effect of the DOT bill appears to be to permit the railroads to increase their 
rates in markets where competition does not restrain their market power. In 
tllf'se markets involving such commodities as coal and grain. the "captive" ship
per would be forced to accept the increase and either absorb it or pass it on to the 
consumer. Effective competition, on the' other hand. would restrain unwarranted 
rate incrNlses because of the threat of t.raffic diversion and a corresponding revf'
nue loss. Thus, we helieve that t.his bill could simply lead to increased r~tes  in 
areal> where a carrier has market dominance, with little impact elsewhere. I 
should not.e that, while the Yo-Yo relatE'S to increases and decreases. no decreases 
have heen proposed under this prcwision during the two y·ears that it was in 
effect.. 

Let me turn now to II brief discussions of market dominance generally. and 
then relate how it applies to the suspension situation. We believe the concept 
generally to be a viable lessening of railroad re~ulation  where it is not needed. As 
you may know, our ref!,"U.lations implementing the market dominance concept were 
recently upheld in CO\'rt. While dealing with market dominance is not free from 
difficulty, we believe that our regulations are a wDrkable implementation of the 
legislative intent. 

Suspension of rates within the seven perct>nt no-wspend zone is only one nrpa 
where ma.rket dominance comes up. Where suspension is not involved-where the 
Commission is simply investigating an existing or proposed rate-there are no 
RnBciel problems 'lTith implementing our regulation. In such cases. the det"rminn
tion of market domina.nce can be maile in a reasonable amount of time after evi
dence on the PDint has been consiilered. . 

Howevf>r. when the Commission is considering suspending a proposed rate, the 
market dominance question must be resolved much more Quicldy-within th~  30 
days after t.he rate is filed that the Commission has to decide whet!Jer to suspend. 
If the rate is filed pursuant to the Yo-Yo provision. the Commission must actually 
find mnrket dominance to enable it to suspend on the ground that the rate is 
unreaSonahly high. 

If. on the otho>.r hand, the proposal is outside the Yo-Yo provision, the Com
mission must still find that a protestant has shOwn that there is a likelihood of 
market dominance before it can suspend. This is because under section 15(8) (d) 
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the burden 01 ~Ll~wing likelihood of ultimate success in the proceeding rests upon 
the protestan t. 

In either case-whether or not the Yo-Yo is involved-the Commission can then 
make a more thorough on-the-record finding as to market dominance in the in
Yestigation proceeding. If under the Yo-Yo provision a rate is suspended, the 
carrier of course retains the right to challenge that finding in the investigation 
proceeding. However, this never arose during the life of the Yo-Yo provision be
ea use no tariffs filed under the provision were ever suspended on market domi
nance grounds. 

It is important to reco~ize  that the DOT proposal to eliminate the market 
dominance test under the Yo-Yo provision is a fundamental change in ratemaking. 
Very simply it would allow the railroads to implement rate increases of seven 
percent per year without fear of suspension on traffic over which the railroarls 
have monopoly power or market dominance. It will not have an effect where the 
rails have no monopoly power or market dominance because the present stand
ards allow the rails freedom to change rates in those instances. 

Thus, if t.his provision is approved we should fully expect that the railroads 
will increase rates for captive traffic, even in those situations-perhaps especially 
in those situations-where rail rates are already returning a handsome profit. It 
will give the rails the chance to enjoy excessive profit in many situations. As 
Appendix 3 to this statement demonstrates, there are some Commodities for 
which. even using railroad-supplied data, the revenue t.o variable cost ratio for 
the railroads exceeds 1600/0. In some cases this figure even exceeds 200 percent 
Y.hich means that even at present the profit may exceed 70 p€rcent on some 
·commodities. 

It should be pointed out, also, that consideration of market dominance does 
not impose an undue burden on the railroads at the suspension stage. Onr re\'iew 
of smpension cases considered since passage of the 4-R Act sho\\'s that the exist
ing law and our regulations impose a considerable practical burden on slJippers 
in that the latter mURt show not only that they would be harmed by a failure 
to suspend, but also that there is a likelihood that they will prevail on the merits 
of the proceeding. As noted earlier, this likelihood includes a likelihood that 
there is market dominance. Understandably, many .shippers do not even try to 
produce marl,et dominance evidence, and if they do it is often very general in 
nature.' 

It must be obvious why many railroads do not favor the market dominance 
provision of the Yo-Yo section. and why it has been asserted tbat consideration 
of market dominance inhibits its use. However, the statistics show that the only 
inhibition against use of the previous Yo-Yo provision was wbere there probably 
.shouldn't be any such increases anyway-where there is market dominance. 

Anotber point· is that the Yo-Yo increases as proposed by S. 3260 would be 
in addition to general increases, wbich are not included .within the no-suspend 
})rovisions of section 15(8). 

General increases continue to be used by the railroads as their principal 
method of meeting revenue needs, although the Commission bas advocated ~reater  

use of selective rate adjustments as Congress intended in the 4-R Act. I have 
attached a chart as Appendix 2 which shows the extent of general increases (ex
cepting commodit.v holrldowns) since the beginning of 1976---roughly t.he Ume the 
4-R Act was enacted. Such increases aggregate about 18 percent-about 7 per
cent per year for the two and one-half :o:ears elapsing since January 1!l76. If the 
railroads were permitted an across-the-board Yo-Yo increase of seven percent 
a year-withont reference to market dominance considerations-this could 
amount to increases of up to 14 percent a year which do not adeouatelv take 
inta account competitive factors. In a time when the cGuntry is searcbing- 'for an 
answer to the inflation dilemma and in an industry wbere portions of its busi
ness are subject to no effective competitiye restraints on pricing, such a remedy 
seems clearly inappropriate and probably inconsistent with overall national 
goals. 

It is true. as I noted earlier. that bot.h Congress and the Commission have 
been tryin~  to rednce t.he railroads' reliance on. g-eneral increases t.o produce 
revenues. The 4-R Act includes several ratemaking innoYations designed to en

'The extent of the burden on shippers Is graphically ll1ustrRted by the sh~rp  decline 
In sllsnensions since enactment of the 4-R Act and the Commission's market (]ominRnce
ro~ulation.  From 1970 to early 1975. 958 rail tari!!' changes were protested nnd 381 were 
""spondee; (3!).8 percent). During the period from October 1, 1976 (the effective date of 
the market domin:lnce regUlations) to Aoril 28. 1978, 455 rail rate adjustments were 
protested, but only 25 were suspended (5.4 percent). 
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hance the use of more selective types of increases-inC:' ,ng, for example, peal,-, 
period, demand-sensitive, and high capital-investment pricing provisions. Ro,,'
ever, reduced reliance on geueral increases should not lead to a conclusion that 
S. 3260 would be more acceptable under those conditions. 'We would still be faced 
with substantial increases without possjbility of suspension on noncompetitil'e 
traffic where-as I have already indicated-profits are very high. 

Accordingly, we'support the extension of the Yo-Yo provision, but only with 
the'market dominance prOVision included. In the alternative, should it be decided 
to re-enact the Yo-Yo without a market dominance provision, we recommend that 
consideration be given to inclusion of language making it clear that general in
creases are to be taken into account in determining the aggregate of increases 
aV,a/Uable pursuant to the Yo-Yo. This would prevent excessive suspension-free 
increases on "captive" commodities. 

T.his concludes'my prepared statement. I will he glad to respond to any ques
tions you may ha've. 

ATTACHMENTS 

Vice Chairman Christian submitted the following separate expression: 

I am in full agreement with the first portion of the statement (dealing with 
current rail car shortages). With regard to the second portion (dealing with the 
YO.-Yo proposals), I 'belie\'e that the testimony fails adequately to address the 
fundamental issue which must be decided-Le., whether to continue the con
cept embodied in the 'I-R Act of eliminating rate regulation where the forces of 
market competition operate while continuing to regulate those areas where t.here 
is no effective competition, or instead to eliminate rail rate regUlation entirely 
within a specified zone. Adoption of the DOT Yo-Yo proposal would be a major 
shift to the second approach~ontraryto the basic thrust of the rate provisions 
of the "I-R Act. 

It is important to note that the Yo-Yo provision which was included in the 
4-R Act (which has now expired) was really something of an anomaly. The 
Yo:Yo approach was the one originally sought by the proponents of relaxed 
regulation, with the market dominance concept emerging during the cour,se of' 
congressional hearings. Although market dominance eventually became the 
centerpiece of the statute's rate provisions, the Yo-Yo concept was not entirely 
eliminted. Instead, Congress attempted to reconcile the two by providinl!: a Yo-Yo 
only for traffic which was not market dominant-although with this limitation 
the Yo-Yo really had little practical effect since as to non-market dominant traffic 
the Commission cannot hold rates to be unreasonably high in any event. 

The DOT bill appears to represent an attempt to revert back to the essential 
concept rejected 'by Congress in the 4-R Act-a concept of rail rate freedom' 
within a particular zone even with regard to monopoly and captive traffic. This 
is a fundamental change, and it is important that it be clearly articulated. I 
am concerned that this statement of the Commission may not have clearly ex
plained what the market dominance and rate zone alternatives involve for the 
carriers and the shipping public, for I believe that it is extremely important that 
these alternatives be evaluated before any conclusion as to the desirability of' 
the'DOT amendment is reached. In sum. I believe it should be emphasized that 
the pr0posal here does not merely involve a change in the terms of one statut0ry 
provision, but has serious policy implications for the future of rail rate regula-, 
tion in general. 

Commissioner Brown was absent and did not participa teo 

APPENDIX 1 

INFORMAL CoNFERENCE, BUREAU OF OPERATIONS. INTERSTATE COMMERCE� 
COMMISSION, 'YASHINGTON, D.C.� 

HIGHLIGHT STATEMENT-INFORMAL CONFERENCES� 

Preface 
At the direction of Chairman Daniel O'Neal, the Bureau of Operations con-, 

ducted a series of open informal conferences to explore the severe and persistent 
freight car shortages. The demand for freight cars of all types beyond the avail
able supply started in late 1977. It contiilued to accelerate in early 1978 and is 
expected to continue through·the balance of the year. 

The informal conferences were designed to attract a diverse audience so tha t 
the discussions would include valious points of view. The conferences were in
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formal in natu._ because we were seeking an open dialogue where any person 
,<,ould participate without concern that the comments formalized his/her position. 
As a substitute for a transcript, a Commission steuogl"apher made notes of each 
meeting. These notes will serve as an informal record of tlle general substance 
that was discussed in the meetings, which were held at Washington, D.C., on 
~Iarch  30 and 31,1978; at Des l\Ioines, Iowa, on April 3, 1978; at Omaha, Nebras
I,a, on Apri14, 1978; and at Salina, Kansas, on APli15, 1978. 

Objcctircs of informal conferences 
The objectives of the informal conferences were twofold; first, what additional 

short ranged actions could be taken to alle,iate the rail car shortages and second, 
an analysis of the information obtained for the purpose of making Bureau recom
mendations to resolve freight car shortages in the long term. 

As a result of the informal conferences, .'leveral short-ranged actions were 
taken. They included the following: 

1. On April 5, 1978, General Temporary Order No. 12 was issned permitting 
truckers to apply to the COlllmission's field office for immediate emergency tem
porary authority to haul bad1;> needed fertilizer. 

2, ~ervice Order No. 1319 was issued on April 8, 1978, requiring that the rail
roads retUlT! Seaboard Coast Line jum!xl covered hopper cars to the owner be
-cause of an immediate need to load fertilizer for movement to the farm areas. 

3. The issuance of Service Order No. 1322 which required certain railroads to 
distribute a certain percentage of their covered hopper cars to country elevators. 

The information obtained at the informal conferences that have been held and 
those that will follow will be analyzed by the Bureau to determine what recom
menda tions should be made to the Commission for actions directed toward longer 
range solutions to the problems. 

lnforma,tion developed at informal conferences 
The informal conference discussions were directed toward a number of com

lnodity groups induding grain, fertilizer, scrap iron and steel, cotton, lumber, and 
paper. 'l'he most discussion involved shortages of cars for grain shipments. How
ever, the equipment shortages and unique shipping conditions of the other com
modity groups are recognized as requiring equal consideration for both short and 
long term solutions. 

Programs by ICG and AAR 
The various actions taken by the Commission were explained in the meetings 

including Service OI'der No. 1296 which authorizes The Atchison., Topeka and 
Santa Fe Railway Company to substitute two refrigerator cars for each boxcar 
ordered for cotton loading; Service Order No. 1304 which limits the number of 
jumbo cO\'ered hopper cars that cal~  be used In unit train service to 20 percent of 
ownership; Service Order No. 1305 Which authorizes the substitution of two 
refrigerator cars for each boxcar ordered on the Union Pacific Railroad; Service 
Order No. 1306 which requires the return of 50-ft. plain boxcars empty to the 
Chicago and North Western Transportation Company; Service Order No. 1309 
"'hich imposes 24-hour service levels on railroads for placement, removal, and 
movement of freight cars; and Service Order No. 1313 which authorizes the tend· 
ering of less than the number of cars required by tariff for multiple car ship· 
ments. The Commission's special efforts in the Northeast were described. These 
efforts involved 35 staff members working with carriers and shippers to expedite 
the movement of freight cars. The Association of American Railroads commented 
on their \-ariOlls efforts to improve freight car utilization, including Car Service 
Directive No. 435 which requires the return of covered hopper cars to the owning 
railroad and the dedication of its entire car service staff, consisting of appro:xi
mate1y 50 employees, to check on-the-ground delays of freight cars by railroads, 
shippers, and receivers. The Oommission's Exceptions to Mandatory Car Service 
Rules 1 and 2 which allowed railroads to load 50-ft. boxcars of certain other car
riers without regard to the destination were explained. The ARR also commented 
on Exclusion Orders that were issued for the cars of certain carriers in order to 
expedite the return of cars empty to the owning lines. 

Reasons offered for the f1'e'ight car shortages 
The discussions did not result in specifically pinpointing the exact causes for 

the j)l'esent. freight cal' shortages. However, there were a number of reasons of
fered which contribute to the present crisis. The reasons include: 
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1. The severe wi~ter  weather conditions includin", .J1izzards throughout the 
northern tier of the United States interrupted railroad operations and caused 
poor freight car utilization. 

2. Insufficient railroad locomotives to move the train/! in roadhaul service which 
contributed to poor car utilization. An adjunct of this cause was the prolonged 
coal strike in the East which required the use of western railroad locomotives to 
Illove coal longer distances to eastern destinations. 

3. Impact of a prolonged car builders strike which pre,ented at least 2,000 
covered hopper cars and other types of cars from being added to the fleet by this 
time. 

4. Poor maintenance of the railroads' car fleet. 
5. A general deterioration of railroad service contributing to poor freight car 

utiUzation through infenor train operatiOns. 
6. A cutback in operations by tb,e railroads on weekends and the Christmas/ 

New Year's holidilY periods. 
7. Deterioration and scrapping of freight equipment for cotton, scrap iron and 

steel, and other commodities to an insufficient level for handling the traffic tend
erM for transportation. 

8. The price of grain increased causing an immediate demand for rail cars to 
hflpdle the grain which was placed in storage last year because of low prices, 

9. The falling value of the American dollar provided foreign grain buyers an 
incentive to increase purchases. 

10. Pogsible inefficient use of jumbo covered hoppers in short line-haul or 
cross-town switch service. 

11. Insufficient purchase of railroad equipment needed by carriers to keep 
pace with the increasing grain production, thereby causing car shortages even 
though only marginal increased business activity occurred. 

12. Increased farm and country elevator storage facilities permitting larger 
grain hold-back capacity and increased volume for shipment as market conDitions 
change. 

13. Export grain prices of U.S. grain below that of other countries, coupled 
with foreign crop failures, resulting in an increased demaud for American grain. 

SU111IIna1'Y of comments by railroads 

, 
Spokesmen for the individual railroads that attended the meeting commented 

on the equipment acquisitions that their companies have made in the past several 
years and their plans for 1978. 'While specific equipment purchase statistics were 
not made available, several hundred locomotives are on order or being delivered 
along with several thousand coven:!d hopper cars and other types of equipment. It 
was pointed out that since 1972, 55,000 covered bopper cars have been added tG 
the fleet by the railroads and the car leasing industry. At the same time approxi
mately 80,000 40-ft. boxcars have beeil retired from service. On balance, however. 
the covered hoppers provided greater tonnage capacity than the boxcars remove{! 
from the fleet. One carner official commented that the 4G-ft. boxcar fleet is 
mostly old and as the cars become b~d  ordered they are retired because of the 
eX!'Jense that would be involved in extensive repairs. 

Comments by the railroad participants contended that the transportation 
system cannot be expected to handle grain without car shortages when the ship
pers hold grain off the market nntil favorable economic conditions trigger a sell
ing surge. The carriers ~enerally  expressed the view that the railroads cannot 
be, expecte{! to gear tbeir equipment purchases to the peak demands of grain 
shippers and then have those cars sit idle during slack periods. 

The railroad representatives said that the severe wint.er suhstantially ham
pered their operations. Locomotives downtime was a serious prohlem t.o many 
carriers. The eastern portion of the country was especially affected by winter 
storms causing rail cars to back up on many railroads. A spokesman for ConRail 
said the carrier was hit hard by the winter storms and because of a poor cash 
position, it was difficult to overcome the problem. Attempts were made to expedite 
cars including using the carrier's Sales staff. Efforts were also made to operate 
the repair shop to fun capacit.y. The weat.her in !\'ort.h Dakot~,  South Dflkota, 
ViT:vomin~.  Minnesota, and Illinois wa's described to be extremely severe with 
temj)('ratures falling- as low as 35° helow zero. The Burlington !\'orthern esti
mated the cost of snow removal in North Dakota alone to be in excess of three 
million dollars. 

As the winter conditions eased, the Midwestern carriers said that cars began 
to flow back from the East in increased numbers. 
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'1'he railroa(l;:i indicated that strik€s within the railroad car building industry 
resulted in fewer new cars being delivered on schedule. It was estimated that if 
J'nllman Standard had been in full production there would be an extra 2,000 
<,overed hoppers in the fleet by the time of tbe informal conferences. 

Ha'ilroads and shippers' 'lJi·ews concerning areas for improved utilizo·tion 
Beyond the adverse impact of such influences as poor weather conditions, 

powel' failure and shortages, and the delayed delivery of new equipment, the 
mill'oads suggested that there was a need for imprOVing freight car utilization 
h,\' shipper and receivers. For example, the carriers generally suggested that 
~hippers  have to load and unload cars faster; that some method should be devised 
10 eliminate jumbo covered hopper cars from being nsed in cross-town switch
ing; and that free time should be reduced in the application 'Of demurrage. In 
respect to grain, the carriers suggested that the free time allowed for the inspec
tion of grain should be eliminated. 

Shipper participants were generally of a different view. Expressions were of
f('red that the railroad industry as a whole is not geared to handle the upturn 
of traffic because: (I) t.he carriers have not purchased i;mfficient number of 
locomotives and freight cars; (2) the carriers have not J)rovided sufficient atten
tion to upgrading terminals and track; (3) the carriers have not provided ade
(Juat.e maintenance of the car fleet to reduce lJad or-d€r ratios; (4) the carriers 
have allowed freight car utilization to deteriorate to iln unaccept.able level; 
alld (5) there should be some curb on railroads investing in other ventures wher
('ver such practices ~re  occurring. 

'1'l1e shippers were strongly opposed to suggestions of reduced free time for 
loading and unloading cars. They suggested that delays to cars on siDings were 
Ihe result of carners failing to timely remove them from a shipper's place of 
Illlsiness for extended periods of time. A suggestion was offered that it would 
II(: hetter to have reverse demurrage to penalize carriers which fail to remove 
("Irs from sidings rather than to decrease free time and increase demurrage rates. 

SUMMARY OF COMMENTS DY COMMODITY GROUP PARTICIPANTS 
Gro.·;n 

The feeling that prevailed throughout the meetings by the participant.s inter
('sled in grain was that the demand for rail equi)J'IIlent to ship grain would con
Iinue unabated into calendar year 1979. The prospects of a car shortage over 
1hi~ extended period, coupled with the resulting revenne loss by shippers that 
a r(, unable to move the grain, was expressed as an extreme concern by the partici
pant.s. The fear was also expressed that the car shortage problem could grow 
,'\'('n worse in the long term. For example, it was pointed out that wheat produc
I ion has increased hv approximately 80 percent in the lJast fi,e years and that 
foreign purchase will continue to increase. It was pointed ont t.hat the t.ran>lpor
1.:lIion system must keep pace with the traffic demands if producers are to 11Uve 
fair marketing opportunities. 

Repeated comments were made of the discount.s and penalties that were as
s,,!>Sed by the ,buyers when shippers fail to meet the shipping deadlines in t.he 
pllrchase contracts. Buyers pointed out that the penalties did not reflect increased 
profit t.o them but. were used to defray higher prices paid to shippers who could 
(l1']i"er grain when the initial shipper defaulted. In effect, from br)th t.he ship
prr and buyer's p'rospect.i"e, the commercial problem was linked directly to the 
Illlll"ailability of freight cars. 

Grain is transported under trainload, multiple car. and single car rates. The 
participants in t.he meeting underst~ndably  were parochial in their views as 
10 how the freight cars should be divided among the various classes of shil}pC'rs. 
O]]e thing that all classes of shippers did agree on, howevei', was the frnstl'ati0n 
or not knowing when the railroads wonld fill car orders; "'here the.v stood on t.he 
lisl to get ca rs : and, whether everyone was sharin~  equall,\' the hardships of the 
,'a]' shortag-es. The shipper participants lo(lol,ed to the carriers in the discussion 
Ii' I'xplain the present railroad transportation problems. 

If II it /.1·ai,n, multi.ple car and single car s1vipments 
Thl'! informal conferences provided a forum for the ~hipI)el'S  of nnit t,'ai!lf; 

I11H1 fhe single car shippers to voice their vie"-s concerning rhedistribntion of 
""lIilnhlp freight cars h:v the railro:Jds. In this connertinn, the Inrel·st.are ('.-0111

"Inee Oommission's Service Order No. 1:304. issnNl Fehruarv 24. 1978. was a 
I J'(''111ently mentioned item. Sel'Yice Order !\'o. 1304 provides' that t.he carriers 
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use no more than twenty percent (20 percent) of their 0wnership of jumbo cov
ered hopper cars in unit train grain service. Unit trains are defined as requi,ring 
the use of twenty-five or more cars. Jum:lJ.o covered hoppers are described as those 
having a capacity of 4,000 cubic feet or more. ' 

The large shipper participants viewed the 20 percent figure as being too re
strictive agailis't \lnit train traffic. Generally, this group pointed ont that there 
is ,a tremendous amount of grain to move from storage befOre a new crop ii'; 
harvested tbis ~'ear  and that unit trains provide the most efficient means of mov
ing t,hat grail!. As of late ?llarch, 1975, it was estimated that tbere was 2l.h mil
lion tons of ship space in Texas ports waiting to be loaded. The comment was 
offered that Service Order No. 1304 interferes with efficient unit train opel"Ution 
by \'Ii vert.ing cars into the less efficient sin"gle car sen-ice. 

This they contended results in the transportation of a lower volume of grain 
and If'sS revenue to the railroads. One' spokesman said that his cOlllpany's fig
ures showed that in Hl77 unit trains lllo"ed 7,141 tonilliles per car per day, "'hile 
single cars moved 1,005 ton mill'S per car ller day. The per car per day carrier 
re-'enue was said, to be $7!}.72 versus $50.68 in favDr of the unit train. The pa,r
ticipants supporting the nnit t.rain as the principal mean" of moving grain com
IUllnted on their ill,estment in facilities to load grain in unit trains as well as 
purchasing and/or leasing their own rail cars. The curtailment of railroad owned 
cars to 20 percent by Service Order No. 1304 was viewed as being inequitable 
be'cause these shippers have equipped them"elves to move large volumes of grain 
on a continuing basis rather than during limit.ed periods of time. 

Shipperi'; of grain in other than unit t.rain lots think differently from both effi
ciency and equity st.andpointl>. This group donbted tbat. unit trains inlproved 
turnaround t.ime or facilitated higher carrier revenue wben you consider the 
time it t.akes to al>semble the cars; t.he priority attention such trains are given, 
rf'sulting in the delayed 1ll0"ement, of other cars; and. the special handling given 
the l1!lit. train :It. the nnlol1fling point. ill preference t.o ot.her cars. Disbanding the 
grain train program, one gronp spokesman said would release cars for eqnitable 
distrihution to all shippers and result in a smoother flow of grain to market. 
Ot.her small $llipper I'articipants suggested tlIat. unit trains be limited so tlIat. the 
conntry elevators could get a higher percentage of cars needed to reduce inven
t.ories. 

The financial crisis or adverse economic impact was stressed by'smaller ship
per attendees, including comments that the survival of the small country eleva
t.or was at stake. Examples that were offered involved country elevators being 
restricted by banks from malting further payments to farmers for grain until 
rail cars were snpplied and shipments tendered for transportation. 

The informal conferences were replete with comments of penalties tied di
rectly to the shortage of freight cars to move the grain. The financial procedures 
in the grain ma,rket were explained as including a per bushel penalty if an agreed 
sh~~ment  date is missed by the seller. The imposition of a penalty can vary over 

~	 a Wide range, but generally ranges from five to ten cents per bushel. The country 
~	 elevator representatives said that t.he penalties remove the profit from the sales. 

:Moreover, bot.h large and smaller shippers commented that funds are borrowed 
to,purchase inventories and when sllirlllents are not made, interest. charges con
tinue to run against the loans causing substantial financial losses. 

eM distribution. practices of carriers 
Large and small shippers expressed concern of not having sufficient caTS to 

move g-rain. At least one large shirper discussed 'being behind by fifteen trains 
as of late March, 1978, and some other comments were made t.hat. indicat.ed a 
slITpper lIas been waiting "ince last. Decem'ber for a unit of 100 cars. 

The frustration of not knowing when cars would be available was apparent 
in all cat.egories of shippers. Smaller shippers, however, repeatedly told of get
ting only a token number 'Of cars against the nnmber t.hat were ordered. It was 
these shippers wlIo were most inqnisith'e concel'lling the distribution practices 
of rail cars by carriers. 

The railrDads responded to numerous questions on car distribution and there 
was some variance by individual carriers. Generally. the can-iers said that. t.he 
oldest car orders are filled first. bal>ed on the capability of the elevator to load 
within an aJ'ea that ii'; reasonable to serve at a given time. For example, a car
rier hnving- a I>ta ten numher of empty cars ,~enerally  will distribute the cars in 
line with the local train service schedule at the particular time. It was explained 
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Ihat if there .e three local hranch lines, one branch line may henefit. by re
(,piving all the available cars one day with the second and third branch lines \)ene
/lting on subsequent. days. 

The Burlington Northern's representative explained that the BN classifies its 
plevat.ors as A t.hrough F. Elevators classified A ship more than 500 cars an
nually whereas those classified oF ship less than 100 cars per year. Elenltors 
rated B, C, D, and E ship more than 400, 300, 200, and 100 cars respectively per 
year, Certain shippers expressed concern that tlIey are locked into a classification 
flue t.o their orders not being filled uecanse of ear shortages. The Burlington 
:\"orthern cancels all car orders at t.he end of each week and reestablishes new 
oJ'ders in an effort to eliminat.e inflated orders. Other carriers have differen t 
indicat.ors which relate to shippers capacity to load and identify inflated car 
ol'ders but. t.he explanation on the BN's syst.em was the most sophisticat.ed. 

,Car distribution was generally described as not including any hard and fast 
rules because of the variables that. ent.er into operational circumstances. The 
carriers generally allude to their obligation as common carriers to accept car 
orders even though the requesting shipper previously used alt.ernate means of 
trnnsportation. While there are some car ordering and distribution principles fol
lowed by all railroads, each carrier has it.s own policies and procedures in this 
area. The variations in each carrier's policies and procedures complicate the task 
of determining equitable handling of orders aud distl'ibntion of cars by cOillparing 
one carrier wHh another. In short, there is no industrywide uniformity in car 
ordering and distribution 'Practices. 

Some ideas that the participants offered t.o improve rail sen'ice include t.he 
following: 

1. Maintenance of a seqnential list.ing of car orders so t.hat. inquiring shippers 
..an he advised where they stand on t.he list. 

2. Est.ablishment of an indust.ry wide car distribut.ion syst.em that limits or 
l'xcludes orders for cars from shippers who only ship hy rail during car st.orage 
periods. 

3. Exploration of the possibilit.y of providing addit.ional gat.hering t.rains, 
which would allow a number of shippers in close proximity to load a number of 
"ars supplied by a railroad and then ha ve t.hose cars aggregated int.o a solid t.rain 
for expedited movement to a common destination. Such explorat.ion would also 
lake into consideration any possible anti-trust. implications caused Uy shipper~ 

hinding together to market t.heir grain. 
4. Development by the Commission and Department of Transport.ation of mecha

nisms that. would forecast. emerging demands for rail equipment. Associated 
wit.h this suggestion was that. the Federal Railway Administration should espedite 
Joan applications by rail carriers for plant improvement. and that a joint. effort 
~hould  be made hy the Commission and the Depart.ment of Agriculture to stabilize 
;.rrain marl,eling practices so as to pre,ent erratic transportation cyclel>. 

5. Determination as to whether large shippers, ot.her than t.hose utilizing unit 
Irains dest.ined for the ports, can comply wit.h t.he t.ariff provisions covering 
Irainload shipments. If not, what is the impact on the single car shippers when 
('ars are used in such nnwarrant.ed service. 

G. Initiation of a competiti,'e export rat.e st.ructure for single car shipment.s from 
point.s in the Midwest to West Coast. ports. 

7. Consideration of: (1) nn tljJparent. need for common ownership of cO"ered 
hoppers similar to 'l'railer 'l'rain: (2) an increase in the mileage allowance hy 
railroads for private cars; (3) imposition of a scale of (seasonal) rates depending 
on the time of the year sllipments are made; and, (4) a means to discourage 
Ihe movement of grain during fertilizer shipping season. 

>'\. Installat.ion of additional invest.ment t.ax credit for t.he purchase of covered 
hoppers by railroads and private car lines. 

n. Consideration of a study of per diem levels that one railroad pays anotber 
for use of rail cars aimed at raising t.hose rat.es to a point t.hat. it would encourage 
rl\'htor carriers to purchase more cars. 

10. Anthorization of the use of federal funds to construct covered hoppers and 
I'ppair t.he existing fleet. 

n. Increased substitution of trnck for rail sen'ice from conutry elevat.ors to 
lerminals and terminals to domestic mills in order t.o conserve rail equipment. :for 
longer hauls. 

(It1HJ?' tYPC8 Of traffic 
The preceding explanation about car ordering ,pra(·tices and car building and 

ilwnership matters has across-the-boaI'(1 apillication fOr all commodity groupings. 
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FertH.;'zcr 
'::;'llokesmen for the fert.ilizer industry related an immediate critical need for 

covered hoppers in the Florida area for loading fertilizer. An explanation was 
gil,en that fert.ilizer had to be available to the farmers in the early spring. Part 
of the cause for t.he equipment shortage was that the Seaboard Coast Line Rail
road'::; covered hoppers were not being returned promptly to the carrier. The fer
tilizer industry believed an emergency Service Order was necessary to require 
other railroads t.o return the SCL's jnmbo covered hoppers. Service Order No. 
1319 was issued on April S, 1D78, rel]uiring the retnrn of the SCT,'s covered hoppers 
to t.hat line empty. In respect to substitute motor service, a General Temporary 
Ant.hority Order No. 12 was entered on April 5, 197-8, providing an expedited 
met.hod fQr truckers to obtain temporary authorit.y to transport fertilizer. 

Scrap iron and stee~  

Brief comments 'were offen'd on Commission actions in respect to t.he gondola 
cars including t.he: aut.horization of multiple car shipment.s to move with fewer 
than tariff required number of cars. Additionally, gondola cars were added to 
Sen:..ice Order No. 1309 requiring carriers to promptly place, remove, and forward 
the cars in transport.ation service. 

Spokesmen for the scrap iron and steel industry detailed the problems faced 
by t.he shippers. Thle problems included a decreasing number of gondola cars in 
the railroad ftpet. leading to very severe car shortages. It was also explained 
thnt.-the gondo-Ja fleet is old, which increases the had order ratio of the equipment. 
Comments were made that rough handling of cars occurs but that shippers are 
cautioned regularly against such abuse. It was pointed out that shippprs fre
quently must repair cars at their own expense bef()re loading can take place. 

Incentive Per Diem was viewed as possibly heing t.rue long run solution, although 
the railroads ex,pressed mixed reaction as to the merit. of incentive per diem 
on gondola cars. It wa~  explained that severe winter conditions bad the same 
ad"erse affect on gondola cars as all other types of equipment. 

Go/.t.on 
Cotton representatives commented tbat the industry has a record crop to trans

port in 1978, but the unavailability of boxcars is greatly hampering the move
ment. One spokesman said that the industry is geared t.o using 40·ft. boxcars from 
uoth operating practices anrl rat.e structure. He said that while they want 40-ft. 
boxcars, cotton shippers are willing to use refrigerator cars and otber types of 
equipment inclUding trUck substitution to the extent it is feasible: The cotton 
indnstry suggested that if tbe current trend of car shortages continue, it will be 
unable to market the 1978 crop. It asked that the Commission conduct a broad 
in,~st.igation into t.he car sbortage and rectify inefficiencies. 

A representlltive of the Illinois Central Gulf commented that the number of 
40·ft. hoxcars was rlecreasing: industr~'wide  because of the flexibility of the 50-ft. 
ears. Jt. was also pointed ant that a fairly substantial number of 40-ft. cars are in 
disrepair and there is little incentive to invest funds in a rebUilding program. 
MflIHla tory Car Service Rules 1 and 2, which require t.hat cars must move towarrl 
t.he owning line were di.~cussed.  Some partici'pants favored the relaxation of 
such rules as a means to improve 40·ft. car supply in certain cotton loading areas 
aner other participants saw it as a disadvantage in that it would retard the flow 
of cars back to their owners. 

Paller and ~umbcr  

Representat.ives of bot.h the paper and lumber industries offered comment1; on 
the acute shortages of plain boxcars beginning in early 1978. As to paper, it was 
pointed out that. the traffic moves at a steady flow without seasonal peaks. 

Con:clusion 
These infol'mal conferences bronght t.ogether the railroads, shippers, merchan

disen:. government ageneies. and any interested members of the public who 
wanterl to part.icipat.e in a discussion concerning railroad freight car shortages. 
Besides the sbort range actions already taken through Service Orders and longer 
range acti,ities that can be planned as a result of the valuabll~  information ob
tained in the sessions, t.here were other benefits. The conferences prodded a 
fornm for the participants to comment, question, and listen to the problems of 
others. The informal conferences served to open communications on a group par
ticip3ticn basis. This type of informat.ion leads to a grenter undlerstanding of the 
prohlelDs even if it. doesn't change the views of the individual participants. The 
Bureau anticipates using the informal conference concept in the future. 

APPENDIX 2� 

EHective Percentage
date Terrilorial application increase 

'Ex parte No.: 
318_ ._. __ . ._ Mar. 21,1976 All territories wilh major exceptions •• __ • __ • 7 .. 
330 (canceled inlerim increase in 318)_ Oct. 7, i976 Easl of Mississippi • •• •• _._ 7� 

West of Mississippi •••••••••• _ 25� 

336_ •.......... _ _ Jan. 7,1977 All territorie5- ••• _•••••• __ .••••• _•••••• _� 

343 ••... __ .• _.. . Nov. 30,1977 ... _do. ... • • __ •• _•••••••• 

349 _ .. '" _._ June 17, 1978 South. Southwest and Southeast. •••• _••• _� 
Wes~  Easl, and Easl-WesL ... _•••••• _� 

1 Interim increase. 
~ Maximum. 

APPENDIX 3� 
'COMMODITIES WITH REVENUE TO VARIABLE COST (WITH EMBEDDCD DEBT FOR COST OF CAPITAL) RATIOS 

EXCEEDING 160 PERCENT-DISTRiCT BREAKDOWN 

IBase period (year~Actuall 

Inlradistrict Interdi,trict 

Item Page CommOdity East South West East South West 

(1) (2) (3) (4) (5) (6) (I) (8) (9) 

I 4� 

3 14� 
4 22� 
5 28� 

2 8 

~\~~~~~::"i~p",~imii:i:;;,,,·;:~~{:::::: __ J~J:~:;,6 34� 
7 40 Fresh meat and packing products •• _. 164.6 .. _.. ._ ... _._ .. _.__________ 196.1 173.4� 

9 48� 
10 54� 
11 56 Sugar, refined, cane or beet._ .• __ .__ 165.6 .. ._.. __ ... . .____ 178.2� 

8 46 

~~o~~~~~~e~y~~~;~lt~~a_b~·~·S~.:.:~~~::::::::i~i: i:__ .. ~~~~ ~_:::::::::::: ::::::::--.- ;~~:.::::::::::
 

]2 60� 
13 74 ~~~d"~~~r~l~b~a;d~.0: ~s_'.' .'_'.~ ~~ ~:::: __ . ~::: ~.::::::::::::::::::::::::::::::'- -' iiK2-:::::::: ::� 
14 80 Newsprint paper. ••••• .___ 1SO.4 _.•.. 170.9 . ....• 202.3 201.7� 
]5 94� Industrial inorganic chemicals ... 203.5 200.3 193.5 ._____ 179.5 168.4 
16 96 Sodium alkalies __ ••• _•• _.. ._. 201.3 163.8 185.0 • .. .• .. __� 
17 98 Soda ash_ •••••••• . _._. ._ 162.5 240.5 178.8 ._. ... 183.6� 
18 100 Industrialgases •• _•. _••••• • __ • 287.8 200.7 209.0 ..•.. _.• _.•._.. _. 182.5� 
19 102 Induslrial organic chemicals ._... 225.3 203.8 __ . __ ... _. . 168.6 163.3� 
20 106 Agricultural chemicals including� 

ferlilizer ••••• _•••••••••• _. __ ••••• _. • ._ •• __ .___ 162.0 ._____ 161.1 164.9 
21 108 Plaslicmalerial_ ••••• __ •••• __ • __ ... 214.2 181.3 224.5 161.4 186.5 205.7� 
22 110 Rubber, natural rrsynthetic. ._ 200.4 166.9 155.9. .... __ 161.7 _� 
23 112 Detergent and olher cleaning producls. .. __ •__•••• • •• _" ._. __ .• ._ 164.8� 
24 116 Petroleum refinin~  products_________ 161.1 ._ .• _._. . • ._ 162.2� 
25 118� 
26 120� 
27� 122 ~~m~~J~~~:_~.~;~  ~~n(~~~~~I~~_~::::•••• ~~~~  ~  _:::: iii:§: :::::::::::::::::::::::::::::::::::::::: 
28 128 Reclaimed rubber_ •• •••• ••• ••••••••••. ••• _._ •••••• __ ••••• __ • 163.3 ._ .•.. ,�
29 132 CulleL __ .... __ •••• __ ..... ._.. 161. 3 169.1 222.2 2]2.9 208.7 197.0� 
30 136� 
31 138 ~~~~~~s~~i~d;~:era_t~:i.a~:::::::::::::::::::::•••• ilio'-z': ::::::::::::::::::::::::::::: m: ~
 

32� 1.0 Manufa'lured iron Or sleel. •••• 172.4 ._ .. _ _ 164.9 __ __ 179.4� 
33 142 Iron or steel pipe .... _•••• •• __ •••.• _••••• __ •• _. 191.0 __ __ .. _. 174.3� 
34 144 Primary copper products •••• •••• 175.8 207.3 \80.7 , __ ,,_,___ 196.4 179.1� 
35 146 Primary aluminum products. ••• • 182.8 \82.2 183.4 _ __ . ISO. 1 192.4� 
36 148 Aluminum basicshapes •••• •••• _...... _. 169.0 173.7. __ ]82.8 160.6� 
37 150 Farm machinary ..... _•••• •••• ••••••••••• __ • _•• _. ••• ••• __ ... _. __ •••• 168.8� 
38 152 Heavy machinery•• _•••••• ••••. 186.0 .... .. 208.1 167.0 165.4 216.1� 
39 154 Major household appliances ._ ••••••••• _.••••• ..... __ ._ •• . _•• • __ •• _ 167.8� 
40 156 ~lotor  passenger cars, assembled_ •• 184.7 __ _ __ ..•. 205.1� 
41 158 Motor vehicles, assembled, OfT pass� 

cars •• __ ••• _...... _•••• _. •••• ..... _•••••• __ •• _ 176.1 ._._._. __ ._. ....• 19\. 6� 
42 160 Molor vehicle parts. __ • ._ ••• __ ••••• _. 174.6 1!!O.8 __ ..•... __ 180.0 177.3� 
43 162 Iron or steel scrap _ ••••• _•••••• _•••• ••• __ •••• _.. 166.7 , __ ,_", __� 
44 166 Copper matte.. ••••• 191. 8 .. .72.7 __ _ 174.6 178.6� 
45 168 Lead rnalle... __ _._._ •• ._... 164.0 220.1 165.5 _"""_""" __ "_' 195.3� 
46 170 Zinc dross and residue_ ._. ._... 166.3 208.8 ... __ .•.. _ 167.6 182.6� 
47 172 Aluminum residue •• _•••••• __ •••• _. 175.4 227.5 171.6 __ 205.4 215.0� 
48 17~ Misc. nonferrous metals residue_._ _•••••• __ •••• ••• 214,5 167.4 202.3 230.6� 
49 176 Ashes ••• __ .. __ .... __ ... _........ 179.0 _. .••..._ __ ._ 185.7 189.1� 
50 178 Brass, bronze, copper or alloy scrap •• _••••• __ .••• •• 179.9 _.. __ ._ 188.] 164.4� 
51 180 Lead, zinc Or alloy scrap ••• •••••• 169.4 .... ._ ... __ .• _.. __ 197.9 190.5� 
52 182 Aluminum oralloyscra~•••••• - •••• _._ •• _•• _.. 166.9 177.0 __ .._. __ ._ 174.2 .. _..... __� 
53 192 Municipal garbage. _._ ••••• _. __ __ .. _.. _ _._ •••• __ ..__ • ._. __ ••••••••••• _ 170.7� 

http:�.._.�_.�
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[The following information was subsequently received for the 
record :] 

INTERSTATE COMMERCE COMMISSION, 
Washington, D.C., July 28, 19'18. 

Hon. RUSSELL B.' LpNG, 
ChMrnwn, Su.bcomrnittee on Surface Tral1sportation., Committee on Commerce, 

Scien.ce, and Transportation, U.S. Senate, TFashil1gfon, D.C. 
DEAR CHAIRMAN 'LONG: I am pleased to forward to you responses to the fi,e 

questions you sent to me on July 14, 1978. The questions and their appropriate l'e
SpO)lpeS were prepared in connection with the Surface Transportation Subcom
mittee's July 11th hearing on the Midwest rail situation and proposed re"ision 
of the bankruptcy: laVl·s. . 

Sincerely YOurs, 
A. DA::"IEL O'NEAL, 

Chairma'l1. 
Attachment. 

Q1I-estion 1. 'Where a railroad is in bankruptcy, and at the same time is a 
party to a coordination or consolidation agreement. will there not arise a head to 
heltd conflict between the hankruptcy conrt and the Interstate Commerce COIll
mission, if an abandonment is involved in tile agreement? 

Answer. As I testified on .July 11, 1978. the Interstate Commerce Commission 
support.s enact.ment of revised hankruptcy legislation which would leave au
thority over railroad abandonment.s with the Commission rather than vesting 
it in the banluuptcy court. Nevert.heless, I do not believe that the effectuation of 
a railroad coordination or consolidation agreement invol,ing a railroad in reo 
organization would necessarily giye rise to a "head-to-head conflict" between the 
court and the Commission. Even though we would prefer t.o have the authorit:> 
over bankruptcies remain in the Commission, I think I can say confident.!:> 
that tJle Commission would he prepared to work with a reorganization court in 
the interests of preserVing e."sential rail services and in promoting more efficient. 
rail operations if the revised Banluuptcy Act makes this necessary. 

In a typical coordination project, two railroads with roughly pa,raIlel trackage 
would agree that their traffic between certain points which they both serve would 
be routed over the line of one of them. that the line to he used would be upgraded. 
and that. tlle other line would pither be ahandoned or downgraded t.o branch line 
stat.us. In this instance, the Commission would be required to approve the COIl
8olidation project nndel' either Eect.ion 5 (2) or 5 (3) of the Interstate COlll
merce Act. In addition, approval would he needed if one of the two lines is to he 
completely abandoned. If it is simply to he downgraded and to receive a lighter 
traffic burden than the other line, no authorit~·  would he rE'gnired. If the roads, 
involved are solvent, or jf the one whose line is to he ahandoned is snhject. to 
the present bankruptcy law, it would be the Commission Which would he reo 
quired to give approval for the propo8ed abandonment.. If, howeyer. the railroad 
owning the line to be abandoned were in reorganizatjon and snbject to the hank
ruptcy laws as they are proposed to be revi~ed,  it would have to make the de
termination whet.her the line in qnestjon shonld he abandoned. I am confident. tllllt 
tlie Commission wonld be ahle and willin~  to work in harmony with the hank
rnptcy court in ref:olving a sitnation of this kind. Coordination ob,iously would 
be necessary, hut I believe that it. could he achie"ed. 

Of course, without. such coordination, I do envision ~ome  prohlems for the COlll
mission in acting on consolidation requests. For example, the banln-upt.cy conrt 
niight authorize an abandonment on the assumption that a consolidation a~ree
ment would he approved. The Commis."ion, on the other hand, in considering the 
llgreemE'nt might find that the line approved for abandonment by the court was 
superior in design, construction, and maintenance to the other lines subject to 
the agreement, as well as hest serving- the users of the lines. It wonld fll."or re
taining the line as part of t.he consolidation rather thlln ahandoning it. The Com
mission would he left in a position of either disapproving the consolidation al
together or approving olle inferior to that which it "'ould otherwise hllye 
approved. 

Q1I-('.8tion 2, I ha,e heen con~erned  for some time ahont the serions ca~h-tlow  

sit.ua tion Oll the Delaware and Hndson Railroad. It is no secret that without 
U~RA  financial assistance. the D&H may be the nation's next bankrupt carrier. 
What are your thoughts on the future of tbe D&H? What do you percei,e as 

possible measu. .he railroad and/or the Federal government might take to
strengthen the carrier'? 

Ans"·er. The Delaware and Hudson Railway has experienced several cash 
crises during the last year. One of these involved a debt to two insurance 
companies which matured ill April of this year. That situation was apparently 
resolved, after extended negotiations, when the insu rance companies agreed to 
accept approximately 200 uneucumbered D&H cars in lieu of payment, with the 
cars being leased back tv D&H ullder an ll-year agreement, This agreement, 
however, has not been consummat.ed. Additional funds were made available to the 
D&H through a refinancing by the Federal Railroad Administration of loco
motives whieh the D&H had acquired under a United States Railway Associa
t.ion loan agreement.. 

The D&H's financial situation has been made worse by the present Norfolk 
:lnd Western strike. 'We estimate that the strike will decrease the D&H's cash 
How by abont $250,000 per we'!k because of lost traffic. At this point, we cannot 
predict the outcome of the strike, and consequently, the total impact on the D&H, 

The possibility must he faced that the D&H may opt for bankrnptcy re
organization (its board voted not t.o file for reorganization at a meeting held 
.luly 27) or that it may eventually have to cease operations due to lack of cash. 
J 11 my opinion, bankrUPtcy would not have any immediate adverse effect upon 
rhe railroad's ability to continue to operate, and might even improve its cash 
posit.ion temporarily. Nor do I expect its cash position t.o become so weak that it 
"'ill have t.o suspend operations in the immediate future. 

The Interstate Commerce Commission has authority (and we believe the re
~ponsihility)  under section 1 (16) (b) of the Interstate Commerce Act to direct one 
Of mOre railroads to operate the essential services of a railroad which ceases 
operations. The ICC has prepared a preliminary COil tingeucy plan for directed 
service. This involved determining which D&H liues would he operated and assess
i ng the pros and cons of ,-arious potential operators, together with an estimate 
of the cost of the directeel senice over the 240-day period for which service can
be ordered. 

Other than the financial as.~istance  available through USRA, there are no direct 
actions which can be taken by the Federal government to strengthen the D&H 
at this time. Should it he forced into bankruptcy, funds would be available under 
the Emergency Rail Services Act, 45 USC 661 et seq., which is administered by 
I'lle Department of Transportation. About $50,000,000 in funding is now available 
nnder that act to aid railroads in reorganization. If Conrail would agree to 
postpone debt payments owed to Conrail by the D&H and revise its trackage 
rights agreement so as to reduce the D&H's payment to Conrail, the D&H's cash 
flow would be increased somewhat. However, it is unlikely that Conrail would 
Inke either of these actions without prompting by Congress. 

()Ilestion 3. Section 1171 of the Senate bill proposes t.hat the Trustee shall 
~lIlJlIlit  a reorganization plan to the court within 18 months or show cause wby 
~1H:11  a plan could not he devised. I would appreciate YOur comments on tbis 
p:Jl"licular time limit. My initial reaction was that the time period was too re
~ll'jctive;  for instance, it took the Missouri-Pacific more than 12 years to de
,'plop a successful plan of reorganizatiou. 

Ans"·er. Over the years much criticism has been leveled at the manner in which 
1':1 il organizations have been processed. Most of it has been directed to the length 
"I' time required to complete reorganization proceedings. One of the basic caul:'es 
of' Ihis delay problem has been the lack of an effecti,e deadline on the submis
"jllll of the plan. The most recent extreme example of dela.v at this stag~  of the 
jJl'(wecding is the reorganization of the Central Railroad Company of New 
.1'·fl"l'y. The reorganization petition was filed in 1967, and the railroad w'as 
1111 ilila tely reorganized in 1976 uuder the 3-R Act. No plan of reorganization was 
""1'1' filed by the debtor, the trustee or any other party under section 77. The 
,\li~solll'i-Pacitic  is another extreme case. The creditors and shareholders waited 
III,. I"'rIve years for a settlement. 

As we ha,e stressed in our testimony, the bankruptcy laws should not -be de
"trlll'd t.o preserve, at any cost, a given corporate entity. In a railroad reorgani
',Ii I illll, Ihe public interest must not be used as a tool to deprive the creditors of 
II",i ,. rights for an unreasonable length of time. 

1,'0\]' Ihose reasons, the Commission supports the imposition of strict time limits 
"I' 1Ill' sllhmission of a plan by the trustee or an explanation of why such a plan 
"flll,1l1 Ill' formUlated. Eighteen months appears to be a reaSOnable time limit. 
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Of course, section 1171 would permit the court to extend this time limit fOl
good cause shown. This would allow the court to make adjustments if truly war
ranted. Furtber, the explanation required of the trustee sbould provide a base for' 
an informed review of any decision by the court to grant an extension for the de
'Velopment of a plan. 

Unfortunately, the ease witb which extensions have been granted in the past 
has significantly reduced the pressure on trustees to confront difficult issues aris
ing in the reorganization and prolonged the process. Section 1174 of the bill 
which provides for the conversion of a railroad reorganization to a liquidation, if 
among other things the trustee fails to submit a plan within the required time 
Iler~9d  or if a plan has not been confirmed within fh~e  years, should help redu('~·  

the length of time required to complete railroad reorganizations. 
Question 4. Section 1168 of the Senate bill provides that "day-to-day" ex

penses of the railroad be given a prioritysta tus in the debt hierarchy. The most 
outstanding "day-to-day" expense that comes to mind is the per diem charges 
owed other rail carriers (per diem charges are fees rail carriers pay other 
railroads on a per day ba'sis for tbe use of their freight cars). If this particular 
provision were law when your railroad went into bankruptcy-what effect, if' 
any, would it have had on the reorganization process and the available cash 
reserves? (N.B. estimates for the Rock Island would be as high as $14 million, 
rig~t  off the top.) 

Answer. This question appears to bave been directed to specific rail carriers 
rather than the Commission. I can respond only in general terms, and in so doing 
I would refer you to my testimony on behalf of the Commission on July 11. 1978. 

I then testified that any restriction on payments ordered by the Commission 
on interline accounts would be likely to adversely affect tbe operations of both 
the debtor and the sol vent railroads with which it deals. Unsure of payment, 
the solvent railroads would divert traffic from the bankrupt carrier whene,er
possihle. This would further aggravate the debtor's problems by causing a re
duction in its interline revenue. 

I recognize. of course, that there may be a trade-off here. but overall I belie,e 
the debtor will be better off if it makes tbese payments and maintains sound 
relationships with the other railroads. 

Question 5. Section 1178 of the Senate Bankruptcy Reform Bill proposes that
the Bankruptcy Court shall have decisionmaking autbority in rail abandon
ment cases involving bankrupt carriers. What are your comments' on this sec-
tion? Are you sa tisfied that a court could adequately perform what has tradi
tionally heen such an administrative/relWlatory function? 

Answer. As I testified on July 11, 1978, the Commission believes that it shonld 
ha-ve the authority to pass ou rail aoandonments involving carriers in reorgani
zation. Section 1178 of S. 2266, as reported by the Judiciary Committee, wonld 
remove this authority from the Commission and vest it in the bankruptcy court. 
On the other hand, S. 2266, as originally introdnced, would have preserved the 
Corhmission's prerogatives under Section la of the Interstate Commerce Act, 
with certain modifications. The Commission has firmly supported the original 
bill-. I think it is a carefully thought out piece of legislation, and I commented on 
it at some length in my t.estimony before the Suhcommittee on Improvements 
in 'Judicial Machinery of the Senate Committee on the Judiciary on December I, 
1977. For your convenience, a copy of t.hat port.ion of my statement before the 
JUDiciary Committee dealing with the abandonment situation is attached to the 
aIlswer to this question. 

I helieve that section 1178 of S. 2266, as reported, is seriously deficient. E,en 
if Congress decides that the reorganization court should bave the final responsi
bili'ty to make determinations in the case of abandonOlents by railroads in re
org-anization, I think that the draft legislation needs to be revised because it 
lacks clarity.

Under subsection (b), if the trustee and the court determine that a particular 
raB line should be abandoned, the trustee must file an application for abandon-
ment with the Commission. The court may then fix a time within which the 
Commission shall report to it on the application. I think it advisahle that an 
application he filed with t.he Commission, whether or not the Commission is to 
have the final say in determining that application. The filing of the application 
triggers a number of steps which are designed to give the public ample notice of' 
the abandonment proposal. I believe that the hill should make it clear that. t.he 
application must be filed in conformity with the provisions of section la of the 

Interstate Commerce Act and the Commission's reg'ulatiow; implementing that 
:;ection. Thus the public will be assured of adequate notice and given the op
portunity to present its "iews to the decisionmaking body, whether it be the 
COlllmission or the court. Thus I think that subsection Ib) must include some 
provision to make it clear that the time limit imposed on the Commission by the 
court must he long enough to provide the opportunity for public notice as required 
hy the Interstate Commerce Act and the Commission's regulations. Actually, 
ns pointed out in my testimony in support of section 1179 of the earlier version 
of S. 2266, the Commission believes that the time limits which are now included 
in section la of the Interstate Commerce Act. nnd which required expedited 
procedures by the Commission, are tight enough to be maDe applica,ble to 
eases involving railroads in reorganization. 

Section 1179 of the earlier bill recognizes that situations may arise in which 
faster action is necessary because of serious cash drains on the debtor's f'ostate. 
11: provides fOI' emerg-ency treatment in such sitnations, but still provides an 
opportunity for public participation in the decision to abandon. 

In approaching the question of how to divide up the abandonment responsi
hiJit.y, I would suggest that the Subcommittee consider whether different treat
ment should be given to abandonment proposals made by the trustee during' the 
c:onrse of the reorganization proceedings, and those which are incorporated as 
part {)f the reorganization plan itself. Such a proceeding, as is well known, can 
drag out for many years, and the trustee in effect becomes the management of 
the debtor railroad. In the course of the reorganization proceedings. abandonment 
llpplications are likely to be filed which represent routine management decisions. 
There appears to be no reason why these should not lie handled in the same '\yay:I" abandonment.." proposed by solvent railroads. Normally, there is no more 
urgency involved in processing an ahand'onment of this kind when filed !Jy a 
railroad in reorganization than there is if the abandonment is one proposed by 
II solvent carrier. It appears that both the original version and the present legisla 
Lion anticipated this kind of abandonment. 

"There an abandonment is an integral part of the reorganization plan, the 
situation is different. The plan will have been submitted to the court and will 
have been given substantial publicity. The opportunity for the Commission llnd 
members of the public to make their views known on the reorganization plan 
(·xist.s. I suggest, therefore. that the SUhcommittee consider replacing section 
] 178 of the reported bill with section 1179 of the bill as introduced, but that it 
add langual!'e to section 1179 which makes it clear that its provisions do not 
arJPly to line abandonments which are proposed initially as part of an overall 
rllil reorgnnization plan. I would then also propose that section 1171, which pro
\'ides for the review by the Commission of certain aspects of the reorganization 
plan, he amended to provide that the Commission would also be responsible for 
r('viewing any line abandonment which is initially proposed as part of the plan. 
11 ttachment. 

Section 1179 of the bill covers the situation where abandonment of a railroad 
line or discontinuance of rail service is requested by a railroad in reorganization. 
.In general this section prf'oserves the Commission's prerogatives under the rail 
Ilhnndonment statute, section la(6) of the Interstate Commerce Act (49 U.S.C. 
];) (6) ), with certain modifications. We agree with this approach because the 
importance of rail service to the communities, shipPf'rs and passeng-ers Who rely 
lIflOn it is such that, even for a railroad in reorganization, services should not 
ordinarily be terminated except in accordance with the ahandonment provisions 
of the Interstate Commerce Act, Of course, the elimination of money-losing serv
jcocs may be an important, and even necessary, factor in turning a railroad in 
rrorganization back into a profitable enterprise. 

III general. section 1179 appears to be an improvement over existing law. It 
modifies the general financial assistance provisions of the ahandonment statute, 
llnd the Commission's ahandonment regulations (49 C.F.R. 1121.38-1121.46) to 
meet the distinct needs of carriers involved in hankruptcy proceeding-so For ex
'1Illple, the proposed bankruptcy legislation would require retroactive application 
or financial assistance to the day the abandonment would have become effective 
If the abandonment had not heen postponed. This feature, which is not applicat.le 
III ordinary abandonment proceedings, appears to be a sound accommodation in 
1hI' hankruptcy situation where the balance between the needs of the dehtor and 
, Ite needs of the public is somewhat different thlln in the situation where the 
(,~  rrier is solvent. 



28 ~\:l 

Section 1179(d) recognizes that there lllay be situatio..., in which a debtor's 
rail S('rvice simply cannot be cont.inued because the money is lacking to meet the 
payroll or to keep the track and trains in safe operating condition. It provides 
for the termination of service in such a case, but requires advance public notice 
and an opportunity for public hearing at which interested persons may submit 
alternative plans for preserving essential rail services. The Commission and 
other governmental entities are embraced within the term "interested persons." 
''I'e believe this is an essentially sound procedure and would note additionally 
that this subsection should be read in conjullction with section 1(16) (b) of the 
Int.erstate Commerce Act which authorizes the Commission to make other ar
rang-ements for continued rail service in situations, among others, where a rail
road' "has been ordered to discontinue service by a court." It appears that section 
1179(d) of the proposed legislation could be made to work in harmony witlt 
section 1(16) (b). :Another provision of the bill is carried over from present 
section 77, namely the requirement that the Commission illU'St make any needed 
valuation of the transportation property of the debtor. This provision, Which is 
included in section 1180 of the proposed legislation, is clearly in the public in
terest, and we support it. 

Senator LONG. Next we will call Mr. Les Holland, director of the 
rail division of the Iowa Department of Transportation. 

STATEMENT OF HON. JOHN C. CULVER" U.S. SENATOR FROM IOWA 

Senator CULVER. He is here, Mr. Chairman. I appreciate the oppor
tunity to accompany him and introduce him. 

Mr. Chairman, I am certainly pleased to be able to introduce my 
friend, Mr. Les Holland, tD the members of the Surface Transporta
tion Subcommittee. 

Les is director of the Io,ra Department of Transportation, rail
road division, which is recognized, I think, throughout the country for 
developing some very innovative approaohes for making the tr::mspor
tation of grain and other agricultural commodities by 'rail more 
efficient. 

The railroad division is currently, Mr. Chainuan, a.dministrating a 
State vented branch line assistance program which is norw upgraded in 
our State. I believe, something like more than 700 miles of track. 

And this program has been responsible for significant savings for 
Iowa farmers and shippers. I think it is unique in the country while at 
the 'same time helping to avoid the often catastrophic effects that 
branch line abandonment can have on small, rural communities as you 
know so well, sir. 

It is also working on a simulation model of grain car movement, 
which is designed to anticipate peak demands for hopper cars and box
cars, and try to help eliminate many of the flexibilities in the availabil
ity of this critical equipment to shippers. 

And finally, Mr. Chairman, Iowa and the rest of the Midwest, as 
you'very mU'ch appreciate, are facing the critical situation, again, with 
re.2"ard to grain cars. . 

. The experience of the Iowa Department of Transportation regard
ing causes of this shortage as well as its recommendations to alleviate 
this problem, I hope will be of interest to the Surface Transporta.tion 
Committee. 

W'e are proud of wIhat they have accDm])lished in our State. I want 
to thank yon, Mr. Chainnan, for letting-him testify today. 

Senator LONG. Thank you. Mr. Clark? 

STATEMEl )F RON. DICK CLARK, U.S. SENATOR FROM IOWA 

Senator CLARK; Just a word, l\1i'. Chainuan. I want to, also, join in 
introducing Mr. Holland. He is a former employee of a colleague of 
ours, Senator Harold Hughes, some time ago when he was Governor. 
.\.nd I think he knows a great deal about this subject. He has followed 
it perhaps more closely than anyone else in our State. 

r think he speaks with great authority as Senator Culver has said, 
Jowa is recognized throughout the country in the transportation 
world, generally, as haying one of the most progressive and profes
sional transportation departments in the Nation. 

I am sure that Mr. Holland will be able to shed significant light on 
;], very critical problem in our State. 

,Ve are second in corn prodnction and soybean prOduction. 'Ve have 
a. great interest, and we are pleased that you have asked him to testify. 

Senator LONG. Proceed. 

STATEMENT OF LES HOLLAND, DIRECTOR OF RAIL DIVISION, IOWA 
DEPARTMENT OF TRANSPORTATION 

Mr. HOLLAND. Thank you, Senators Culver and Clark. I appreciate 
Ihe introduction. 

~fr.  Chairman, first I would like to express appreciation on behalf of 
j he director of the Iowa Department of Transportation, Mr. Kassel, 
\yho planned to be here to testify himself, but he had a prior engage
ment with the UMTA officials. 

He asked me to appear on his behalf today to give his testimony. 
'With that introduction, I would like to point out that 15 percent 

01' the corn and soybeans are exported through New Orleans and vir
I ually all of that comes from Iowa. 

lYe in Iowa grow over 1 'billion bushels of corn and beans each year. 
;\ncl more Hum haH of last year's crop remains in storage today. 

As yon might have mentioned, the grain car shortage is of critical 
importance to us in Iowa. ",Ve have been working on this problem since 
i:l~t  January when the shortage first came into focus and became 
:,",nous. 

"'~e don't have any Jl1q,gical solutions or answers to offer, or else the 
pl'oblem v'lould have been solyed sometime ago. However, we have to 
~::lY  sometimes, we don't know of the answers tD problems, but we do 
h;l\,p some ide.as we- would like to share with yon toda:v. 

First, I would like to bring you up to date on the situation in Iowa 
:1<.; of June 29,1978. 

,y"e were about 6,000 cars short of which-most o,f which were jumbo 
I,nppercars that 11aul our grain. 

This represents a 20-percent improvement over a month ago. But we 
('xpect the improvement only tD be termporary. As of last Frid~y,  the 
\1 j Il'erence between the price being paid at the gulf for a bushel of corn 
:1I~(1  the price for September delivery at Chicago was only 13 cents .. 

With the basis th:>..t na.rrow, illfmy of our Iowa farmers are holding 
llil.'ir corn in n.nticipl1tion of better prices between now and the fall 
1i:lnC'st. 

::1-800-78--3 
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,Ve estimat.e as lit.tle as 5 to lOccnts per bush, lcrease in the ~:llif  

price for corn, given the volume of grain in storage, this facing most 
of oui:: farmers, could result in renewed demand for rail C3.rs. 

Our predict.ion is that the grain car shortage \yillcontinue at Cll1'l'C'llt 

levels or higher until opening of the rivers next spring. ' 
,Vith that optimistic introduction, I would now like to address the 

subject. of today's Hearing, S. 3260. 
Icl\'ig. DOT is not opposed to passage of this bill. It appe~  1'3 t.o be 

nee,decl. to: reinstate the legislative intent originally contained ill the, 
4.-R Act. . 

,Vet.hllve disc.ussed this proposed legislation with the ra,ilroads that 
operate in Iowa. They, of course, are in favor of it and tell us that if it 
were passed, we could expect moderate rate increases in the next year 
or so. 

It 'would not be realistic, 'however, to expect t.he revenue from those, 
rate increases to be applied to new car acquisition. 

:We are not particularly concerned about that since we do not belie\"(', 
car acquisition to be the best allswer to the car shortage. In order to·. 
explain our reasoning here, I would like to take a couple of minut('s to 
discuss the car I'>horta.ge itself and describe to you what we t'hink the 
shortage is and ,,,hat it is not. 

In our invest.igation, we have found the cal' shortage to be made up, 
of two, closely related, but separate problems. 

The first is the physical Shortage of grain cars and the second is the· 
controversy over alleged shipper discriminat.ion. 

The physical shortage of grain cars which we have faced in IO"'<"L 
since .Ta-nwtry can be attributed to four major causes. 

One, wiele' fluct.uations in car demand. Two, poor car utilization.. 
Three, weather. And four, disasters. 

I would like tD address the first two of these. 
Car shortages do not result from c,hanges in the supply of cal'S,. 

Rat.her, they occur when the demand for cars exceeds the available snp~.  

ply. In fa.et, it might be more a.ccurate to refer to the "car shol·tnge·' 
as a "demand excess." 

Since last December. we have been trying to market :2 years' worth, 
of Iowa grain within a shOlt period of time. 

As- a result, we have exceeded the eapacity of ()IIII' transportation. 
system. Remember that. the barge shortage has been just as pronounc~d'  

as the rai] cnr shortage. In roc€nt weeks. barge rat.es have rang-ed as 
high. as ~oo  percent. of tariff, as YOll probably know. 

It is simply not reasonable to argue large sums of money in new ('aI" 
acquisition. The fact is that the railroads arl?o bnying new cars now. 

There aTl? also sllbstant.ialnumbers of cars being built for le.asing'.. 
and promising programs are, underway at such railroads as Tlle Rock 
Island for car repair and rehabilitation. 

These incre·ases in the car sllpplyare n,1I t.hat. sllOuld be rxpected 
given tlw e.c.onomirs of grain transportation. It is not a good invest
ment. to build grain ral'l'> for ]wak clemand periods if those ears :Ire 
going to sit idle for 6 to 18 mont.hs when demand is low. 

For tllat. reason. we 11l1\'e been focnsin2: Ollr efforts not on encourag-. 
illg new car jJurchasrs. but. on finding ways to smooth out the wid('. 
f!lldtlations in rleman(l for grain cars. 

The mvv~  eOlIllnonly discussed approaoh to this is. peak period pric
ing, or seasonalratl?s. There is no reason why the raIlroads should not 
be more aggressive in attempting to implement, sens~mall'ate:".  . 

YVe believe that the railroads' fears that gram shIppers WIll sluft to 
other modes are Ulll'ealistic when YOU consirll'l' that many of those 
same shippers are today.completely unable to obtain railcars during 
shortages. 

The"!'ailroads should also be rel1lind~d  that the congressional intent 
behind t.he seasonal rates. provision of the 4-R. Act. was that rate in
creases dnring peak periods would be tied to rate decreases during 
off-seasons. 
. It is difficult to be very specific about potential means for improv
ing gra.in cal' utilization. In Iowa this spring, "-e had grain caTS take 
as lOll!! as 45 days to go to the gulf and retlll'n-a trip which should' 
be made in 15 days or less. 

At Iowa DOT, initial e:ffOlis are nnderway to determine what 
causes long turn-around times. 'Ye would like to know specifically 
where grain cars spend that 4;) days ancl what. could be done t.o 
shorten the t.rip.. . 

At this time. the only solid recommendation \\'(, can offer is that FRA 
take a more active aplwoach in spending its title V money. It is a 
long way to the gulf at 25 miles lwr hour and ma.inline upgradin o' 
is one area where some improvement in car ul'>e could be n.ellieyed 
fairly quickly. 

There may not 1.w llluch we CHn do to pren~nt  barl wl?ather or rlis
asters, but a real improveme.nt in our response to them is possible. 

This is the main thrust of our comments today, Senat.or. 
,Ve have. over recent. mont.hs. bec.omp. cOll\'{n'ced that t.he informa

tion which ICC relies upon in issuing: car 1'>l'n-icC' ordC'rs and in makino. 
other decisions is simply not adequate. b 

,Ve have also become convinced that ICC neecls to develop the 
ability to anticipate car service problems and take preventi'-e action 
rathei' than respond to problems after it's too latr. 

To aecomplish this goal. Iowa DOT has been ,,;orking with ICC on 
t.he development of a grain car simulation model which ,,-il] help us 
in this proposal. 

The pnrpose of this model is to provide ICC with the abilitv to one, 
forecast. car supply and demand; two, analyze impacts of new develop
ments in export markets, prices, or weather; three, estimate t.he im
pact of proposed car service orders before they are issued; and. four, 
monitO!· the impact of car service orders after they are issued to see 
if they are 'having th~  desired effect. 

This model is in preliminary stagl's only and is c.urrentlv beinO' 
re\;iewed by the .ICC, the Associabon of Am\rican Railroads, 'USDA: 
and the profeSSIOnal staff members from tlllS committee. .,'Te a,nticipate that actual development. of the simulation model it-
s('lf \"ill b(' done by a conl'>ultant experienced in thil'> field. . 

Before tllnt contract can be written. however. a source of fnndinO' 
nrrds to be identifled nnd somr c.ommitnH'llt llrpds to be obtained frOl~  

tIl(' !C9 tha~  tl.le model will actual}y be used once it is developed. 
We fl?el tIm; IS the most appropnatf' approach to this problem. and 

we would like to ask tlJis committee's assistance in urging the ICC to 
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participate in the model's development and to att ,It to employ the 
model in its decisionmaking processes. , 

As I mentioned earlier, the grain car shortage is, in fact, made up 
of two separate, but related, problems. I would now like totunl to the 
second of these which is the controversy o"er alleged shipper 
discrimination.' 

Section 1 of title 49 of the U.S. Code obligates common carriers by 
rail to adopt just and reasonable practices with respect to distribu
tion of grain cars among shippers.

DUlling times when there are more. grain cars than needed to fill 
orders, the just ,and reasonable requirement is not, in general, a 
subject of contention. ' 

But the existence of a grain car shortage creates an atmosphere in 
which distribution of scarce equipment becomes a matter of great 
importance to those who must rely on the railroads to ship grain to 
market. 

l\1ost railroads do not have a policy or formal system for the 
distribution of grain cars among shippers.

However, the extent to which cars are actually distributed accord
ing to these systems in timps of shortage is unknown. 

In any case, the shippers are not informed of their ratings. Thus, 
most shippel's do not know on what basis their carrier is distributing 
cars-if, in fact, any consistent, nondiscriminatory basis exists. 

It is the responsibility of the ICC to insure fair and equitable dis
tribution of railroad-owned grain cars. 

However, the car service issues which arise in times of grain car 
shortage cannot be adequately handled by the Commission through 
exercise of its emergency powers. 

The fact is that car service orders combine some of the worst 
features of Government regulation. 

Car service orders are too inflexible to allow carriers and shippers 
to devise their own best approaches to shortage-related programs, 
yet they are short-term rules designed for the specific problems im
mediately at hand and create an uncertain environment for industry 
decisionmaking.,. Coupled with this, car service orders are often not issued until long 

III after an emergency situation exists. 
The Commission should define through it's rulemaking authority, 

the phrase "just and reasonable practices with respect to car service." 
For this reason, the Iowa DOT will, later this summer, petition the 

ICC under rule 44 of its Rules of Practice, to institute rulemaking 
proceedings for the purpose of issuing a car service rule. 

As I pointed out earlier, the impact of the ICC's various car service 
orclPTs on the car shortage problem is not generally known. Neither 
the ICC nor anyone else has the technology or ability today to analyze 
thn.t. 

\','6 do feel that the system which is being used at the ICC todav is 
oprl'ated. in ~ood  faith and sincerity, and functions as well as any 
systt>nl 11ke that ever could. However, the grain car shortage is an in
el'ec1ibly complicated problem, and we feel that the cnl" way the ICC 
"iD ('vel' be able to adequately deal with it is through tlle de,relopment 
and implementation of a simubtion model such aCs that proposed by 
the. Iowa DOT. 
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IVe do not at this time have any legislation to propose which we 
feel would either improve car utilization or ease the car shortage. 

lYe do, however, believe that adoption of Iowa DOT's proposed rule 
by the ICC would have an important impact on the grain car shortage 
as viewed by the Nation's grain shippers. 

liVe feel that the use of seasonal rates, if implementoo properly, 
could be effective in smoothing out some of the peaks and valleys in the 
demand for grain cars. 

liVe feel the railroads have been unnecessarily reluctant to try sea
sond rates because of their concern that grain shippers will shift to 
other modes of transportation. liVe also believe that seasonal rates will 
work only if they include both increases during peak seasons, and de
creases eluring off-seasons. ' 

Finallv, we are not certain at this time whether the common owner
ship concept which is used in Trailer Train and Railbox could be ap
plied effectively to covered hopper cars. 

IVe believe there could be some improvement in (;!J,r utilization as a 
result of some pooling effort like this. However, on most covered hop
per ear movements there will be little that can be done to eliminate 
the empty back haul. 

lYe would also like to point out that the shipper discrimination 
questions which could rpsult from the assignment of cars by a central 
pooling authority could be quite complicated and difficult to deal with. 

For these reasons, we ca.nnot at this time support the combined 
ownership concept as a solution to the grain car shOl'tage. 

This concludes my prepared testimony. ]':fay I answer any ques
tions? 

[The information referred to follows:] 

DRAFT 

IOWA DEPARTMENT OF TRANSPORTATION 

PROPOSED RULE 
Di.8tri./mHon of grain cars 

(a) It is the intent of the Commission to encourage the efficient Utilization 
and jl1st and reasonable al1ocation of grain cars USE'd in the movement of grain 
and grain products. When used in this section, unless the context other~ise  

requires: 
I, The tE'rm "grain" means any unprocessed, raw, whole grain, induding hut 

nnt limited to barley, bucl",'heat, corn, oats, rice, rye, sorghum, soybeans, and 
wheat, 

2. The term "grain products" means any non-liquid, processed product 'of raw, 
whole grain as defined in this section, 

3, TIle term "unit grain train" means a multiple-car shipment of grain or grain 
products s11IJject 10 a single tariff requiring twenty (20) or more grain cars, orga
nized and operated as a unit from a single origin point to a single destina tion 
point and pursuant to one bill of lading. 

4. The term "grain car" meaD'S any railroad car user] for the transportation of 
grain or grain products, including but not limited to a covered hopper car or 
boxcar, 

5. The term "f;horl'age of grain cars" means when the supply of cars anlil.'1blp 
for the transpoTtation 'Of grain is less than the grain car requirement of sJlip
pers of g'rain, The existence of a shortage of grain cars shall be determil1<:'d by 
each carrier with respect to its own operations. or by the Commission. 

(b) It shall be the dnty of every carrier by railroad to furnish adequfl (:p ('111' 

service and to make jU1'3t and reasonable distribution of cars for the transporfll' 
tion of grain or grain products on behalf of shippers or receivers served by 1 Ii" 
carrier, whether located upon the carrier's line or lines, or customarily <lep"II(J. ',1/ 
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upon the carrier for grnin c'ar i"uppl.v. During any period of i"hortage of grain 
cars it shall be the lInt, of the carrier to maintain ancl apply jnst and reai"ona1Jle 
ratin~s, apprO"ed by tlie Commission, ai" to each grain or grain products shipper 
ancl to distribnte grain ('aI's prol10rtionately based upon such ratings. It shall he 
the further dnty of the can'ier to count ench .and ever.v grain car used hy a ship
per ngai1l8t that ~]jipper.  Graill cars supplied or owned hy shippers or receivers 
of g-rnill or grain proc1ucts i"hall not he considered a part of the carrier's grain 
car fleet or included in determining questions of distrihution or grain car count. 

(e) In applying the In'0"i8ions of this section, unit grain train service and non
nnit. g-rain train i"ervice shall he considered separate and distinct classes of sen'
ice,nml a distinction shall he made hetween these two classes of service and he
tween· Phe cars nsed ill each class of service,. iVhether or not ratings as to the 
grain and grain produds shippel-s or distri.bution of cars are just and reasonable 
shnJI lie'deteI'Jtlined "'ithin each i'1lch class and not hetween them. 

(d) In re,iewillg e-ach proposed ,ratings system the following procedures shall 
be followed: 

1. Each carrier by railroad subject to this section shall submit to the Com
mission its proposed system "'ithin 180 clays from the enactment of this section. 
Each ~arrier  shall attach to the proposed system an affidavit of notice certifying' 
that a cop.v of the prOl10se<I system and a notic.e of intent have beell se!lt to 1) the 
chief execntive officer of each State in which any part of the carrier's railroad 
operafion is located. 2) the director of the stat'e agency that is charg-ed "'ith the 
duty to supen'ise or regulate cn rriers by railroad for each state in which any part 
of the currier's railroad operation is located, and 3) all grain and ~ain  prooncts 
Ihippel's who hn ve made use of the carrier's line of railroad dnring the t,,'elyc 
months pr~eding  the submission. 

2. The notice of intent. referred to ahove, shall contain a hrief summary of the 
proposed system, and shall state the date on which t.he proposed system will he 
tiled with the Commission and the date on which any comments mnst be filed. 

3. 1~]1011 receipt of a carder's proposed ratings system and affidavit of notice. 
the Commission shall docket the same. Any shipper, State or interested part." 
wishing to file comments with the Commission concerning the proposed system 
shall do so no later than thirt~'  nays after the suhmission of the proposed ratine-s 
system with the Commission. A carrier may file and reIlly to a comment within 
twenty nays after filing of the 'comment with the Commission. Tllere shall be no 
fnrther pleallings filed with the Commission or hearings conducted, unless other
wise ordered by the Commission for good cause shown. 

4. The Commission slJaIl appro,'e or disapprove each proposed ratings system 
witlJin 1~0  days from its submission, and if any such action is not tal,en hy the 
Commission within 180 clays from the submission of the syst.em the systpm slll11l 
be flel'lI1ed approved. 

5. Provided the notice requirements set fOrth in subsections 0(1) and (2) are 
satisfiecl, a carrier ma~'  file with the Commission a revised rat"ings system at 
any time aft.er approval of the initial ratings s.vstem. lTpon the proper filing of 
the rl'vLsed ratings system the procedures and time limita tions set forth in sub
sections c](3) ann (4) shall apply. 

G. In the event t.he initial ratings system ii" clisapprove,f1 hy the Commission. 
the carrier proposing the ra tings system shall file a revised ra tings sYi"t.eru within 
()O da~'s fI'om the date of nisapprova!. The filing of the revised ratings system 
slw ll'he subject to t.he notice requirements in subsections d (1) ann (2). 

T. The Commission shall not. restrict the number or percentn.ge of I'rain cars 
allocated to nnit grain train or nonunit grain train sen-ice, and all service orners 
providing for such restrictions are hereby vacatel!. 

S~'na  tor LONG. Yon made. rderence t.o cn1'S taking 45 days to make a 
ronnd trip. when yon say t.hat t.hey conld make it in If) days or less. 

'\That is the' main reason: is that a rather typical situation. or is that. 
an ml1lsnal situation, the 45 days? 

Mr. HOLT,AKD. That. seems to be. more typical. part.icularly with the 
single-ear rate move.nwnts. The lmit. train faciliti('s haTe IwH.er tllrn
around time, and it. win fluctuate. It. win depend on "'hat railroad, 
wll('thpr or not there are· interchanges. 

Til onr experienee in Io,,-a shipping grain ears from om grain
'pro(ll1C'ing arpas dO\\'ll to thE' gulf and baek that has be.en generally
tl1P pxpel'ience. . 

~l'nator LONG. "'hat. would seem t.o be the reason for the ears takmg 
so lOll,Q' is t.hat they illst let him sit. down t.lwre for a long t.ime hoping 
to piel-;: up a backlullll, or something like t.hat? 

~rl'.  HOLLAND. This is one of the thjn~s,  as I stat.e.d in 0111' testimony, 
We would like to find ouL 'Ve wonld like to have more infoI1nation, 

\,Vp hear It lot of things from railroads, from shippers, and from 
otlwrs. But as you know, it is hard to get on a graincar and see what 
hannrns."ve (10 anticipate trying t.o find out where the delays are. 'Ve, do 
know that. in SOllW cases, when they interchange from one railroad to 
thC' ot.her, they win sit there for soinetimes a week, perhaps more. The 
condition of some of the lines are such that the.v cannot move fast. "Te 
understand down at the other end at the terminals on the coast, that 
the\' win somet.inws sit t.here for several days or a week before they 
arr unloaded. 

There are a combination of things that rl'.sult in the long tnrn
around time. 

Spnator LONG. That leads me, to wonder whether anybody is t.hinking 
about-in other words, I take it. t·hat that. is pa.rt of the burden of your 
stat('ml:'nt.. Somebody onght t.o he thinking about the fact that at. a 
certain time, of the year. there will be a lot of !!"rain moving down the 
l'oall into the gulf coast parts. And in a port like yours, there will be 
ahout !iO cars down there. 

Now it would be good if t.hey had somet.hinQ; to haul back and some
bo(l~'  might be. able to have a eheap baekhanl rate, maybe back liD to 
Iowa. Bnt. there is not gain!!" to be enough to keep those ears busv. A lot 
are ~'oing  to have to come hack empty, and jf they are going- to have to 
come hack empty, there is no point in ll'.aving them down there for a 
('ouplr of werks ,,-h<.>n yon need them on the other end. Yon want to 
grt them hack. 

~  [1'. HOLLAND. Correct. 
~l:'llator  LONG. So t.hat way, a ear can make three round trips. That 

is like h?.ving three cars instead of one car. 
~rl'.  HOLLAND. Correct. 
8enator LONG. You are saying. as I nnderst.and it. there is not right.. 

now thl:' ca.])abilitv anywhere to look at where all of the cars aTe and 
where the demand is. . 

?II!-. HOLLAXD. Th"t is coned. "Tp feel that the issning of the service 
orc1 er:=: , and even talking to the ICC about this Droblem-t.hey really 
clon't know what. the impa.ct is going to be when they issue t.hose orders 
ahead of time, and a.fter they are issued, they don't really have an 
effeC'ti n~ measuring device to determine what the impact was: 

It is kind of like shooting in t.he dark. 
That is the reason tht we feel t.hat the r1ev<.>loDment of il simuln

tinn model, whie11 may not, be 100 nercent a]] the time. ',onkl at. 1enst 
lw n mort> eff'"diw tool in takinn: into aceonnt all of the thinp:s t.hat. 
can"e and Jead no to a car shortaQ·e. ' 

'\-r nrr. hopefnl nn(1 ontimistie that. somethilw ean "ark out that 
"'ill he a more helpful tool to offset a shortag'e before it is npon ns. 
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Senator LONG. Wily would you assume that-let's put it this way: 
,Vhy has not such a computer model been established already to try 
to get this information and utilize it? ' 

1'.1r; HOLLAND. Mr. Chairman, we 'have talked to a lot of people and 
have tried to find out what has been done in this area in the past. 

I do know that the ICC has looked at various types of models and 
have found them not to be acceptable or workable. 

I can't say why they discard them for sure, except that they feel 
apparently there are too many hol~  in them and that they would not 
be accurate enough to be a useful tool. ' 

,,\Ve think what we are proposing has some merit. vVe are trying to 
put it to the real test and go to the experts in the Government, tlw 
USDA, other States, a lot of people who are taking a look at it to see 
what they think about it. 'Ve are not sure it will work either, yet. but 
we would like to see it work and we would like to see it pursued 1.Je
cause through the years we have been doing this same thing. Tllf'. 
peaks and valleys keep going, and every time there is a shortage, we 
run in and say we have to do something about it. 

We would like to develop something that would help us offset that, 
some type of forecasting model. 'Ve think that is the way we ought to 
go and look in the future. 

Senator LoNG. If you have the forecasting model, what you ought 
to be doing is putting your cars v,rhere the highest priority need i", 

;M:r. HOLLAND. That would be one way of doing it, plus the fact it 
would-the model would help the ICC determine where it is, and it 
they need to issue some service orders to get cars mm"ed to that areH, 
they could do it ahead instead of after-the-fact. 

Senator LONG. Thank you very much for a very thoughtful state
ment. 

Senator Clark? 
Senator CLARK. I have no questions. I appreciate having the op

portunity to sit in. 
Mr. HOLLAND. Thank you for the opportunity, Senator. 
Senator LONG. Thank you for your statement. 
Now we will hear from Ronald Schrader, special assistant for trans

portation to the Secretary of Agriculture. 
," 

S'rATEMENT OF RONALD F. SCHRADER, SPECIAL ASSISTANT FOR 
TRANSPORTATION TO THE SECRETARY, DEPARTl\lE!lTT OF AGRl

'CULTURE; ACCOMPANIED BY JAMES LAUTH; AND CHARLES 
PEARSON 

'Mr. SCHRADER. I am Ronald F. Schrader, special assistRnt to thr. 
Secretary. On my right is Jim Lauth. On my left, Charley Pe~]'son.  

I don't think there is a need to spend a lot of time talking on the iEl

portanee of transportation to agriculture, vYe have out.Jined that jJl 
the first pages of our testimony. It is sufficient to say that because of 
that interest, along with the severe railcar shortages that existE'd late 
last year, Secretary Bergland has ordered the full resources of USDA 
to help the gra.in, cotton, and fertilizer shippers obtain the needed 
cars and t.o help t.he ICC in locating those cars. 

'We attempted in three separate areas to be of some help and as
sistance to the shippers and to the ICC. 
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'Ye institt- ~J  a hot line, requesting that shippers, elevator opera
I OJ'S, and so on, call USDA, let us know what the major problems were, 
particularly where grain was on ground and so forth. 

'Ve tried to identify with the hot line calls, the areas, the States, 
I he commodities that were of most concern, and also the railroads that 
\lere ~iving  the shippers the greatest deal of difficulty, and then to 
Pl'ovicle the ICC with the information that we obtained so that they 
,'ollId better carry out their statutory responsibilities. 

lYe attempted also to pull together the statistical information that 
I~ SDA has at its disposal, such as expert reports, the estimated fe1'
I iIizer demand, crop reports, and so on, and try to help ICC interpret 
III nt data so that they could better make judg-ments. 

I don't think that we were of much help in that regard, simply 
1,('('Ruse there wasn't a sufficient data base with which they could use to 
ill ferpret information. 

lYe have attempted and are currently in the process of gathering 
11101'8 data to help ICC to interpret and predict. 

Exhibit A of my testimony list those items to which I am referring. 
Basically, what we are trying to do is go back about 7 to 10 years 

i II determine a month-by-month estimation of the car shortages, the 
,'''port sales, the barge loadings, railcar loadings, the prices by com
Illodities, the storage capacity that is being used, and finally, how 
IIlllch grain is under loan. With this information we will try to cor
J'l',late those figures with the railcar shortage problem so that we can 
J'stimate and project, at least on the short-term basis where those cars 
wilJ be needed, in what areas, and by what commodities. 

'Ve have fed this information into computers and are currently in 
Lhe process of trying to make a determination if it can be of any help to 
I hf United States. 

Also on exhibit A, you will see the car shortages since 1970, please 
Ilole that the previo1ls high was in 1973 with an estimated 15,000 cars 
,~l)Ort  per day. In 1978 the shortage has surpassed those figures. 

The interesting pa.rt is that it occurred during nonharvest months. 
F:ll'ly this year, for example, in April, we had a record of 36,000 cars 
;.hort on a daily average. 

lYe are of the opinion that that shortage will continue throughout 
III is year and into next year. 

Chairman O'Neal of the ICC mentioned some of the reasons for that 
"'!Iortage. We would like to outline some additional reasons. The se
\','I'e weather was the initial part of the problem. Cars were stranded 
i1]] over the Northeast and Midwest. Locomotive power was another 
problem because they had to cut those train units in half that couldn't 
,~"f'i,  through the snow banks. 

Therefore, we had to use double the locomotive power for the 
:-;n me number of cars. 

In addition to that, the 100comotives were shorted out as well as 
i he generators because of the snow underneath. That put additional 
power out of use. 

On top of that, we have a figure of about 10 to 15 percent of bad 
(,nler cars today, cars that are in need of repair and are on the side 
J':,illngs. 

The normal filplre is about 3 to 5 percent, so we are triple the nor
111 il I figure of bad order cars. Add to that the 8% months-



38 39 

Senator LONG. Ju.st a moment, please. 
[Pause.] 
Mr. SCHR.<\DER. I was about to say that you a:dd to those problems an 

81!z-month strike of the Nation's largest car manufacturing concerns, 
and then probably most importantly of all, the poor maintenance of 
track. In the 'Midwest, where the granger railroads a,re the major 
grain h.aulers, tlley llave 25,000 Hilles of track under slow orders, 
forcing them to move anywhere from 15 down to 5 miles an hour. 

Plus with the 2 years supply of grain, you 'have some of the reasons 
for the problem. There are more problems obviously. 

lilt my testimony, there is a ta:ble showing the number of cars t.hat 
have been retired over the past 7 years-in particlllar, the narrow door 
boxcar,40 foot 11anow door boxcar. 

The totals have dropped from a figure of about 190,000 down to this 
year's total of 86,000, an overall 50-perc.ent decrease, which means 
ltbout200 million bushels, carrying capacity. ' ' 

Now, we have had an increase of only 24,000 covere<1 hopper cars, 
which means approximately 81 milliQn bushels. So we have a net de
crease of 120 million bushels of carrying capacity. ",Ve have a seriolls 
problem. In response to several of the qllestions that yon asked abollt 
ICC, and their car service orders, we believe that the ICC has been 
doing a reasonable job under impossible conditions. 

Their se.rvice orders, as Mr. O'Neal said, ca,nnot increase, the total 
supply of cars. All it can do is reaJJocat.e for improved utilizaJ,ion. 
They have mane some mistakes, but I think they have tried. 

One exam,ple would be service order 1322, where they tried to re
allocate a greater percentage of their covered hopper cars to grain 
service. 

Bllt it aggrevated a shortage in the fertilizer and cotton a,re,as, unl1 so 
on. And they were quick to amend and finally cancel that order in re
sponse to the hue and ontery that came from those shippers. 

",Ye find no great fault with the ICC. V,Te do believe that they have 
tried. 

lYe also, by the way, asked the ICC to nse the IPD fnnc1s incentin' 
per diem,3Jld release them for car ma.intenance. That is under con
sideration by the ICC; V,Te note the ICC has levied fines on railroads for 
not implementing service orders. ",Ve would hope that that wonld not 
be necessary, but if it is, maybe this committee would consider <>al'
marking those moneys for maintenance, rehabilitation of track and 
so'on. 

Finally, you asked us for some le!pslative direction. Unfortl1lIaot('.I~'.  

we currently do not have that direction. Our Department has 14 
agencies responsibl(', for transporation. Frankly,we have bee,n a bit dis
organized. Not that we don't have the expertise and the knowledge. 
",Ve do. But we havE', researchers in one area, educationgrollps in 
another, regulatory and service agencies in other a.reas, and we ha Ye. 

not had enough coordinatiO'll. ",Ve are lil0ving now to correct that 
problem, and hopefully in the near future we will be able to give you 
some le.r!,"islati,-e direction; not only you but the, DOT whieh ,is re
sponsible for the policy, tr,ansportatioll policy of this administration. 

Finally, Senator Anner:"ol1 has request{'cl of the PresidE'nt the, ap
pointing of a nat.ional transpoltation task force, particularly on rural 

transportation problems. ",'Te ",-auld hope that if, in fact, that is a 
possibility, that the USDA would be an integral part of that task 
force. 

And fulally, of S. 3260, USDA would have no objection to the 5
year extension of the no suspend provision of section 15-8 of the 
Interstate Conullerce Act, provided that them,arket dominant restric
tion relnains in effect. 

I should add that this view is at variance with the administration's 
position. 

Thank you. 
Senator LONG. Mr. Sehrader, what can be done to stabilize priees 

in order to prevent a radi~al cycle of increased car demand? 
Mr. SCH;RADER. I am not sure, Senator. It is controlled by the world 

mftrket and many other factors, and I am not certain. 
Senator LONG. Thank you very much. 
Mr. SCHRADER. Thank vou. 
[The statement follows:] 

STATEMENT OF RONALD� ]<'. !3CHRADEH, SPECIAL ASSISTAKT TO THE SECRe:TARY, 
DEPAHTMEJ'\'l' OF AGIlICL"LTURE 

Mr. Chairman and memhers of the committee, I am pleased to be here today 
to present the 'Views of the Department of Agriculture on S. 3260, the Adminis
tration's I.>ln to modify :lnd ext.end t.he seven percent "no suspend" zone pro'Vided 
for in Section 15(8) of the Interstate Commerce Act, :lud 011 railcar shortages and 
related topics. 

'fFlE IMPOIlTA"CE OF TRANSPOHTATION TO AGRICULTURE 

The trnnsportation system is particularly important to agriculture because of 
the perishability of many foods. Fresh fruits and vegetables and meat cannot be 
stored a,vaiting transport service, thus, a Tesponsive transportation system is 
essen tial. 

Agriculture is a large user of transportation: 
Marketing about 425 million tons of farm commodities pel' year-equivalent of 

al>out 7 million rail carloads. and 
Purchasing more than ]00 millions tons of farm supplies. 
Transportation is the third largest component ,of the agricultural marketing 

hill, ranking behind lahor and packaging. In 1977, it exceeded $10 !Jillion, S per
cen t. of the marketing bill. 

Rail and truck rates have increased suhstantially <luring recent years. Dnr
ing the last 10 years, a rail freigllt rate of ~],OO  per hnndred has risen to ~2,55. 
.lust,a few years ago, fresh produce 'I\·as moyed by truck from California to New 
York for $1,400 to $1.600 a load. Tod:lY these loads range from $2.400 to $3.000. 

The cash price of $3.20� per hushel, for wheat a t Minneapolis returns to the 
fnrmer in '''illiston, North Dakota, only $2.56 after 64 cents of rail freight is 
(lerJucted. 

'Inadequate or inefficient transportation adds costs, Grain car short'lg-es result 
in reduced grain prices at c'ountry points, aud nnuecessary scarcities of grain at 
l'ec:eiving points. Shf)rtage~  of transport to haul perishables can result in actual 
]o<;s of a portion of the crop. 

Our appropriate concem today is "·hether. with increasing- exports and domes
I ic consumption, the U.S. transportation system will meet the fnture needs of 
:Igriculture adequately and efficiently, 

THE CAR SHORT,\GE PROBLEM 

The attached E'xhihit ,\. showl' monthl,· a,E'rages of the reportec1 daily shortages 
of ('oyerec1 hopper ears fo]' each year since ]970. 

~horta!!"e"  of these cars 1'0 1l100-P grain haYp heen with liS in each of ('!lose ,'ears, 
IIJlhough in var,·ing amounts aml at clifferent times of the ,·e:lr. 
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lIn 1970, there was a continuous shortage thr<>ugllOut til- ~ar  with the highest 
monthly average reaching 4949 cars during February, while in 1971, there was 
a surplus"of carS during much· of· the ·year, .particularly during.the.. harv.est 
months. Car surpluses were the rule in 1972, until sustained exports, particularly 
to the Soviet Union, began moving in larg~  amounts late in the year. For 17 
months, from December 1972, to April 1974, there was a critical shortage of 
cars to move grain, reaching a record of 15,992 cars during March 1973. The 
balance of 1974 and 1975, were more normal years with minor shortages during 
the fan llarvests. The year 1976 showed relatively minor sllortages during the 
SUDlmer and talI harvests while 1977 began with substantial shortages during 
February and March., improved with insignificant shortages during the summer 
halTeSt, lJut got worse quickly in November and December as prices began rising 
and exports increased. The shortages during the first 5 montlls of this year, all 
nou-harvest months: dramatically shows the extent of the current cal' shortage 
problem. The montllly average of shortages reached 35,807 cars in April-more 
than twice the previous record high. The reported shortage declined some for 
May, down to 29,985, b11t stilI nearly double the record high. 

,"e see no lessening of the demand for railcars for at least the 'rest of the 
year. Wheat stocks on June 1 totaled 1,174 million bushels, the largest on this date 
since 1963, and six percent more than a year ago. June 1 feed grain stocks totaled 
87A million metric tons, a fourth more than a year ago and the largest 'since 
1973. The indicated harvest of wheat for this year is likely to be down slightly 
while feed grain and soybeans production may .be about the same as a year ago, 
depending upon weather conditions this summer. 

The kinds of data shown on exhibit A are what we are trying to put together, 
and interpret, for the staff at the Interstate Commerce Commission. 

Yet';\" briefly, a few causes of the shortage are as folIows: 
Se,ere winter weather conditions, including blizzards throughout the Northern 

tier of the United States interrupted railroad operations, trapped numerous 
freight cars in the East that resulted in extreme congestion and poor fl'eight 
car utilization. 

A lack of lllOt.i,e power to move trains in Toad haul service coupled with cold 
weather conditions, necessitated a reduction in train length. ThUS, through trains 
were using the same amount of power to pull shorter trains. 

The bad order ratio (rail cars unfit for loading) grew steadily as many of the 
nation's railroads continued to defer repair of bad ordered cars, Like'i\'ise. many 
10com(Jtives were bad ordered because of electrical generators that shorted out 
due to light, dusty snow. . 

A prolonged strike 'at one of the largest manufacturers of jumbo covered hopper 
cars delayed delivery of addi,tional equipment to the national fleet. 

Poor maintenance of tracks has resulted in the imposition of "slow orders" 
by the Federal Railroad Administration. There are six granger railroads with 
nearly 25,000 miles of tracks that are currently under FRA slow orders. Inability 
to move ca 1'5 With dispatch seriously cu ts rail car utiliza ti.on. 

As shown on the attached table, there has been a dramatic reduction in the 
number of 40·foot narrow door boxcars that are badly needed for loading baled 
cottOl't, These cars are also needed for grain loading on liues where weight re
strictions do not permit the loading of jumbo covered hoppers. While there was 
a net gain in the number of covered hopper cars from 1972 to 1978, these figures 
do no.t. include a net increase during that same period of 33,428 cars in this type 
of equipment that are under the exclusive control of shippers and car companies. 

Dllring the last 2 years, market conditions led to a build up of grain stocks on 
fnrmS and in country elevat.ors resulting in large carryover stocks. The ri~e  

in grain prices early this year triggered substantial selling by farmers and created 
unprecedented demand for rail movement. 

The acqUisition of new equipment bas not kept pace with the retirement oi 
older cars tllereby creating a direct loss in total carrying capacity. 

Of course the above list is not alI inclusive. There are other factors which 
cont.ributed to the overall situation. While the weekly grain car loading nation
wide have been increasing and the daily average shortage of both box and 
co\'(~red  hoppers have declined. we are of the opinion that the situation will not 
improve significantly until after fall harvest of feed grains and soybeans. 
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RAIL CAR OWNERSHIP LAST 7 YEARS 

General 
service 

Plain Plain Plain Plain open Flats Plain 
40' ND 40' WD 50-60' 60 plus C/H hoppers TOFC gondolas 

Jal1u~9)~ ...•...... _..... 189,506 40,442 118,626 1,939 138,099 349,525 7,886 158,746
1973.......... __ .... 172,508 34,555 124,872 2,197 142,976 344,365 8,463 159,849
)974_ .••..•.• ___ .•. _ 163,895 30,819 135,367 2,703 151,155 237,010 10,618 155,458
1975.•••...... __ ... _ 148,119 28,814 145,369 3,915 155,281 316,265 6,918 153,565
1976...•....... __ •.. 131,135 27,183 150,768 4,892 158,236 317,888 6,677 151,73i 
9177 ..•....••. _..... 107,269 27,502 153,042 4,662 159,924 311,666 5,885 "\:', Si3 
1978..••....• ___ ••• _ 86,081 23,371 155,792 4,803 162,726 309,540 5,819 140,128 

Gain or loss•....•.. -103,425 -17,051 +37,166 +2,864 +24,627 -39,985 -2,067 -18,618 

Source: AAR slatements. 

tSOa aCTIVITIES 

ln late April, Secretary Berglaud ordered an all'out effort within USDA to 
tlssist grain and cotton shippers with their car supply problems. Our trallspOI·ta
1iun people are workillg wir'l the Interstate Commerce C<>mmission in supplyillg 
:Illalysis of export sales adivity, current crop reports, estimated fertilizer de
1I11lnd and other information that may be helpful in obtaining maximum utiliza
!'ion of available equipment and forecast future railcar needs. Exhibit A repre
H'nts one method of analysis that may be useful in predicting future grain trans
portation demand. 

In addition, we established a "hot line" within USDA, so that shippers could 
ndvise us about specific problems or alert us to serious shortage situations. So 
far, we have had over 300 calls on that line, most of them coming from country 
('levator managers in the Midwest. We have also received a number of calls 
from cotton shippers who are experiencing difficulties obtaining sufficient box· 
(,:Ir~.  Tht" stlltes m()~t  repre~ented  by their calls have been Illinois, Iowa, Min
uesota, Montana, Nebraska, Kansas, Michigan, Ohio, 'and Mississippi. The hot 
line number was so well circulated that we even had a call from a coal mine 
Ollerator seeking 60 cars for coal loading. 

'The following address the specific questions on which the Committee has 
requested comment: 

1. What have been the effects of the Interstate Commerce Commission's vuri
nus car service orders on mitigation of the cal' shortage problem? 

USDA has made no studies purporting to show a quantitative measure of the 
il1lpact of anyone 01' more of the Commission's car service orderS. Assuredly, the 
nf't effects are the balance of the good and any harm w,hich result. 

It is our assessment that car service orders are potentially effective ill al· 
kviating specific, isolated problems, but are not effective in dealing with a 
problem that pel'vades the entire industry or concerns a wide geographic region. 
We helieve, in fact, tllat the more pervasive the problem, the greater the tendency 
for the net effect to be negative. 

Ob,iouSly, a cal' service order does not increase the total supply of equipnlent. 
A ny beneficial effect during a period of widespread shortage must result from 
improved utilization, and the evidence is mixed. An order refjuiring .the retnrn 
or reassignment of cars can result in increased movement of empty cars. Wben tl:)..e 
overall capacity of the system is constrained by available locomotive power or 
yard capacity or other operational constraint, increased movement of empties 
may actually result in lower utilization of equipment. 

Another point to consider is that service orders may increase equipment a vail· 
ahility to some users at the expense of others. This is not necessarily wrong; 
r;ertainly the Commission is charged with ensuring equitable availability of 
service. However, to the extent that equity dictates a reallocation of cars into 
n less efficient use, overall utilization is lowered. 

One example may serve to illustrate the dilemma with which t.he Commission 
is faced in allocating equipment through use of service orders. In May of this 
~'enr,  the Commission issued Service Order No. 1322, which required the railroads 
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to allocate to grain service a larger percenta?;e of their CIJ, ~Led  hopper cars, That 
order may have temporarily relieved a car shortage for grain, though it is argu
ably trne, as opponents ha ve maintained, that the railt'oads were hauling as much 
grain as they were able within operational con!>truints anyway, Tbat order 
aggravated the car sbortage for other commodities which compete for the 
same E'qllipment, such 11.S soybeans and fertilizE'r. The order was in effect onl:" 
a 'Very brief time. 'JIhe Commission responded to' an ou tcry from aggrieved 
shipDers and cancelled it. 

2. What, if 'any, legislation do you believe would be effective in either improving 
car utilization or easing the car shortage problem, or both? 

While more equipment would help agriculture, our greater need is for in
crease? productivity of the transportation system and better management of 
existing resources. Neither shortage of elluipment nor poor utilization are prob
lems which can be readily lepslated out of existence. USDA is a strong supporter 
of a privatE'ly owned and managed rail s~stelll  ; and as long as it remains private, 
solutions to these problems must be worked out in terms of profit and loss, 

Oue area in which we believe the Commission might concentrate some resources 
advantageously is equipment charges-per c]jem and dE'mllrrage. These certainly 
arE' not new problem areas. Many transportation ~I)f'cialists  and economists have 
long felt that the rail industry has never heen able to work out a system of charges 
which reasonably reflect the true ownership cost and/or opportunity cost of the 
equipment. The natural, economic incentive to improve utilization will come only 
with equipment charges which do reflect tbe costs. The Commission has recently 
ap1)rovOO increased per diem chargE'S effective July 1 and should be watching 
closely to determine the effect on utilization. 

3. 'Why has the use of seasonal rates been ineffective in resolving the burden of 
peak season demand? 

In the first place. there have heen only a few applications to date of peak season 
pricing under the new section 15 (17) of the Interstate Commerce Act. The evi
dence is still minimal. 

(~learly  the concept of peak season pricing could shift demand to off peak peTiods 
only when the natme of the commodity allows the shipper to elect the time of 
shipping in order to take advantag-e of economic' incentives, 

This condition is not met by a large s~gment.  of agricultural traffic. Because of 
th€' perishability of many agricultural products, such as fresh fruits and vege
tahles. there is no opportunity to spread the dema·nd more evenly. T.his type of 
agricultural traffic must be !>hipped at a particular time of the year, generally at 
harvest. 

Wllile !n'ain is a ~hysically  storable commodity. peak period pricing will not 
achieYe th€ ohj€'ctive of moving part of the shipping- to a slacker period for 
numeTOUS reasons. For example, the variable and uncontrollable harvest dat.es, af
fecting t.he size and timing of harvest, make advanced planning exceedingly dif
ficult. The inability to plan is further complicated by fluctuating and largely unpr€'
dictR hIe g-:rain prices throughout the year. It is not fea!>ible to build enough st.or
age to hold each ~ear's  crop locally, and to vary that capacity each year. Yet this 
would be necessary to effectuate peak season pricing. Finally, the grain marketing 
system already provides substantial economic incentive for persons not t.o sell
and thns not to transport-at harvest so that it. is unlikely tllat. anything but an 
extrt'mely high rate differential would produce a change in peak usage. 

In Ex Parte 324, the ICC's rulemaking proceeding for the actministration of 
Section 15 (17). the Department argued that peak season pricing should properly 
apply only in inst~'1nces  ,,-here the opportunity does exist t.o shift demand and 
thereby achieve efficiency through hetter equipment utilization. one of the statu
tory criteria. The Department argned that seasonal pricing should not be used 
simply to increase revenue: and railroads have ample freedom to raise rat.es to 
meet revenue requirements nnder the rate filing procectnres of Section 1(5). 

'Thus, the Department heliew!> there is in actnality, little proper u!>e in agricul
turalfor peak season pricing, though ironically it is the only commodity areas 
chosen by the carriers to date. 

The above views on peak season pricing are the vie"l\s of thle Department of 
Agricnlture and do not necessarily reflect the vie"':;; of the Administ.ration. 

4. Please comment on the possihilities and requirf'ments for implementing a 
common ownership concept similar to trailer trains for covered hopper cars 
and gondola!>. 

Tli€'re is appar€'lltl;r no I.egal prollihi tiOIl against it. lTSDA has not undertaken 
a detailed ShHly of this topic and our comments lllay be somewhat s~culative.  

HoI: it does seem dear that the basic cause must be that the railroads do not 
:,('f' nn economic incentive to do so. 

The incentiye which has resulted in the success of t.railer ti'ains, railbox, and 
/JI'I']HlDS other similar ventures, has been tile opportunity to improve iltilization. 
'I'hl' Ol)portunit.y exists for operational reasons, primarily the general purpose na
I lire of the equipment and the relatively high loaded-to-total mile utilization 
1:lttorforthattYDeofequipment. " . 

Covered hopper cars, on the otll~r  hand, are specialized equipment they are 
''':lded one way aud generally return empty. Because of the specialized operating 
,'hnracteristics of the ~uipment,  the loaded-to-total-mile utilization factor is 
11I':1l'1y constrained to 50 percent-regardless of ownersllip arrangement. 

Another possible cause' which the Commission migllt investigate is the one 
I're\"iously mentioned-that is, the possibility that equipment charges for covered 
""J'pers are particularly out of line with true costs. If for instances, the per diem 
,'" 1.(' 'on co~red  hoppers is less than costs, there can be no incen tive' for one cor
I,<l]"ai'e entity to own the equipment for purposes of leasing it to railroads. 

S. 3260 

:.I'Ul'ning to S, 3260, USDA would have no objection to a five year extension 
"I' the llo-su!>pend prOVision of Section 15 (8) of the Interstat.e Commerce Act, 
!>1'oviding the market dominance restriction remains in effect. 

J should add, however, that this View is at variance with the Administration's 
),I>sition. The amendments to Section 15(8) presented by DOT on behalf of the 
.\nministration do Hot contain a market dominance restriction, ,'l'be Administra
I i"n believes that, when all commodities are considered, the proposed amendments 
\\ ould result in better transportation service and a truer reflection of actual 
II':lnSportation costs. Actual and potential competition pl'o\'ided by trucks, as well 
"" lUC refund authority, would serve to discourage anj' excesses by the raiiIoads. 
'l'lle VSDA 'Position is based upon consideration of agricultural commodities only. 

']Jnder both proposals, the ICC would retain the autllority to retroacti\'ely cancel 
" rate increase and require refund to the shippers. We are concel'lled that there 
would be a potential problem for the fal'mer in the distribution of any refunds 
Ihe ICC might require. If I may, I Shall elaborate upon both of these points. 

The Department of Agriculture supports, in principle, a greater reliance upon 
Ille market place to establish just and reasonable rates, and a concomitant. 
h'sseniug of dependence upon administrative procedure. The Department sup
ported enactment of the 4R Act which amended Section 1 of the Interstate COlll
",erce Act to include the concepts of "going-concern value" and "market domi
";.lIlce" in the determination of just and reasonable rates and which also amended 
;o;pction 15 of the ICC Act to incl u{1e the nO-SUSlJend provision. Furthermore, the 
llepartment participated in the ICC's administratil'e proceeding to define marl,et
dOI]l'inance. 

With respect to determining a just and reasonable level of rates, the only quali
Jlc.'ltion to full reliance upon the market is that tllere must be effective com
pdition-that the railroads not have mal'ket dominance over the affected traffic. 
Hut there are still large hlocks of aglicultural traffic oyer Which the railroads 
"fff'ctively have a captive market (as suggested, for instance, by the fact that 
rllles on North Dakota wheat to the :Minneapolis market exceed variable costs 
J,) approximately 100 Ilercent). Section 15(8) of the IC Act, in permitting a no
~;llsjlend  condition, includes the restriction that market dominance not be present, 
111 recognition of the fact that competiti'on is critical to effective self-regulation 
"j' markets. 

USDA recognizes a legitimate concern with potential inequities to the rail
m:lGS which arise when a rate increase is suwended and subsequently found to 
he just and reasonable for the railroads have suffered all unrecoverable loss of 
,'e\'enue. It can be argued t.hat potential inequities tQ the shipping public are 
minimized by the refund provision, whicll applies when a rate increase is not 
"Il;<pended and later found unjustly high. ~'he  sllipper WhD has paid too high 
11 1':1 te is refunded t.he excess plus interest. 

'l'here are undOUbtedly some industries fOr which the refnnd l)l'ovision offers 
"ciequate protection. It depends upon the marketing structure prevalent in the 
i"dustry. The refund system would work where the party who effecth'ely bears 
IIll' freight burden also actually pays the freight bill and therefore would receive 
II,,~  refund. 

1"01' a large :;-.eglllE'nt of the I'ailroads' agTicnltural traffic, which inc!m]ps :l 

.'"h;,;t,antial amount O\'el' whith the railroads h,"'e market dominance Und{~l'  tl", 
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ICC's current definition, the last condition is not met. II, ..•e grain business, the EXHIBIT A Conl 

price the producer receives for the grain is the price at an established market 
less the rail rate to reach the market. The farmer effectively bears the freight Percent 
burden. But the grain company to which the farmer sells generally pays the of capac

ity·occu·freight. bill. In such a circumstanc the g,rain companies would reap windfalls pied at Rail 
from freight refimps unless there were a practical way to ensure equitable Cash prices per. bushel principal irain 

C/H car Exports Barge interior cardistribution of refund monies to producers. short· (1,000 loadings Wheat· Corn 6 Soy· eleva- Grain load-Ultimately, the costs of transportation on grain are borne in some pI'oportion age I bu)' (1,000 bu) I beans' tors' stocks' in2s g 

by the farmers whQ produce it and the consumers of end products in the various 
forms in which ,grain is fOlllld on grocers' shelves. Farmers and consumers are 1974:
at opposite ends of the economic chain. Intermediate processors, while prOViding January______ -11,995 262, 724 66,587 568 290 617 •___ ._.___ 8,196,111 30,396

February_____ -13,354 247, 767 73,046 582 313 639 __ . _____ ......._______ 29,983�essel'ttial services, are generally able to shift transportation costs either up or 623 ______________________March_ •• __ ._ -10,944 270,027 lD 77, 975 501 299 29,434down the cbain. But the producers must absorb at least part of the cost and April________ -4,994 258,477 80,000 407 269 556 __________ 5,204,303 28,048
would not be protected by a refund system.' May _________ -273 256,323 82,913 359 270 542 ______________ ._. 23,616June _________ 547 ____________________ ..Mr. Chairman, this concludes my prepared remarks. I will ,be bappy to try to +191 233,487 81, E66 405 293 30,706July _________ -1,327 233,444 94,587 436 335 697 ________ .• 2,598,911 29,414ansJl"er any questions. 755 _. _________________• __AugusL ______ +480 192,048 88,405 433 363 27,259

September ___ 757 ______ . _______________+2,999 180, 760 107,475 435 355 22,173
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1972', October ______ -5,558 286, 869 129,243 256 184 505 59.8 4,282,606 26,425January ______ 309 ___ .. __ . __ 9,215,943 22,592+3,598 151,375 55, 240 158 122 November ____ -8,394 320,234 135,457 281 214 577 64.9 __________ •• 26,301

F~bruary _____ +3,040 141,286 51,755 157 121 318 ____ . ___ • _____________ 22,172 63.1 ____________December ___ . -7,050 313,224 149,062 280 219 587 23, 638March _______ +1,715 144, 565 67, 745 158 122 337 ______________ • ___ . ___ 24,148� 
April. . ______ 349 __________� 1978 :
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1973: 'Total inspections for export as reported by the USDA in the "Grain Market News". Includes soybeans-does not 'n· 
January ______ -11,269 270,460 75,009 267 158 449 ________ ._ 8,923,137 33,442 elude nee. 
February_____ -15,270 255,807 94,534 248 159 581 ________ ... __________ . 33,322 'Total barge loadings of grain as reported by the USDA in the "Grain Market News." Includes soybeans-does not in
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653 _________ •April. _______ -13,344 272,262 55,816 251 165 6,034,474 28,554 • Average price per bushel No, I Hard Red Winter wheat, ordinary protein, on the Kansas City market. From the "Grain 
May _________ -11,911 300, 799 47,971 263 201 899 _.. ______ ........ _____ 30, 547 Market News," USDA.� 
June.._______ -10,622 1,087 ______ . _____..________299,893 85,952 269 242 32,634 'Average price per bushel No.2 Yellow corn on the Chicago market. From the "Grain Market News."� 
July _________ -10,817 293,301 97,464 250 252 860 . ___ ._. ___ 3,363,743 35,342 'Average price per bushel No.1 Yellow soybeans in the Chicago market. From the "Grain Market News."�908 __ . ______ . _____ . _____ .AcgusL._____ -12,234 ,24,609 97,146 467 291 34,614 7 Monthly average. "From Elevator Capacity and Grain in Storage at Principal Interior Markels," published by the� 
Seplel7'ber ___ -11,425 285,294 71,021 501 247 650 ____ . _________ .... __ ._ 31,884 Association of American Railroads.� 
Oetobe'- _____ -11,348 300,925 97,787 467 237 562 __ . ____ •__ 3,511,540 32,618 'Grain stocks in all positions, on and off farm, as reported by the USDA in "Grain Stocks." Includes corn, sorghum,�
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beans and Rough rice. 
10 Estimate. 
II 3 weeks only. 
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Senator LONG. Next, we will call Mr"Villiam ..... .Jempsey, president 
of the Association of American Railroads. 

STATEld:ENT OF WILLIAM H. DEMPSEY, PRESIDENT, ASSOCIATION 
OF AMERICAN RAILROADS; ACCOMPANIED BY RICHARD BRIGGS, 
VICE PRESID~'NT,  DIVISION OF ECONOMICS AND FINANCE 

Mr. DElIiPSEY. Thank you, Mr. Chairman. I have with me Mr. 
Richard Briggs, who is vice president of the Economics and Finance 
Divi,sion of the Association of Am~rican  Railroads. ,Ve have sub
mitted a lengthy written statement which I would like to have incor
porated in the record. 

I will summarize it briefly. 
Senator LONG. It will be so. 
Mr. DEMPSEY. I would like to compliment the gentleman from Iowa. 

I thonght it was an extremely constrnctive statement, not only for this 
committee, !Jut for the ICC for its consideration. 

For reasons that I will indicate, it seems to us that one of the prin
ciple obstacles to a solution of the service problems of the American 
rail roads right now are some recent actions taken by the ICC. 

I want to begin with a consideration of S. 3260 and in that con
nection, with the general condition of the industry. 

Here I would like to borrow a statement that I have just read from 
a sUlnmary of Mr. Church's testimony. Mr. Church is going to testify 
this mornmg, as you know. He says in this summary that the ultimate 
solution of the problem must include substantial improvement in the 
service of ooth ConRail and the railroad industry as a whole. I think 
that is indisputable. It seems to me that matters such as the car short
age are in part at least symptomatic of the general inability of the 
industry to provide the kind of service that the shippers want and 
that is altogether traceable to the continued financial anemia of the 
industry. 

I would like to go to that first. ,Ve support S. 3260. But we don't 
t.hink it goes nearly far enough. Now, 1977 was a pretty good year 
for American industry in general. 

B,ut it was a perfectly dreadful year for the railroad industry. In 
1977 the rate of return of this industry fell to 1.26 percent on net 
inv~stment.  That wasn't just a ten1Jporary phenomenon. 

In 1975 and in 1976 the. rate of return was 1.20 and 1.64. Two of 
those 3 years it was lower than 1932. 

I would just like tD compare the rate of return on equity in our 
industry with other industries regl1lated by the ICC. Class I rail
roads, 1976, the latest year for which we han~ figures. class I railroads, 
1.8 .percent. Motor carriers, 23.67 percent. ,Vater carriers, 17.8 percent. 
Pipeline companies, 26 percent. And again, railroads, 1.8 percent. 

,Ve ranked dead Jast ill a listing of 7;-3 industrial groups. Things are 
getting worse. The first quarter of this year, "'as the worst in the 
history of the American l:a'ihoads. . 

vVe end up the 12 months ending ill March with a retul'll on net in
vestment of 0.6 percent, and that mnst be the lowest ill all reported 
history. 

Nmv the ICC "'as charged by this Con~Tess  in the 1976 4-R Act with 
doing something about that. The CongrC'ss directed the ICC-I am 

quoting now· .11 that act, quote, "to develop and maintain standards 
:lIld procedures for' the establishment of revenue levels adequate to 
cover total operating expenses plus a fair, reasonable, and equitable 
profit." 

Now, I would like to turn to 'I"hat the Commission has been doing 
.·Ill carrying Dut that mandate, because '\"e think that not only has it 
not been carrying it out, it has been entirely frustrating it. 

In the first plaee, the chairman of the committee, of course, is famil
ial' with our position on the interpretation that the Commission gave 
I.hp, market dominance provision of the statute. 

We think that the Commission gutted that provision and deprived 
ns of the l,ind of rate flexibility that the Congress intended to give us. 

Most recently, let's take another look at what we have had. On 
.Tune 28 of this year they handed down an order ex parte 343, which 
had to do with the rate increase before this, a 5-percent general rate 
inr-rease last year which was designed not to increase the earnings le'"el 
hut only to cover part of our increased costs. 

It would have fallen $150 million short, if granted in full, of cover
ing' our increased costs. The Commission, on ,Tune 28, directed the 
railroads to roll back that increase 011 seven major commodity groups, 
10 make $25 million in refunds, and to lower our future revenues by 8.n 
('stimated $50 million a veal'. 

Senator LONG. Let n1(' ask something-. Is Mr. O'Neal still here and 
his associates? Are they still here, he and his associates ~ 

I am going to ask that at the appropriate time that they come here 
and respond to YOllr statenwnts. If yOll are wrong, they will have a. 
~'ood response, but if you are right, then they ollght to take another 
look at their situation and reconsider their position. 

Mr. DElIfPSEY. I would welcome the opportunity to have slleh a dia
log with him and any of his representatives before the committee. 

Senator LONG. Because if you are right about all this, I don't think 
that it oug'ht to be just brushed lmder the rug. I think we ou~ht to 
lay it out in the open, have it out, and then decide 'I"hat we think is 
l'iQ:ht ahout the matter. . 

Mr. DE:1IIPSEY. That is why I am laving' it ou~  before the committee 
t bis morning. ,Vhen they took this rollback Rction. thev said that they 
(lisc1:'rned in ~he  4-R Act an intention on the part of Con2:ress to em
pbsize selective rate ine-reases. ~ 

I iust say to the chairman there is nothing in the act that so in
(licates. 

On the one hand. they ,Q.l1tted the market dominance provision. 
On the otlwr hand. t1lPV fonnc1 in the act an in~ent  which is not there 

10 cnl1Cl?ntrate on selective rate increRses, and I want to sav fnrther 
I hat if we are requin=;d to do that, if that is ~oing to be the 'lJolicy of 
tlw ICC, we are dead ll1 the water. 

We cannot in this period of horrendons inflation hope to rec,over 
t.he>:p. costs increases, which are so large anel which come upon us so 
swiftly~ by selective commodity-by commodity rate increases. There 
i>: no ~'av we can do that. .. . 

If we.'are going to be barred from recouping these expenses through 
,~!rneral  rate increases, t.hen we are dead in the water. In ex parte 343. 
l?r exanmle, we were trying to recover increased costs of $1.1 billion 
~ll1ee  the Jast previons general rate increase. 
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Another indication that is disheartening to us is that the Commis
sion is going to hold us to standards which we can't live with-they 
knocked down some increases in the last general rate increase appli
cation. Indeed, this seems to run contrary to what they said in the 
other proceeding. 

There we did apply for higher rates on coal. vYe applied for a 7
percent increase on coal, 4 percent generally, except for 2 percent in 
the South. There they declined to give us the additional 3 percent on 
~~. , 

I think it is very interesting that Mr. O'Neal says in his statement 
this, and I reid: "the statistics show that the only inhibition against 
use of the previous yo-yo provision was where there. shouldn~t  be 
allY increases anyway, that is, where there is market dominance." 
If I read the Commission correctly, what they are saying is: 'Where 

yQU do have some freedom to raise your rates, the Commission isn't 
going to let you do that. There is another aspect that indicates that 
that is the case, and that is on these commodities where the Commis
sion rolled back the previous rate increases. 

They evidently did it on the grounds that the rates exceeded 180 
percent of various costs. Of course, variable costs are far less than 
fully allocated costs. If you don't meet fully allocated costs and eul'll 
a reasonable profit, you go broke in the long run. 

In the past the Commission has recognized that we must charge 
higher rates on some commodities than others. That is a fact of the 
economic market. That is a fact that we have to live with in this com
petitive environment that we now face and that we have faced since 
the 1950's. 

On January 31, 1978, the Commission said that becanse.of differing 
demands and competitive circnmstances, there should be greater COll

tribution from some commodities than others, but they apparently 
luwe changed their minds on that, and they are going to hold us to some 
cost-rate staildard of 180 percent. And there, again, I say if that is 
going to be the policy of the Commission, there is no way that they 
ca·n fulfill the mandate that this Congress gave them to increase earn
ings in this industry to a reasonable level. 

'Ye are not even beginning to approach that level when we are talk
in,g about rates of return that we have now. 'Vhat the Commission is 
dQ,ing, I repeat, is to frustrate the intent of Congress. That is why we 
think that S. 3260 is a step in the right direction. 

'But we recommend that it go further. 'Ye recommend that the zone 
of reasonableness be raised from 7 percent to 15 percent, and that the 
Commission be barred from declaring rates unlawful that fall within 
this range of rea..sonableness. It would be illegal under section 1, not nn
del' section 2 or 3, relating discrimination and prejudice, but under 
section 1. 

'Ye recognize that there has to be some kjnd of ceiling put on that.. 
and so we suggest that that rate freedom be given the railroad$ up to 
the point where they make a fair rate of return. That is, where they 
earn the cost of capital. Because we have concluded-

Senator LONG. What do you call "capital" for your purposes ~  

Mr. DEMPSEY. 12% percent after taxes. 
I have told you where we are, and we recognize there has to be some 

limit, but we really have concluded that, based on recent actions by the 

1, I ,f II(' onl} ~y  that this industry is going to get its earnings up to 
11", 1'"1111, that it can provide ~oodservice  is to disentangle the rail
! "I" Ir I" the fullest extent possible from the rate regulation of the ICC, 
'\ I,d" IllilinLaining, of course, those kinds of protectionsthat areneces
"I \ 1<l prevent discrimination and prejudice against the shipping 

J 'Ill.j II', 

, III r proposal is spelled out in more detail in my paper. That is the 
III ,'11 "f it. Those are the basic reasons behind it. 

\"\\', I would like to turn to the questions that were-that I was 
II 1 1',1 j I) rr-spond to in connection with the car shortage. I may also say, 
III II iI~'  of an aside, that this march of the ICC toward more regula
r Hll' JI()l. only flies in the face of the 4-R Act, but also in the face of ac
t " ,',' I kIt are being taken by other regulatory agencies, even without 
f "lij!J"('ssional mandate in other transportation areas, to bring greater 
!lllll'kd. freedom to those industries. 

..... (·,llIior LONG. As a matter of fact, the trend in the area where you 
Ilf {." jt. the worst, where you need the freedom to operate the worst is 
II" Jllore regulation, Mr. Dempsey. 

\ I1'. DE~IPSEY. That is exactly nght. 
'.'nator LONG. The trend in the areas where you need the regulation 

tl"'I"nst-Iet's put it this way: In your area and in the energ-y area, 
\1 ,. ought to turn free enterprise loose to serve the N'ation's interest; 
It-l thrill ~o  to it and provide more service. But the trend seems to be to 
I>II t lllore bureaucratic regulation and constraint on it. 

1,1 the areas where it might serve a purpose to have more regulation, 
III<' t rend is to do nothing about it. 

;\ [1'. DEMPSEY. Yes; I agree entirely. 
.\ nd I may say tlhat S. 3260 as well as the AAR proposal is keyed 

Iii ('limination of the market dominance restriction-because there is 
1I() point in using the yo-yo provision in other circumstances, no point 
Iii il at all-that is why it has not been used. 

:.\'ow, as to rail car shortages, this has been perhaps the worst car 
L')liage in history, at least so far as we can tell. I want to start out 

11\' caying it is improving significantly. There is not any question about 
111111. I will not detain you with any further discussions for the reasons 
fill' the shortages, because :Mr. Sullivan yesterday and the witnesses 
1IIlIay have amply covered those reasons. 

I "'ould like to give you one figure that is interesting, which indi
,"I !'S how the pressure is being relieved. That is this: That so far as 
. Ii\'t'l'cd hoppers 'are concerned, the shortage is now down from April 
1 I',.Tuly 1 by about 45 percent. So, that is a heartening sign. 

I would like also to point out-
,.... '·lUttor LONG. It is what ~ 

\11'. DE:l'fPSEY. Down by 45 percent. Right. . 
\ nd I would also like to note that the railroads are now moving 

110/,C grain per week, more grain per week than we were in the record 
Il'I~sjan  export year of 1973. We 'are doing a good job under very diffi
• Ill, circumstances. 

\ <; one of the witnesses said, 'it is really impossible to expect the 
111/111~h'y  to move byo seasons of grain in one season. 

I ihink we are doing a good job. And the same thing is true with 
11111. Our coal loadings are way up. "Te had difficulty right after the 
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strike, in particular when the stockpiles were being rebuilt, but there, 
too, the situation is becoming increasingly good. 

And then, so far as investment and costs, I would like to point this 
(Jut: There are huge investments. being made in railcars. There are 
62,224 cars·on,order. That compares to 25,270 cars last year. It may be 
the total orders for this year will research 100,000. The backlog for 
the first [j months of 1978 is 48,279 cars, as compared with 2'.1::705 for 
the same period last year. 

do also agree with the representative from the Department of 
Transportation of Iowa that it does not really make any sense eco
nomically to· expect the industry or the shippers to make large invest
ments in additional cars to have them sit around idle for 6 months 
out of the year. That is not the solution to the problem. 
. He is exactly riglht when he says what we have is not as a.ccurate}.v 
described as a car shOltage as an excess of dE'mand. I think, really, tile 
kinds of things that he is talking about are the \Yay in which 'VB ought 
to be looking to solve that problE'lll. 
. Now, your first question had to do with the ICC's varions ear service 
orders. I would like to endorse the statement made hy the representa
tive made by ·the Department of Transpoltation of Iowa-and I quote 
him: "The fad is that car service orders combine some of the "vorst 
features of government re~ulation. They are too inflc-xihle to allo" 
ca.rriersand shippers to devis.e their own best approaches to t.hese 
problems." 

A representative of the Commissiou ask('d me the ot.her day if I 
thought the railroad people knew how to operate. the railroads better 
t;han the ICC. I don't know if that is a rhetorieal qllestion or not., bnt 
I haVe t.o say yes, I really do. And I would like to discuss with yon 
now, in particular, as one E'xample, the ear service, order. of which the 
ICC spoke this morning, that is car service order No. 1~09. 

I will say that in the past1 it has been our experience that t.he wn-y in 
which the Comn1ission exercised its anthoritv to issne these car se,rvice 
orders has~  by ·and large, been helpful. But i.hat is not tme of some of. 
the more, recent orders. . 

,Ye think that t.heseorders have and will continue to exacE'rha.tE'. the 
CRr shortage problem. As I say, I will llse fl.<; an example car servicE' 
order No. 1309, which Chairman O'Neal said t~lE'.y  were goin!! to en
'force viQ'orously. I am not complaining 'ahout this order. even though 
'the SOllthern Pacific wa,s fined $4.4 million and C,()nRail $2.2. or wh~t-
ever it was. . 
. In the first place, I do not think that those fines are going to stnncl. 
np. I do not think that. those railroads really violated t~lOse  Orc1el's. All 
we have now a.re cit·at-ions. Even if that \vere not the case, I am not. 
'comnlaining about that. 

~That.  I am Sflvinp' is that J want tA fldclrpss thc~ ouestion of p1lhlie 
interest in the distrihntion of cars. 'What I want. to say is that ear 
s(l,l'Vire orr'ler No. 1~00 is Q'oinO' to worsen tl, ;<; sitnntio·ll. The more 
strictly j t is enforced, the worsE' tihe situfltion will become. 

Tllfl't orr1e,1' reCfnires-I will 1mt it. in Q."enerfll terms. as Chairman 
O'Neal indicated-that orner requirE'S t.hat cars he. mmw-l out of a 
te.rminal within 24 hours of their r".ceipt. That mav sound likE' a· frood 
idea on the. face of it. lmt. it is rE'ally a terrible ide~:  as any operatinQ' 
man on a railroad will be willing to swear to. . 

J I isn't so much that you can't do it.. But if you do do it, you are 
:.'"i Il,!! to lessen the efficiency of the yard operation by a very large
1111l1'g) 11. 

'1'1)('. Commission may say, as was said to me the other day, ",Vhy 
,I,dld, you railroads complain about that order? It has been issued at 
\'iIl'iolls times in t.he past" 

T!le fad is: ,Ve did not complain. And we will not make that mist.ake 
11;..'11 ill. It was never enforced as a 24-hour order. It was enforced only 
111 dIOse circumstances 'where there really was cause to believe that 
11"'1'('. was negligence on the pait of the railroad. 

We do not want to complain about that sort of tihing:. I do not want 
ill say t.hat there never is negligence on the part of a railroad~  or t.hat 
111(' ICC should not enforce in those circumstances. That is not what I 
11111 'S:lymg:. 

So, ',e let it. go this time. ,Vhen it was issued, we did not take it to 
(·OIIJ'i.. But now, it. is bein!!: enforce,d as a 24-hour order. and it never was 
1.('l'ore. There is now an~injunction  out against t.he Sonthem Pac.jfic 
I'(\(jlliring tlhem to move those ca,I'S in 24 honrs. Thev are going t.o be 
1'1')l'ed, but where they are going to be moved, nobody knows. 

.1 t. would be like the traffic policeman: You put. a mark on it. and out 
1111'y will go in the 24 hoUl's. ,Vhat you will not be able to do to t.he 
('xfrnt. that vou want to is to block that traffic. To block t.hat traffic, 
I hat takes ti~e.  It may take more than 24 hours. . 

"What you are not going to be able to do t.o the ext.ent that yon want 
to is to ha.ve a l'nnthrollQ:h train wit.h po\\"er going t.hrough t.he next 
/c'.l'mina] onto the next line, because you are going to need that power 
10 move cars. out in 24 hours. among ot.her t.hings. 

Tt is in the interest of the'railroad to get tho.se ca.rs out, just as m11c.h 
as anybody else, certainly as roueh as the ICC. And what I am sayiug, 
in short.. is that this order bears no relation to the realities of yard 
oj)rrations, just as the representative of the Department of Transpor
tation of Iowa said. 

It does not provide the kind of flexibility that operatin~'  j)E'.ople 
nred in order to run a yard efficiently. It makes a lot of publicity. It 
hits the headlines. If the Santa Fe-and Southern Pa.cific. which are 
Iwo of the very best operated in the country eannot comi)ly, then I 
('an gllarantee that no major railroad in the country can. 

The ear service order that cuts ba.c];: on the use of unit trains in the 
shi pment of grain is quite properly criticized by the represlmtative 
of the Iowa Department of Transportation. I recognize the. interE'st 
in equitabJE' rlistribution of cars, Imt I do believe that when the de
pn.l'tment of transportation of Iowa. saTs that. in the period of emer
.~'('l1cies,  such as we have now, we should not rea]lv be having' orders 
llllt. there that. cut back on the E'fficient utilization of cars like that one 
doc\<;, we should notreally be doing that. That is what that. order does. 

Mandatory car service rules No. 1 and 2 have contribllted to the 
"l1lTent sholt-ages. Those rules say that when a freight car i~  unloaded 
1111 Itnother ra.ilroad1 it has to be sent back ('mpty or loaded in the 
,Ii I'ection toward the owning rail road. There have been anum bpJ' of 
"~('e.ptions  made to t.hat. orde!'. and qnite properly so, 

Hut what ,ye say is when yon have a period of car shortal2:e of this 
. Ill'!. those orders ought to be, if not entirely eliminated, very sharply 
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<lurtailed so that we do not have empty cars vnuffiing around the 
country)n the way that they have to under those car service orders. 

Now, I would like to turn to legi~lation.  The question is: Will there 
be ~e~s~ationcthat, could be effective, in improving car ut~lization~  The 
leglslatlOn that would be most helpful would the kmd of broad
ranging legislation that would put us on competitive parity with the 
people that we do have to compete with. I am talking about deregula
tion so that we can respond to competitors like the barge lines. As 
the representative from the department of transportation of Iowa 
indicated, the rates of the unregulated barge Jines, go up and have 
been up 300 percent-and I think Mr. Sullivan testified yesterday, 
in the spot market, 350 percent-of their base tariff, that is going to 
-even up demand. And the question is: 'Why don't the railroads do 
tliat ~  The railroads don't do that because we can't do that because the 
ICC will not let us do that. The barge lines can do that over lunch. 'Ve 
have got to file 30 days' notice with the ICC to have them go up and 
30, days' notice to have them go down. So, we have got to guess when 
the peak periods are going to be, and we have got to guess right or 
we are going to be dead. 

This last time, if we had guessed, we would have guessed wrong, 
because the surge came at a time that was entirely unexpected, so, 
there again, if we are going to have peak pricing that is going to be 
effective and put us on parity with the barge lines, it has got be peak
:and-valley pricing that, to the fullest extent possible, is free of the 
'Constraints that the ICC imposes on us when we try that kind of 
ratemaking. 

There are other things that we think would help, and you are 
familiar with them. We do believe that, in the tax area, if we could 
get better investment tax credit relief, that that would be the single 
most important piece of legislation that we could obtain right now
hig'her investment tax credit, and refundable credits. 

Because it just doesn't make any sense, when we are talking about 
the desirability of increasing the ability of the railroads to do their 
job, not to have that kind of assistance go to some of the railroads 
that need it the most. 

'We could use some additional Federal assistance under the existing 
provisions of title V of the 4R Act. I hope that, under the aegis of 
M't. Sullivan, that that money will be more forthcoming than it has 
been. 

.I do note here some difficulties that we have under customs laws and 
regulations that may need legislative relaxation so that we can use 
the Canadian and Mexican fleets. They have periods of surpluses, and 
thev would like us to be able to use their cars at that time. But we do 
ha,;e some inefficiency there, and that may require some legislative 
reform. 

Your third question went to seasonal rates. I think I have already 
responded to that. 

And your final question went to a "common ownership concept" for 
covered hopper cars and gondolas. I think that that is an interesting 
concept. 

Trailer Train and Rail Box certainly have proved that we can get 
higher car utilization with free running caTS, no question. Based on 
tlult experience, several major railroads have established what is 

e:1 lied a "cit-.,,"inghouse" among themselves which permits the san'l.e 
sort of thing among those railroads. 

There are eight of them involved in that, now. At the end of every 
pcriod, they chalk up the debits and the credits and see who owes what 
('ompany how much. And that has demonstrated an improved car
fellpply situation.

So far as gondolas are concerned, we do have some aO'reements be
(ween pairs of railroads like the Chessie and the Norfoll{ & 'Western, 
or ConRail and Chessie, which permit the same kind of pooling ar
nmgement. It has proved to be workable there. 

It seems to us that the pooling of gondolas could be a workable plan 
and ought to be given consideration and expanded to additionalruil
roads. 

As to the pooled use of covered hopper cars, we have a problel11 
\"ith uecause we transport lots of commodities in them, varying £1'0111 
toxic chemicals to food prodUCts. 'Ve are not exactly sure whether a 
pooling arrangement would work, but it is worthwhile considering, 
too. 

Mr. Chairman, I have already taken up too much of }'our time, bnt 
that does conel ude the remarks I intended to make. 

Senator LONG. You made a very impressive statement here. I asked 
the Chairman of the ICC when he was here today if he thought that 
they ought to permit a higher price for the use of cars. In view of 
the shortage, why did they want to wait 1111til 1979, sometime next 
year, for it to go into effect ~ 'Vhy not put it into effect, now ~ 

I guess you heard his answer, did you not ~  

Mr. DEMPSEY. Yes. 
Senator Lo:t-YG. 'Vhat is vour reaction to that situation ~  

Mr. DEMPSEY. I may say, preliminarily, that I am constrained to 
disagree with your desire that tlWY act. eve·n if wrong, because my per
ception of their batting- average is different than yours. On this ques
tion. we gene!';:.lly hl1"e been in favor of higher rates. 

Dick, "ould you like to comment ~  

Selli'.tor Ln:KG. I don't think that yon would object too much to 
what I said Rbout "acting even if wrong," if you would tah:e the rest 
of it into ace-aunt. 

Ii the~r  find it is in error, change it. 
:Mr. DE:r.rrSEY. That's rirrht. 
Spn:1tor I,oNG. In othel:-words. if thev find that this order that yOU 

nrc ta.lking abcllt is wrong, and you can demonstrate that it is wrong, 
then ch~mge  it.. 

Hr. DEi\IPSEY. I certainly ag-ree with that. I perhaps have been too
ma:vbe I am just a little bit too upse,t abollt theSe recent events. 'Ve llre 
asking-the Sonthern Pacific is asking the Commission to reconsider 
OrdeT 1309. I shouldn't indicate that I think they have a preconeeived 
idea that they a-ren't going to modify, if it can be demonstrated that it 
is an unrealistic order. 

Senfltor LONG. Go aller.d. 
Mr. DmGGs. I think a.ll I would add to that is whenever 'lOU change 

tIl!", pel' diem stl'ncture, it has very unequal effects within the railro~d  

industrv. 
In other words, some railroads are creditors; some are substantially 

debtors. Therefore, there may be more argument for some sort of 
graduated phasein, a period for new car hire rates to take effect, thml 
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j-)H'l'C' wOlJ1d hr, for PX S1 Il\p1c, if VOll 'ii'PI'e chfl.J'.0:ing the br1~;1'  )'ntE' sh'pc
tlln> it:o,elf, which would n,ccoJ11Plish. ill si.Q'nificant part. thp samE' ob
jrr'ti"es that YOll aTe talking abont-and perhaps. in the long' tprm. 
provide great€'!' illC~entives  to npgrn.de the nllmber of cars in the flpet. 
~eJ1ator LONG. Do YOll l)E'lipve that the American Association of 

Railroads, if pehnitted to do so-I don't kno\>' \vhether therp is any 
Ip!ta] inmec1ill1ent 01' not-C0111<1 set. thelllselves n]) a computrr morlel 
to !"ee where all of tllPse cars are, so that they could \vork together 
rooperati\'e,lv to move them \,here, they are needed, and frolll where 
thp·" arE' not needed ~  

?,.[1'. DEMPSEY. ,Ve, do have that. lYe have an plaborate-and we 
thi nk C)uite pxeellent-eomputpr program located down in Olll" office, 
,rp, know wheTe the cars are. 'Ve. ,know \"here they are, and we issue 
ordprs to move them around the count.rv. 
~  ow Dick lIlav want to expand on t.hat. 
~Ir.  BRIGGR. The model that we havE' is actually an operat.ing svstem 

thnt co\'e1's all car movements as tl1('y flow over \'arions regions in the 
cOJintrY. 

The '(lata is reporteel showing whether the cars are loaded or empty, 
whe]'(' they st.art,ed out, "herE' they are g'oing, repair status, and various 
other datil. It is a second-generation system to the one that we pnt in 
some 6 years ago. It adnally a]]O\\,s us to predict where bott.lenccks are 
going to occur subst.a.ntially in advance of when t.hey happen. 

"'e wonId be alad to show the commit.tee. or the committeE' Rtaff, 
h01\' that. works. ,Ye nsed it very suecessfu]]y when \Ve hHd the problem 
flllrin~t  the. coal st.rike, and we, wanted to find additional cars. I think 
thosp, ~people at the Department of Energ)' who were wonire] about 
how V011 find coal cars wpre amazed when thev came dO'\\'n and saw 
thnt ~'Oll  could produce cnrrent data that sho\~'ed  where an the cars 
wrrr. loaded or empty. 

Jt is a tremendous imj)ro\'C'!l1ent. over t,he other sYstem. 
~p,nator  LO;-'"G. If yon have that. it would seem to 1)1E' that the ))eoplo 

hrj!l£~'ing  cargo int.o the Fnited States mil2:ht be in 8. nosition-hO\\-
ill!!' if thC'T'e were going to be a lot of emnty cars Diling up in Npw 
01'10.;).1l8. or HOllston. for example-t.hat that wonld bc a good point. 
to bring some rargo into, because they would enjoy a backhanl" rnte 
into t,he hpRrt. of America. 

Is that being done, or not ~  It sC'C'ms to n1(' that \yould go hand-in
g10Y0. wit 11 what. you are talli:ing about.. 

:'of)'. BRTfW8. One of the problems is that most. of the traffic bronght 
info thl' U niteel Stl1 tps is containerized traffir that moves to )'ail: 
\']I£',·eas. yOIl arC' talking' abollt eonred hoppel's, a.nd boxcars. 

TInt, there is this allocation system that. wol'1,s. The Dort intel'C'sts 
and tJ)0 shipping: interests follow it, in tTying to move where the)' can 
obtnin the greatest car supply, nnd we watch the port.s. ' 

Fi"p yc>an; a,g'o. we would embarg-o cars OJ1Ce Honston R:ot blocked 
"'it]) Q,Tnin l'11l'S, B11t there were 6 davs of car loading'S in the pipelines 
h0!'l(1ilJ o ' j'O Hom;ton from various points, so the congestion got worse 
h'f..... ]'P it a.-o t hettpr. 

Yn\\' \~'P  hnw the ability. for exnnwle, to check back throlll"'11 thr 
pi!wliJ1rs, ,Ye can rxamine thp 0ntirC' chain to see when a proble1l1 is 
going to orClll". allf] ad before it doC's. 

1 might acld~  n,]so, that om sy;;t",m is designed for national control. 
III.li \. idua.lrai Iroads ha ye fa.r more, sophisticated systems with respect 
I II (he wherealJollts of a particular cal'. There has been major improve
1lll'nt' made: not the, lea~t.  of \vhich e\'ol\"('(\ out of 1973 crisis in moving 
~  1':1 in ill whioh, bcc:allse of the enorlllity of the problem, t:1Ie elevntor in
1I'I'('~ts.  the port interests, the shipping interests, the railroad int~rests,  

'iiI' whole combined groll)) got. togethel' and figure<l "we 'ha\'(' all got to 
"Ilnpprclte to ]l1'oviLle maximum input into the planning of this move," 
:111' i they arC' doing it again this time. 

it is a substantially illlprO\wl level of cooperation over what we 
it:l,l;) 01' 10 years ago in a similar kind of a situation. 

.\11'. DElIIPS£Y. I \vonhllike to say one thing. W1Hlt it doesn't do is 
,'ollLi'ol t,he weather. So when we had all of the Cal'S Ollt· East dlll'ing' 
II", \\'inter, and they got snowed in, thr)T just. got. snowed in. And om' 
"IIliljll1ter told liS where they were, but it couldn't. dig them out. 

:-;enntol' 1,o","c. It has been su~geste,d  that the, extreme lengt.h of the 
I 1;1 illS ii; part Iv to hI amc for poor utilization-it is said that the ears of
11'11 sit at, yarcls for (lays waiting for a long train. And once lIndHway, 
II Illoves slo\vlY anfl reguirC's a lot of time for handling and switching. 

T,: that a probJrm'~ 

:\11'. DEMPSEY. I'Tell. tJhere are different. views on this in t11e industry. 
() I' course when we are talking' about "unit t,rains,~'  we are t:a1killg 
iii lout long trains, and they should be long trains. If we. had to Cllt thosl' 
Il'aillS back t.o 75 or flO, we ,,"ould destroy ~nallY  adva,nta.ges of the "unit. 
11';lin" concept. 

nut you arC' talking about "mixed trains," a.nd I haYe, no doubt. that 
1/l<'l'e are man)' circnmstanees in which thtl ra,ilronds woule] pr(>fer to 
"lll.'rate shorter, fa!Otcr, a,n<1 more expedit.ed service. But be,can5e of 
Illsf constJ'a.ints. thfw are not able to do it. 

('!'e\\" costs, fol' example. are one factor. But other costs also weig'h 
il110 that. 

Dick. \'."hat do yon feel about that? 
:'III', BRIGGS. J think the only thing that I could add to that, SC'nator. 

;. tklt. when you arC' moving: irain in large VOlllJ1les, von ha.ve less fre~  

'lI'I',ne\' of the so-c.alled "mixed tra.in:' :md less of the delav vou de
l'1'ihe'tl, ' .. 

Wherr the prohlem <l00S ilrisr. as you describe, is whe,re it takes hvie0. 
;I~  l),anv people to 11101'0 two 40,ear tTRins t~UIn  0110 80-car train. Bnt 
I,;t.ic'nll)·, the prohlem of making up grain trains is not t.he real eon
,,1 I':lint at this timf'. 

Over t:] IC', '"C'flrs. we have "0en a trend toward morC', gTain 111owl11en t. 
,,1'11"1 hy tl'l1ck tocf'ntrnl locations, "'here eit.her blocks of cars or unit. 
t 1';);115 are mae]0 up. 

XO\v this probablY is a somrwhnt slower process thRn it, was hefor(>, 
I,"t, IhE' savin'<l:s arc enormOllS. I think. in the Ion!!: run, YOU wOlllcl much 
1';)( 1101' haw the sa\'ing's that. we haTe from the present' operations t.han 
.1',)11 \I'OllJc1 frol11 previons patterns. 

II also allows 1'011 to use much more sophisticated loading- and ll1l

1";I,d in!:: E'Clllipment. 
,':':('natOl;' LONG, Senatm' ?l1a~'nllson  has sllgg-estBel om' otlier l11A.tter 

lliar is not thc snbj(>f't of om' l]('arillQ' today, hilt while T have 1'011 here 
I "'()ll Id like' to get yOlll' t honpNs on t1~e sllbjr.ct. ' 
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To avoid discontinuing some of these An1trak routes, he suggested 
that, between some of these routes presently being served by Amtrak, 
that bhe trains-hook the passenger trains on the end of a fast height. 

111. his part of the country, in the early days, that is how it was. YOll 
would have a freight train with passenger cars on the end of it. 

,Vhat are your thoughts on that area, along that line~  Couldn:t that 
cut down the Amtrak losses if you simply attached those passenger 
cars to a fast freight between here and New Orleans, or between Chi
cago and New Orleans as 'an example ~ 

Mr. DEMPSEY. I know that you would have some operating prob
lelJl1s. You would have a lot of slack action back there. 

Senator LONG. ,Vhat is that? 
., Mr. DEMPSEY. If you are at the end, you have a lot of slack action. 
That is why the employees sometimes get thrown around in thE' ca
boose. You wouldn:t want to have passengers ricocheting around on 
the walls. 
. I know that there would be that kind of a problem associated \\'ith it. 

Dick, do you thing tlhat that is a feasi ble idea? 
Mr. BRIGGS. Over the years, as an alternative to total discontinu

ance, railro?ds have run some mixed trains. They are usually in nrens 
where there is no other form of transportation, and the people are 
basically forced onto the railroad's rural routes. 

I think that most expectations today for the modern-day traveler 
would be considerably above the comforts that could be provided in ,t 
single car attached to the end of a freight train. If you ask any conduc
tor, I don't jJhink that is the way he would want to travel, unless he 
earned his money at it. It is a very rough ride. 

You have problems providing services. It may be, in some situations, 
that the need for transportation by a few people is so pressing that 
this might be an aJternative. But as a viable form of everyday eOlll
mercial transportrtion, Senat.or, I don't think it is very feasible. 

Senator LoNG. I thought by now you could overcome the teehnical 
problems involved in that. It seems to me you could find a way to beat 
that. problem. 
. Mr. DE:M:PSEY. It is the impedance. It is t.he crack-the-whip. A 
skillful engineer can manage it pretty well, but you still haTe a 
lJroblem. 
.. Senat.or LONG. I would have thought by now that if you were work
.ing on the problem, yon cotlld have found a. way to have a lml;~ing 

system that broke to where yon would apply the brakes to all CHi'S 

simultaneously. You cfI.n do it, can't you ~  

Mr. BRIGGS. We dothat. 
o' Senator LoNG. I think I ('auld do something that maybe you 
couldn't. Anybody could do that. 

Mr. DEMPSEY. If you were on the end of that long freight train. you 
would notice from time to time that it is not as good of a ride. It might 
absolve us of the charge tha,t we give priority to freight trains. I 
could say that.. 

Senator LO~G.  You are one to try to think for and provide he1p to 
the industry, it looks to me as though you are missing some bets. 

Insofar as I am chairman of t.his subcommittee. WB are mis5in~r  

some bets. And just to cit.e one simple example, we have got. tl'ael~s 

moving into the metropolitan areas such as \Vashington, where I ]iye, 
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Baton Ronge, ." we have those tracks moving in. And during the 
rnsh hour in the morning, there are tremendous .numbers of p~ple  

who could be moved down those tracks and to thelr place of busmess 
mllch more quickly than they are gettingthere. 

Now in the Chicago area, apparentJyquitB a job is being done of 
moving a lot of people into the metropolitan area during the rush 
hour; in fact, in the rush hours in the evening. The same thing cannot 
he said for 'Vashington. It can't be said for New Orleans or Baton 
Houge or many cities in this country, can it? 

,VeIl, the answer is no. 
Mr. DEMPSEY. I guess not. 
Senator LONG. And you can talk about your poor return and I am 

concerned that we ought to pay you something to use those rails to 
move a lot of people in and out during the rush hour. 

That. is a small item of income in the beginning, but if it improved 
1he tedmical competence and develop ourselves a vehicle that can popt 
nn and off those rails-I know there is something that can do it, but it 
is not technically very good. 

But. if we could develop something better, and then I would think 
I.hat. it would help a lot to solve the problem and we ought to pay you
'rr.ll to help provide that service. 

~Ir.  DElIIPSEY. So far as experience has demonstrated across the 
rount.ry, moving people has not been a profitable enterprise. That 
(10esn't mean we shouldn't do it. It shouldn't mean that we shouldn't 
rooperate in doing it. 

Senator LONG. If you have a metropolitan area, Mr. Dempsey, and 
~'ou  have got bumper-to-bumper traffic getting into the heart of that 
metropolitan area in the morning and in the afternoon, then somebody 
onght to make some money out of this thing of moving a lot of people 
ill and ont at that period. 

::\'0'1' the rail is not bei.ng used much at that time anyway. 
Mr. BRIGGS. There are examples of cooperation in 'Vashington. The 

;\fetro from Silver Spring comes down the Chessie System's right-of
\yn~'.  I believe they worked that out to their mutual satisfaction. 
It does require a metropolitan authority, of course, that is willing to 

rnn the service and pay for it. Metro was constructed along that right-
of-way, in large part.. . 

Senat.or LONG. They use t.heir own rails, though, Metro? 
Mr. BRIGGS. Yes; for operating' reasons on both sides. 
Senator LONG. Yes. ,VeIL it Just seems to me that a better service 

"fluld be rendered. It might be a small item of revenue, but in the 
hil"nation, you are in rig'ht no,v, l.S-percent return, every little bit helps.

jIr. DElIIPSEY. That's right. 
SE'llator LONG. Thank you very much. 
:\fr. DElIIPSEY. Thank you, Senator Long.
[The statement follows:] 

~TATEMENT  OF 'WILLIAM H. DEMPSEY, PRESffiENT, ASSOCIATION OF AMERICAN� 
RAILROADS� 

~Iy  n:lme is William H. Dempsey. I am President of the Association of 
llIlerican Railroads, with headquarters in Washington. D.C. The railroads 
1\ hich are members of the Associa tion operate 9~  percent of the line-ha ul mileage, 
linploy 94 percent of the workers, and produce 97 percent of the freight revenues
"r aU railroads in the United States. 
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I welcome the' opportunity to appear llefore you ,lay to present the views of� 
the Association on both S. 3260 and the current rail car shortages. The Ill,Hrpl' of� 
rail car shortages grew to critical importance earlier this year when demand fut'� 
certain rail equipment exceeded supply by a \vide margin. The prolliem contill\lE"s� 
today, although tbe gap between demand and supply has lessened appredal>l~·. 
 

I will rE'turn to this subject later. I would first like to adc1ref::s S. 3260.� 

S. 3260, A BILL TO ALLOW CERTAIN RAILROAD ltA'l'E FLEXIRILITY 

S. 3260, whicb was introduced by request of the DelJartlllent of TrullsportatioJI, 
proposes the re-establi.sbment and modification of the seven percent "no SI1S
pend zone" provided for in tbe ratelllaldng provisions of section 15(8) of tllP 

~nterstate  Commerce Act (49 U.S.C. §15(8». ~E'ction  15(8) was added to the 
Interstate Commerce Act by section202(e) of tlfe Railroad Revitalization and 
Regulatory Reform Act of 1976 (tbe4-R Act) (P.L. 94-210).

Section 202(e) of the 4-R Act modified the Interstate COlllmerce COllllllis-· 
sion's power to suspend proposed rate changes by establishing, for a t\vo-year 

• period, au. experimental seven percent no-suspend zone. The experimental period 
ended in February 5, 1978, Under that provision, the Commission could not sn,:,
pend a proposed rate increase or decrease representing not more than a sel'en 

_percent change over the rate in effeCt on the prior January 1 except (i) nnder� 
Interstate Commerce Act section 2 (relating to unjust discrimination), 3 (relut

. ing to undue preferences), or 4 (relating to rates on long versus short llanls),� 
(ii) upon complaint that the decrease was an unfair or predatory competitivE' 
practice, or unless (iii) a finding of "market dominance" was made. 'l'he ~el·eu  

percent no-suspend zone did not apply to general rate increases. 
The practical use of the seven percent provision Ivas limited, since, among 

other reasons, the provision applied only to non-market dominant traffic. A rail
road proposing an increase ina rate applica ble to non-market dominant traffic had 
no incentive to designate the proposal as one under the "uo suspend. zone" pro
vision since, by reason of the amendment of section 1 (5) of the Interstate Com
merce Act by section 202 (b) of the 4--R Act, the Commission no longer lias a n
thority to deny an increase on non-market dominant traffic on grounds of unrea
sonableness regardless of the percentage increasE'. 

In re-establishing a "no suspend zone", S. 3260 would amend section 15(8) of 
the Intel'state Commerce Act to permit the no suspend zone to operate iLHlepen
c1ently of market dominance considerations. 'l'he provisiou would remain in effect 
for five years.

The A..AR supports in principle re-establishment of a no suspend zone pro,isiolJ 
as proposed'to be modified by DOT. Elimination of the market dominance stnn
dard from the proviSIon is critical to its utility, We belh~\'e  that S. 32601110\-eS in 
the right c1irection but that it does not go far enongh. 

A MORE PROGRESSIVE AARR PROPOSAL 

The AAR therefore proposes additional changes in the rate freedom provisioJl; 
\vhich can he briefly summarized as follows. 

We propo.'>e enlargement of the zone of rate flexihility or rate freedom fr(,L)l 
seven percent to 15 percent for any calendar ~-ear.  Such changed rates shonld 
be. exempted from suspension, investigation. or being spt aside by the Interstatl' 
Commerce Commission on the gronud that they are nnreasonably high Ol' low ill 
violation of section 1 of t!le Interstate Commerce Act or that they contraveu,· 
section 4(1~  of the Act. The rate flexibility concept shonld he applicahle to an~'  

proposed rate changes, including those of gE'neral applicahility to all, or sub, 
stantially.tlll. traffic.' Our proposal would· >:et·uppel' and lo\\'er limits of perini;;· 
sillie rate flexibility beyond which such flE'xihility Ivould not apply. In the ('asE' ilt 
rate inereases. this would be at a point at Wllich a carrier's overallrevenne level, 
yield earnings equal to its current cost of capital. and in the case of decreasE's it 
would he at a point where a decreased rate does not equal or exceed the "aria hi,' 
costs of providing the services. Finally, we propose tliat a tariff filed under snch " 
provision should be permitted to become effective upon thirt~'  days' notice wilh' 
ont. suhmis!o'ion of evidence or justification in support of the change. Ko chf\Il;!" 
would be made in the Commission's power to suspend 01' iJl\'estigate and thpr.. 
after declare a rate unlawful nnder otiler sections of till' Act, including sec-tioll 

:l alld 3. 

TH,E 1, ~ROADS' CO?lTINUED NEED FOR ADEQUATE REVENUE LEVELS 

A major purpose of the 4-R Act was to increu!o'e !"flil earnings to adeqll"te 
1("l'elsby relie\'ing tbe curriers of some of the past l·egulatory restraints against 
1hei r pricing practices. Although the 4-R Act became la w oyer two years ago, tlIat 
I H.IrjJose has clearly not been achieved, To realize this objecti \'e it is estimated 
11",' jlldustr~· would have to earn apPl'OXilllatel~'  :j;3.:; billion in ordinar.I' inC-lome 
11 "'Illally, 'l'his figure represents the leYels necessary if tile railroads aL'e to ac-hie\'e 
n<li'lJnHte earnings-Le., those which will insme finl1ncitll stability and the capac
II,'· to rendE'r seJ'\'ice. Tile actual record of the ind ustry proYides a sad c-ontrasl; 
10) I he::;e objectives. 

1,'01' the economy as a whole, 1977 was a good year. But for tile railroad indus
I I'), rapid cost inflation and other factors put seyere pressure on earnings. L\et 
,,,ilwar operating income-already at inadequate leve!s-<lrojJped to the 10\I'esl; in 
,I: •.,·pars or $346.6 million. Its rate of return on net investment declined to 1.26 
J"·n·ent-one of the lowest in history and less than one-eightb of Il"bat is CUn' 

Id\'I'ed necessary in most regulated industries, 
llnfortunately, the in{lustry's poor 1977 earnings ure not a teillporan' pile• 

""Illcnon. Tbe fact is that the industry's rates of return on net investment fOl' 
I\)j·;; and 1976 were 1,20 and 1.64 percE'nt respecti\'el~',  The 1975 and 19•• rates of 
"'llIr\l are even lower than tbe 1932 depression year figure of 1.37 percent, tue· 
I,rl·,·ions all-time low, 

~'Iellsured  in comparison with other industries with which railroads COlllpete 
"". ill\'estment money, railroad earnings remain chronically weak. Other frE'ight 
I II 'Tiers uuder Commission regulation earn five to twelve times as llluch ns do 
IIdlroads, as shown below for 1976, the latest year for \vllich comparable data are· 
III "liable, 

RATES OF RETURN OF ICC-REGULATED CARRIERS, 1976 

Percent 

Return on net Return on
investment equity, 

t I.~, 1 Iltilroads _. . •• ~  •• .:.. . •• __ I. 64 I. 80. 
19.23 23.60, 
16.03 17.17:;~~:o~~~~~~a1~!i~~Y~~~ ~~~~a!::::::::::::::::::::  ::::::::::::::::::::::::::::: 7.59 26.08; 

I ill,Pr industries also enjoy of rates of returllllluch higher Ulan that of the rail�
il'I'''~.  The average return on net wort.h for leading COl1JOrations in IH.7 ,,·as� 
'Ii I,,·r"ent. :.\Iauufacturing c'O!1)Orations averaged 15.0 percent and mining' D.::>� 
"'''I)I. Pu1l1ic utilities, which are also regnlated but which operate in less com�

II ·f III "I' IllHrkets than do the railroads, avel'aged 12.1 percent. Railroads a "eraged� 
III,' 1.1I percent and ranked dead last in a listing of 73 industrial groups. 

l'''''r a" pal'nings have bE'en in recent yE'at·s, industl'y profit.s for the 1Il0.<t rp-·, 
., III lll'riod for which data are available, the first quarter of 1978, are worse., 
I I,,· ,'I1'('cl's of the harsh winter, the coal miners' strike ,lnd con tinning inflation.. 

, I I,,' r,liiJ'oad industry during the first quarter were, in a word, disastrous. 
~1"  "d "" I)Ulll't.erly reports filed with t.he Commi,,<ion, the Nation's railroads: 
,:,,,"q,,·11 fl'Olll the first three months of 1!1'8 with defi<'i ts of ~156.2  million in net 
'-~j"II,,1"  IIl'prating income and $274.0 millioOu in ordinary ini'ome llefore ext!'nnrdi

"1' ill'III". The net railway ollerating income defidt was the biggest loss of auy 
","'1,·,- ill J"Hilrol1d histof\"" . .The rOsseR iu ol'ClinaIT income were also the jar~est  

II 1111.' '111<1 rt(~r for which data are a "aila'ble.' ' ,. 
II ... (Ir:l"tk downturn in earnings swept through the industry, with fE'w E'X

1111, ill',. I )pclines in ordinl1ry income were registered hy 28 of 36 reporting roacls. 
11,.lr "I I III' ;~(;  ('arriers had deficits in the first quarter of 197fl. 

, ... II '·I'SI111: of the first qua-rter, t.he rate of return 011 net investment for the 
1I"""l1s (~lIdpd  ~Iurch  31, 1978, dropped to 0.6 percent which is probably the 

\ ,-,'1" 1"11 for any four quarter period in recoroed railroad histoOry. '''hile the 
I~'I"'I'''I  rl'('pnt rate ini'rea>:e authorized hv the Conllnis,sion hoo!o't·ed the jil

,,'S (·",-)"('nl". pal'nings np to Ole 19.7 lel·el~.  the ('ertain prospects of ('ontinu
Ilil~11  1o-1',·1s Ill' national inflation and penclinp: labor ne;.:,otiations will C:1:1,-e, 

"/).',. d":"rioratiOlI. -
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.3 almost twice a,: much as the total additional re"enues that the
Ex Parte No.:

RESTRICTIVE RAILROAD RATE REGULATION BY THE IWI'i...,TATE COMMERCE 

railroads haye artempterl to obtain from all of the section 202 and 206 rate pro
COMMISSION 

posals filed "ince the 4-R Act llecame la ,Yo This is progress in reverse. 

Our proposal is particularly important in the light of recent act~ons by the In Another aspect of the Commission'S decision in Ex Parte Ko. 343 is equally 

terstate Co=erce Commission. 'ABmentioped ~bove, in the 4-R Act Congress di had. The rates on which the Commission ordered a roll hack Ivere among thOSe 

where, allegedly, most of the reyenue earned on the nlOyements reSulted from
rected .the Com.n'lission to develop and maintain "standards and procedures for 

rates which were in excess of ISO percent of variable operating costs. To l;eep
the establishment of revenue levels adequate under honest, economical and effi

this action in perspective it must lie point out that I'uriable costs are ~ignificantly
cient management to cover total opemting expenses, inclUding depreciation and 

less than the fully allocated transportation. The fully allocated costs are the
obsolenscence, plus a fair, reasonable and economic profit or return (or ooth) ou 

IJreak el"en point, leaVing no room for profit. If a Carrier earned only variable
capital employed in the business." Congress commanded the Commission to make 

costs on all its traffic it would ineVitably go bankrupt.
an adequate and continuing effort to assist the carriers in attaining such reve

nue' levels. ·And· yet, the Commission has'recently erected serious roadblock's' in In the recent past the Commi:o;~ion has recognized that rail earnings on cer

the way of theind\lstry's revitalization. , tain commodities must necessarily be greater than on others if the industry is 

I refer first to the Co=ission's decision of June 28, llYl8 in Ex Parte No. 343 to continue to remain soll'ellt, let alone improve its earnings. In its January 31, 

in which the ComJhission had under review a nationwide increase of five percent 1978 decision in Ex Parte 338, the proceeding required by Congress to formnlate 

in rail freight rates and charges. That rate increase was designed to offset only the standards and guidelines for the establiShment of adequate railroad revenue 

in l'\art increases in operatiing costs which the industry had sustained. If the leyels, the Commission said: 

rate increase had been approved in full, the industry would still have fallen "... although equality of contribution may he desirable as an ideal in an 

short of its cost escalations by $150 million annually. This increase was not de emergency or cost based general increase where revenue adequacy is lacking, it 

signed to imDrove earnings, but simply to cushion. in part inflationary price in would be inappropriate to place undue emphasis on cost/rate ratios. Because Of 

creases and thus prevent further erosion of rail earnings. differing demand and competitive circnmstances a greater contribution is ayail

In itsieport.in this proc.e.edfug th~ .. Commissi'0nrecqgnized that the railroads able from some commodities than from others." 

needed additional revenue ,and. thattpe revenues·produced by the increase would This statement, which recognizes the realities of railroad economics, is belied 

fall short of' the railroads' additional costs. Yet the Co=ission directed the by the Commission's rolllJack in Ex Parte No. 343. It appears that the Commission 

railroads to roll back the increase by significant percentages on seven major 
is placing an undue emphasis on eo;;t;rate ratios. It is also clear that the Com

commodity groups and to make refunds of approximately $25 million to affected mission's restricth'e policy Ivill be continued unless Congress intevenes. 

shippers. The Commission's action by its own calculations will result in a loss 
In the IDOSt recent general increase proceeding. Ex Parte No. 349, the Com

to the industry of $50 million annually. Added to the built-in shortfall of $150 mission rejected the industry's proposal for a seven percent increase on coal 

million this produces a cost-revenue gap of significant proportions which the 
rates by rolling it Lack to four percent. This means a loss of $47 million in 

railroads can ill afford to absorb in view of their marginal earnings. revenue aunually, plus an additional ~9 million in other rollbacks. The Commis

In explaining its action, the Commission announced that it is of the view that sion ha~ also placed under investigation the same COmmodities which it rolled 

the railroads should de~emphasize general increases and look to selective rate 
back in Ex Parte 1\"0. 343 and added others as well. The railroads are fearfnl 

increases on mdividual commodities to promote revenue adequacy. It also served 
that the investiga tion will terminate ill an order similar to that in Ex Parte 

notice that it will not fa VOl' such selective increases when the carriers ha ve what 
No. 343-auother substantial cutback in rel"enues. Where then are the railroads 

the Commission deems to be already adequate earnings on the commodities in 
to turn? They cannot hope to aelliel"e the needed siX-fold increase in earnings 

quesu.on. In other words the decision relegates the railroads to individual rate 
by selectil"e rate increases. Much rail traffic is subject to penasive water and 

increases and those only where the rates in question now generate merely mar
highll"ay cOlllpetition which is often the reason that the rates are depressed in 

ginal or relatively low earnings. Obviously, most of this traffic carries such l'ates 
the fir:-;t plaee. There is a possihilitJ', indeed a prohability, that significant traffic 

losses in this cla~s of traffic will ensue if the rates are raised to any material
because of competition where the railroads' ability to raise rates is severely 

extent.limited.
The industry cannot properly function under these newly announced policies. 

The amounts of rel"enue to lJe gained from increasing the rates on this category 

Although there maybe some situations where selective increases make sense, given 
of traffic are limited in terms of the earnings gain the railroads must achieYe. 

today's infla~ionary climate every regnlated utility in the United States, not just 
In addition, although the Commis:;ion has admonished the railroads to increase 

the railroads, must rely upon general increases to promptly offset their cost 
marginal rat.es, it has also inconsistently denied carrier proposals seeking to 

escalations. No privately owned regnlated industry and certainly no railroad 
accomplish that resnlt. For example. last year it rejected a nationwide increase 

e.ould remain viable unless its increased costs of providing service can be offset 
iu lumber transit charges el"en though it fonnd t.hat the existing transit charges 

by "general increases. These cost increases are of such magnitude and their onset 
were marginal or non-compensa tory. (I. and S. Docl,et No. 9139. decided March 

is ,~o sudden that it is ridiculous to believe that they can be offset by selective 
22, 1977). Thus, the railroads are by.no IDeans assured of obtaining adequate ad

rate increases on individual commodities. As an example, in Ex Parte No. 343, 
ditional re'"enue from any source, gil"en the present t.hinldng of the Commission. 

the- ra.ilroads pres'ented evidence that the industry had sustained increased costs 

of over $1.1 billion since November, 1976, the date of the last previous general 
FURTHER EXPLANATION OF AAR PROPOSAL 

rate increase. Sole reliance on selective increases would pl'Oduce an intolerable 

delay in recapturing increased costs and losses to the railroads would mushroom. The amendment we are proposing is intended to asSure th~t the railroads will 

B~fore earnings can be improved these cost increases must be offset. Express have the freedom to change their rates, free on interference from the Interstate 

recognition of this economic fact of life is contained in section 205 of the 4-R Commerce COllllllission, in such a war as to assist. t.hem in at.taining adequa te 

Act, ah'eady cited, which provides that rail revenues should be adequate to earnings levels, 

"cover the effects of inflation." Even prior to enactment of the 4-R Act the' 
1. A lal'gcr ~'OIIC Of rC(Lso/wblcIlCSS.�

Commission itself specifically recognized the need for general increases to comllat� 
It will create a zone of reasonableness of 15 percent up or down in which

inflationary cost increases. In Ex Parte No. 262 it said: 
carriers are free to inerease or decrease their present rat.es wit.hout Commission

"In this economic climate a horizontal increase applied to all rates is the 

fairest means of distrilJuting the hurden of providing additional re'enue." inten'ention. The inc-reuse in the size of the zone from sel"en to ]5 percent is 

based on the need of the industrr, above all else, to realize revenue lel"els ade
This ohservation was made in 1970 and it is jnst as true toda.,. It is the Com

qnate 10 produce iln iml1royed rnre of return and to. "prm'ide and nmintaiu ade
miSl3ion's thilJldng. not the economic climate, thi!.t has changed. The new attitlHle 

quate sel'Yice in the public interest." (Report of the Senate Committee ou Com
places the railroad industry in jeopard.,. In electing to pursue a policy de

S. 7818 Report No. 94--499, 94th Congress, 1st Session,. November 26.
emphnsizing ge!leral increases. th"! COlllllliE:sion "'ould pllI'tialJy suLstitute selec merce 011 

tive illcreases as a palliative for I'he indnstry's finan"ial ills. The remedy is gro"sly 1975, at. ;)2). Approximately half of the 15 percent. figure, if tile present and recen t. 

inadequate. As an illustration, the Commission's $50 million revenue rollback in past mar be used as indicators, Il"ill be consumed hy increased costs. Inflation 

:n-890 0-78--;) 
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has been running at it rate of 11 percent for the rail i. \try for the past three 
years. It has averaged almost 10 percent in the last aecade. Hopefully, the re
mainder of the 15 percent figures will be readily available for use, where com
petitive pressures vermit. in the industry's attempts towards improving its rate 
of return. 
2. Suspension Q.n¢ .investigation restrictions' 

To this end, the ~'\.AR  proposal would curtail the Commission's pO"'er to sus
pend, investigate, or set aside rate increases or decreases on the ground that the 
rate is unreasonaLJly lligh in violation of section 1 or in violation of section 4 (1) 
of the Act (except for protection of through routes and tlle aggregate-of-interme
diates clause). The Commission retains full powers of suspension and investiga
tion l,Inder the antidiscrimination provisions of sections 2 or 3. The Commission's 
powers under section 1 and 4 (1) would cbme back into play once the carriers 
have acllieved adequate revenue levels measured by a return based on current 
cost of capitaL . 

The exemption of such changed rates from suspension, investigation, or LJeing 
set .aside by the COlllmi~sion  on section 1 or section 4(1) grounds is simply an 
extension of the approach taken in the original no suspend zone. prOVision of 
the -!-H .\.(.t. The '1l1,led. exellipnoll of changed rates from most of the provisions 
of section 4 (1) of the Act is necessary since in many instances increases cannot 
be llIade eli'ecth'e without IJI'odncing in some instances rates that yield greater 
compensation for the transportation of property for a shorter than for a longer 
distance. 
3. Application to gcnen~l rate ·incrca.sc8 

The application of the 15 percent rate freedom zone to general rate increases 
is necessary since general rate increases have been and will remain an essential 
part of the raill"Ouds' efforts to increase earnings as "'ell as keep abreast of grow
ing costs. As I have stated, individnal rate adjustments on the most competitive 
rail traffic are not "nfficient to produce adequate earnings levels. They do not 
provide a practical means of meeting the demands of inflation, increased labor 
co~is.  and higller prices for materials and supplies. General rate increases and 
individual rate adjustments are both necessary. They complement each other. 
They should both be suLJject to the proposed rate flexibility we are urging. 

4. FU1-ther res tri ct'ions on the proposed rate (te:mbUity 

In addition to the rate change limits of 15 percent per calendar year, our 
proposal would deny rate flexibility in the event a reduced rate would not equal 
or e:l:ceed variable costs of providing the service. (Concededly there has been 
little regulatory interfereuc"e with rate reductions in recent years.) R.ate flexi
bility would also be denied where the carrier or carriers proposing a rate' increase 
or increases will attain, by reason of tIle increase, revenue levels in excess of an 
amount sufficient to yield aggregate earnings in excess of current cost of capital. 
In. other words, we recognize that unlimited rate freedom could be misused, 
so in addition to limiting the scope of tbe zone of freedom to 15 percent, we fur
ther limit it to variable costs on tile low side and resultant earnings in excess of 
eur.rent costs of capital on the high side. This will provide protection tb other 
carriers from unfair competition and to shippers from unreasonably high freight 
rates. 
S. Elimination of ICC prooedural and evidentiary requ4rements 

The AAR proposal will carry out the will of Congress without further Com
missi'on-illlposed delays and roadblocks, Under the proposal carriers will be free 
to adjust rates promptly witllout running the gamut of lengthy and burdensome 
COI'limission procedural and evidentiary reqUirements and without counterpro
ductive holddowns or roadblocks. Tile matter of procedural and evidentiary 
stumbling blocks deserves comment. In lllany of the rulemaking proceedings 
covering the special rate provisions enacted by Congress in Section 202 of the 4-R 
Act, lengthy and cumbersome procedural and evidentiary rules have been im
posed by the Commission. 'l'hese delay, and, in the case of the market dominance 
prOVisions, defeat, the benefits that Congress intended to extend to the industry. 
Our proposa 1 eliminates similar Commission interference with the 15 percent 
1'<1 te adj\Lstlllent by requiring the Commission to permit the rate changes on 
thirty days' notice without the need for obtaining prior relief from outstanding 
rnles or procedural requirements and without requiring prior evidence or justifi
cation. 

CONCLUSION 

The railroad industry believes that Congress intended in the 4-R Act that 
the industry should be freed from restrictive regulatory interference to tbe ex
tent of being permitted to earn an adequate rate of return. Unfortunately the 
Commission has not heeded the will of Congress. Its latest acti"6!ls, as discussed 
in this statement, run counter to tbe philosophy of the 4-R Act and its promise of 
a viable and healthy rail industry. The industry has been relegated to an even 
more restrictive regulatory scheme than has been the case in the past. Further 
legislation is needed, not to achieve any new purposes, but rather to advance 
present Congressional objectives and prevent continUing Commission intransi
gence: 

The Interstate Commerce Commission's march toward more regulation of tbe 
railroads and less rate relief comes not only on the heels of the 4-R Act, which 
attempted to head tlle Commission in the opposite direction, but also at a time 
when various deregulation proposals affecting a number of industries are being 
made. And it comes at a time when the railroads, with their worst earnings in 
history, can hardly afford the losses imposed by the largest style of ICO regula
tion, whose results seem lil,e a scheme designed to deal with the railroad monop
olies of 100 years ago. 

This problem is not simply a matter of private versus governmental interests. 
It is, or should be, a matter of grave public concern. Unless the majority of 
railroads achieve adequate earnings, there is no. way they can provide sufficient 
freight cars, modern track, and efficient terminals, short of massive doses of 
taxpayer subsidies. There is no way the public will reap the full benefits which 
energy efficient, low cost rail service with its large amounts of unused capacity, 
can provide for the growing amounts of coal and other freight this Nation will 
reC]uire in the coming decades. 

The provision of fully adequate rail service in the face of inadequate rail earn
ings is simply not rtOssible in the long run, no ma tter how hard the ICC attempts 
to avoid that inescapable fact. Current earnings of even the strongest regional 
groups of railroads are only one third of what they need to be. 

A more realistic regulatory framework wOn't guarantee that those earnings 
are fully achieved. It won't provide the full answer to the railroads' difficulties. 
But it will be a substantial step ahead and it stops the Commission from adding 
to the railroads' difficulties while the Congress and the Administration are 
attempting to find solutions. 

CURRENT RAIL CAR SHORTAGES 

In the Chairman's letter of June 29, 1978, I was asked to respond in this state
ment to four questions relating to current freight car shortage problems. 

Before I respond to the questions I would ,like to say that it cannot be denied 
that a car shortage does exist, for which there are a number of causes. The short
age is due in part to the unpredictable surge in the volume of grain shipments 
which Ileg-an late last year. This surge followed a two-year period when grain 
movements were light and the railroads had substantial surpluses of grain cars 
in Morag-e. I understand that these surpluses developed because grain was being 
stored in record amounts, as a result of depressed market prices and government 
loan programs, rather than mO\'ing in nonnal channels of commerce. The onset 
of the current grain car shortage was a sudden and unforeseeable development 
\vhich arose as grain prices increased and grain was removed from storage to 
take ad\'antage of the rising prices. The car shortage was then aggravated by 
severe winter storms which tied np rail operations and much of the Nation in 
late ]977 and the first quarter of 1978. 

The railroads are overcoming the operating problems caused by the winter 
storm" and are doing" a good j<lb now in mOVing hea vy volumes of grain traffic. 
We an' now handling- more grain per week thandnring- the record year 1973, and 
"'ill continue to do so barring unexpected complications. During the latest week 
ended .Tuly 1. 1978. the railroads handled 30,4]2 cars of grain, up 21.7 percent 
O\'er the comparahle week ending" .Tnly 2, 1977. The ahility to top 1973's totals in 
recf'nt weeks is attr.ihutable primarily to the expanded lise of jumbo covered 
llOpper cars. These cars carry an ayerage of 3,400 bushels each. compared to an 
average of 2.000 hnshel" for hoxcars. Tlms. tIle railroads have been able to 
trilll"port .'\.5 pl'rcf'nt more grain than we did fiye year ago. 

Thf' railroarl industry is also handling- mme coal this Quart.er. There was a 
temporary shortage of coal cars after the roal miners' strike, when an abnormal 
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demand arose due primarily to the coal users' efforts to. Jild their stockpiles 
which were depleted during the strike. During 1977 the railroads handled 4.7 
million carloads of coal, the highest since 1970. Since April the average carload
ings per week have been 17 percent above. the full yearaverage ..in 1977. Pro
jected for a full year at this rate the coal. loadings could equal or exceed the 
loadings for last year, and the railroads have the cars necessary to handle this 
traffic. We are also ahead of schedule in expansion of the coal car fleet to meet 
the demands of projected production increases under President Carter's energy 
program. 

The railroads should not be expected to buy all the cars that would be needed 
to meet snch abnormal demands as I have described. If we did, we would have 
thousands of cars sitting around idle for about six months of the year, and with 
each car repre>ienti,ng an investment of some $35,000, the railroads simply can
not afford that' kinO. of luxury. From a sound business standpoint, it would be 
a ridiculous investment, even if we could afford it. 

Substantial im'estmellts are being illade by the railroads to add needed freight 
cars "fo the fleet. Currently, there are 62,224 cars ·on order, as compared with 
25,237 cars last year, and it has been projected that total orders for this year 
could reach 100,000 cars. The backlog for the first five months of 1978 is 48,279 
cars, as compa red wi th 24,705 for the same period last year. 

I <;an assure you tb.at tbe Nation's railroads share Congressional concern 
about the current freight car shortages. We have done our best to deal with these 
abnormal demands under adverse conditions, but there is no way that two years' 
grain crops can be moved in a single year without some problems. We are at
tempting to meet those problems in a fair and equitable manner. The railroads 
are the dominant form of transportation for moving most of the raw 'materials 
and agricultural products essential to the Nation's economy. We accept that 
responsibility and are doing everything possible to provide the transportation 
service needed. ' 

Now, I will respond to your four questions. 
1. VlThat ha ve been the effects of the Interstate Commerce Commission's 

various car service orders on mitigation of the car shortage problem? 
Congress has recognized the likelihood of foreseeable freight car shortages 

such as that now existing, and has provided the Interstate Commerce with emer
gency powers in section 1 (15) of the Interstate Commerce Act to issue car serv
ice orders to cope with such problems. Under this authority the Commission has 
O\'er the years in its discretion issued car service and distribution orders which 
!lave in most instances accomplished their purpose and helped to mitigate car 
shortage problems. However, in recent years the Commission bas tended to over
react to such problems with insufficient or incorrect data and the orders have 
been issued more frequently, for longer durations, and have tended to be more 
beneficial to special shipper interests than such orders in the past. Some of the 
most recent orders have contained requirements which are detrimental to good 
car utilization, unreasonable, impractical, or could even be characterized as 
arbitrary and capricious. Current examples of such orders are Service Order Nos. 
1304 and 1309. 

Service Order No. 1304 permits only 20 percent of a railroad's covered hopper 
fleet'to be used in unit-train service. The railroads feE'1 that this is detrimental 
to efficient utilization of covered hopper cars. Comments made by a majority of 
tbe grain shippers (both single and multiple car shippers) at recent I.C.C. meet
ings held throug-hout the country on current freight car shortages clearly in
dicate that very little improvement, if any, had occurred in car supply or utiliza
tion since issuance of that Service Order. The small grain shippers were still 
complaining that unit trains utilized too many freight cars and the unit-train 
shippers were critical of the railroads' reductions in the size and number of unit 
trains. 

'Service Order No. 1309, which has bPen in effect since March 15, 1978, has 
really had an adverse effect upon car utilization and overall railroau operations. 
This Order requires the Nation's railroads Jo place, rE'move, forwa,rd, clf'an. 
weigh, and give lig-ht Tepairs 00 system and foreign cars. hofh loaded and empty. 
I\-i,thin 24 'hours. I am advised that full compli'ance with this ServicE' Order on 
some railroads is an im-possibility and would be economically unfeasible on 
others. 

The 'Order does 'not recognize the e,eryd·ay realitiE's of railroad operations. 
Even in the best. equipped and st.affed terminals or yaTds, which handle thousands 
of cars daily, there will normally 'be some cars on 'haud in eX'Cess of 24, 48, or 
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more hours fronl arrival to departure time. In the expedited handling of many 
hundreds of thousands of cars daily, as required by this Order, delays in for
warding them could be caused by missed connections, adverse weather condi
tions, equi·pment failures, derailments, strikes, plugged grain elevators, con
gestion at ports or terminals and other real-life day-to-day occurrences. 

I believe that the railroads have illade a good faith effort to comply with Ser,
ice Order No. 1309. However, the Commission recently announced in the press 
that it had assessed the largest fines in its history, totalling 'Over $7 million, 
against three major railroads for many thousands of violations of this Order, 
and similar action 'has been threatened against other rail,roads. I submit that 
this raises some question as to the rea'sonableness and pos~ibility  of compliance 
with that Order. In my opinion, Service Order No. 1309 will make worse ratber 
than mitigate the current freight car shortages. Railroad operating personnel 
will be more concerned with trying to comply with the Commission's Order than 
moving freight, which should be theirprima-ry concern. 

'Then, there ,are mandatory Car Service Rules 1 and 2, which were prescribed by 
the Commission some six years ago in Ex Parte No. 241 and h-a I'e the 'same E'ffect 
as car service. orders. They also have contributed to the cur,rent shortnges of 
freight cars. Although the Commission has grant.ed numerous exemptions and 
exceptions to those rules for certain railroads, the majority of r·ailroads still 
must compl:- with them. Under those rules, when a freight car ·is unloaded on 
another railroad, t.he car must be sent empty or loaded in a direction toward 
the owning railro-acl. Often shippers will reload cars that ,are made empty at their 
unloading docks. "Thile this may be a desirable practice from the viewpoint of 
good car utilization, any shipment destined to 'a point away from the car owner 
could not be loaded or moved in that particular car. The car would 'h'<lve to be 
pulled empty and an appropriate ca-r spotted for loading. During a time of car 
shortage it is essenti:al .for the ra-ilroads to extrnct maximum utilization from the 
eXisting freight car su·pply. The Oommis~ion  should consider suspension of man
datory·CarService Rules 1 and 2 during such times. 

The diversity of rai'lroadoperating practices, of traffic flow patterns, and of 
shipper service requirements make it virtually impossible to establish rigid or 
arbitrary car service rules or orders applicable to all railroads and still maintain 
a viable, E'fficient and competitive rail transportation system. A casu·al acquaint
ance with the magnitUde of railroad freight car ownership, the problems of car 
distribution to all rail shippers in the United 'States, and the multifarious trans
portation operation'S involved discloses the complications that will rE'sult from 
unreasonable car service rules or orders. 

2. What, if 'any, legisla,tion do you believe would be effective in either improving
cal' utilization or easing the car shortage problem, or olJ0t11? . 

The railraads favor legislation tlult will enable them to cure their basic prob
lem of inadequate earnings and \"ill impro\'e the competitive climate in Which 
they are forCE'd to dQ business with competi,tors th'at enjoy advantages over 
the railroads 'by reason of inequitable government action. "Te need a broad range 
of regul'atory and ,ratemaking reforms. 'Such legislation would, in the long run, 
hE'lp the railroads to 'Solve their car shortage problems. Howe\'er, there are a few 
legislative proposals which would prOVide relief in the short run to the current 
freight car shortages. 

The railroad industry has long advocated that the investment tax credit be 
ma'Cle permanent -and 'be incre-ased as a tax stimulus to acquire additional freight 
cars, Our capi,tal needs over the nell.'t five years exceed our ability to· generate 
capital internally, and tlJe im'estment tax crE'dit is a prol'en means by \yhicb 
railroad in\'E~stment  has been !'timulated. The industry 'also fa \'ors legislation 
pl'o\'iding that unused and unexpired investment tax credits earned QY railroads 
be Tefund~rble.Suchrefundability is essential for those railroads which are not 
earning income and thus do not have 'any Federal tax liability. Also, we favor 
legislati'on that will provide favorable tax treatment for certain kinds of leasing 
transactions. Marginal and loss rnilroads have been able to lease at advantageous 
ratE'S needed equipment which they could not 'afford to I>Urc11ase. The railroad 
indlJstl'~"s  tax incentive proposals have been submitted to the appropriate Con-
gl'('~sional  committee for its consideration. . 

The railroads also need continuing Federal fina-ncial assistance under eXisting 
prol'ision'S of the law to acquire additional freight equipment. Some Tailroads 
also could use financial assistance through loans or grants 'fur the repair and 
rehabilitation of unserviceable railroad cars. At the present time there are 
110,018 un,~en'icea'ble  freight cars in the United ·States. An additional investment 
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to rehabilitate these cars would 'add that many servic",a'ole freight cars to the 
fleet. 

At certain times the Canadian and Mexie-an railroads have large surpluses of 
freight ca'rs and locomotives which they are willing to permit United States 
raill'Oads to use for limited periods. However, before th'at equipment can enter 
the United States ,certain Customs laws ahd regulations require that an emer
gency exist and that, either a General Term Bond or a Temporary Importation 
BOlld be furnished by the U.S. railroad desiring to import such cars or locomotives 
Oil a temporary basis. The emergency and bonding requirements sometimes make 
it very diflk:ultand time consuming to obtain that equipment at the exact time 
when it is needed. Under the provisions of 19 U.S.C. § 1322 and 'Section 123.12 of 
the Cp,stoms Regulations, whenever a Oanadian or Mexican car or locomotive 
is moving in international traffic it is free from customs duty and such require
ments. Howe\'er, that 'Same car or locomotive entering the United States for 
temporary use in domestic traffic would be free from customs duty, but would be 
subject to the emergency and bonding requirements under Hem 864.40, Tariff 
Schedules of the United States. If these two statutory requirements did not 
exist, Canadian and Mexican cars and locomotives could move freely to the United 
States whene"er they are needed, as U:S. cars move today into Canada or Mexico~  

Remedial legislation may be necessary to eliminate the customs emergency and 
bonding requirements which could make Canadian and Mexican owned freight 
cars .and locomotives readily 'U"ailable for use in the United States whenever 
they hm'e surpluses and agree to allow the U:S. railroads 00 utilize such 
equipment.

3. "'hy has the use of seasonal rates been ineffective in resolving the burden 
of peak season demand? 

This form of ratemaking is possible only when the demand is seasonal in 
nature, the season ,is readily determinable, and the demand is fairly constant 
from year to year. 1'he limited use of seasonal rates has been attributable to a 
variety of factors, including: (1) the difficulty in determining and specifying 
well in advance precise dates for the application of such rates; (2) the opposi
tion 'of shippers and receivers to the establishment of peak demand rates; (3) 
the possible diversion of traffic to competing modes of transportation; and (4) 
the complexities and impediments in complying with the procedures for rate
making and filing tariffs. While these difficulties have not precluded· the publica
tion and establishment of some demand rates, there have been few: proposals 
where the railroads compete with truck and barge operators which are exempt 
from rate regulation.

Major grain interests have opposed the Commission's regulations and .pro
cedures established in Ex Parte No. 324 (355 I.C.C. 522), and are still seeking 
changes which would require: (1) that rates based upon seasonal regional or 
peak.period demand could not become effective on less than 180 days' notice; (2) 
that advance justification be filed with the proposed tariff; and (3) that refunds 
be made to those shippers whose daily volume during the subject period does 
not e;s:ceed 130 percent of the average daily volume during the balance of the 
year. These same interests ha ve also attacked in court several seasonal rate pro
posals and have been successful recentlY in having two proposals remanded to 
t.he Commission for further consideration. 

It 'is too early to determine the ultimate effects of this change in the law since 
the ICC and the courts are still revieWing the procedures and initial proposals. 

4. 'Please comment on the possibilities and requirements for implementing a 
common ownership concept similar to Trailer Train for covered hopper cars and 
gondolas. 

B~'  way of historical illustration, in recent years various concepts ,have been 
developed to improve freight car utilization and to alleviate car shortages. In 
1973 the AAR endorsed the concept of a nationwide pool of general purpose box
cars to improve frei~ht  car supply and .utilization. A new corporation, American 
Boxcar Company (Railbox). was formed by the railroads to purChase and op
erate an initial fleet of 10,000 free running boxcars. Railbox has proven that 
higher utilization can be obtained with free running cars and that improved 
utilization can reduce care l'equirements substantially. I understand that there 
are plan" to expand the size of the Railbox fleet. 

Several major railroads a few years ago established a "pool" arrangement with 
their freight cars similar to bank clearingbouses. The clearinghouse concept for 
railroad-owned cars is also based upon a free running fleet which has been ex
empted from ICC mandatory Car Service Rules 1 and 2. If a car owned by one 
railroad pal-ticipating in the clearinghau~e  locates on the tracks of another par
ticipating railroad, that railroad can load the car and send it in any direction the 

~ame as if it were its 0\"\'11 car. At the end of each week, the participating rail
roads settle on the hasis of debits for clearinghouse cars received and credits for 
clearinghouse cars loaded. This pooling arrangement has saved these railroads 
considerable car hire costs and empty car mUes. and has resulted in improved 
car supply and utilization. A study of the initial three-road clearinghouse dis
closed that five million car miles were "aved despite a surplus car situation at 
that time. The clearinghouse has been expanded to eight major railroads and is 
periodically being evaluated. 

Another concept which is presently in effect permits the unrestricted use of 
gondolas by several railroads as if they were under common ownership. 
There are implementing agreements between pairs of railroads, such as Chessie 
System and Norfolk and 'Western, Conrail and Chessie, and Conrail and Norfolk 
and Western permitting unrestricted use of each others plain gondolas. Conrail 
also has similar agreements with a number of smaller railroads. Mandatory Car 
Service Rules 1 and 2 have been waived by the Commission on these cars. The 
pooling of gondolas has proved to be a workable plan and could be expanded to 
include additional railroads. However, the common use of covered hopper cars 
would present problems since a variety of commodities may be shipped in these 
cars, varying from toxic chemicals to food products for human consumption. 
The danger of these cars, and their contents becoming contaminated could 
present a serious threat to human life and would require constant cleaning and 
policing by the railroads. 

The most recent common ownership concept which has been proposed, and is 
presently under study. involves the establishment of a corporate entity to repair 
and rehabilitate existing railroad freight cars which are unserviceable and can
not be repaired by the owner for financial reasons. Government or private finan
cial assistance may be necessary. This concept may be a viable financial alterna
tive to the acquisition of new cars and is another possible means of adding more 
serviceable freight cars to the national fleet. 

Senator LONG. 'We will call Mr. Richard B. Hasselman-he won't be 
hr.rr. today. 

Then "'e will call Mr. Thomas T. Church, vice president of trans
portation, Bethlehem Steel. 

Good morning, Mr. Church. 

STATEMENT OF THOMAS T. CHURCH, VICE PRESIDENT OF TRANS
PORTATION, BETHLEHEM STEEL, BETHLEHEM, PA. 

Mr. CHURCH. Good morning, Senator. 
With your permission, I am going to read a little bit of the initial 

part and then talk from it because -it is somewhat repetitious in terms 
of what we have already 'heard this morning. 

My name is ThO'lTIus T. Church. I am vice president of transporta
tion of the Bethlehem Steel Corp. I certainly appreciate this oppor
tunity to rr.spond on behalf of the steel industry of the United States 
to the interest 0 £the subcommittee in measnres to deal with the con
tinuing problems of ~r  utilization and supply in the rail industry. 

My statemel1t is presented on behalf of tJhe American Steel Institute, 
the Tra.de AssociflJion of Iron and Stool in the United States. 

The membership includes about 94 percent of the total steel capabil
ity in the U.S. steel industry. 

The presentation here is made in my capacity as chairman of the 
traffic committee of the institute. The steel industry is unusually de
pendent on the railron.ds, and probably more so than any other indus
try in the United States, primarily because of the large volumes of 
raw materials we need. "lhich are, even if tl~e  rate would persuade you 
to move over the highway at times, it would be poor public policy to 
move the quantities in that manner. 
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And we are also very dependent for our outbound moveunents and 
our interplant movements. That is why we are here, because the gon
dola car situation has become a very major controlling item in the pro
duction and shipmeJ;lt of steel. 

Obviously, 70 percent of the steel capability of the country is in the 
Nortlleast and llibont half of tne oW~lership  of gondola cars is in the 
Northeastern railroads.

As yon might expect, the whole situation is dominated by OonRail 
in itsperformUllce because ConRail serves just about every major steel 
company plant in that geographic territory.

'Ve have been feeling a very st.rong pinch in the gondola area to the� 
ext~nt  of actually having to cancel roll ing mill terms, send crews home,� 
have crews standing around waiting to load cars, but nothing to load.� 

Andeven when we have had cars to load, to dig pieces of steel out of� 
piles which aTe 'part of a 60,000-ton shippable material at a given point,� 
rather than tjhe 30,000 or 40,000 you would normally maintain-that� 
is time-consuming and very expensive. 

'Ve have been working in many ways to try and improve the supply 
of gondola cars. The economics would seem to us to dictate that there 
should 'be a good supply. Steel traffic, generally speaking, is highly 
profitable. The railroads will acknowledge tqlat. They benefit on both 
sides of the transaction. 

However, the supply of gondola cars in the past 10 years, just as an 
example, has decreased better than 25 percent nationally.

At the same time, it is interesting to obsen-e that the supply of speci
ally equipped gondola cars, those that have some item on them which 
suits them for particular tra.ffic and which the railroads can maintain 
very close control of, has increased by 25 percent.

That is a very small number of cars in total. And therefore, the ag
gregate gondola supply has come down eertainly better than 20 per
cent.

I was very pleased to hear your comments to Mr. O'Neal because we 
felt that the best way to solve the problem in our ana.lysis in the steel 
indu:;;try was to go toward the incentive per diem a.rran~e.ment.  

I won't say I am a great ,lover of that solution and I am not endors
ing ~ny  particular level, but it is the only handle that we see readily 
avaqable to quickly increase the incentives for the ra,ilroads to pro
duce some more gondola cars so that we can continne to do our bnsines.<;. 

I agree with yon h&'trtil~r.  ,Ve are certainly urp:ently in need of a de
cision, even if it is against us. Tlwn we can try something else. And we 
have not, of course, been enti rely idle in that field. 

'rhere is mention in some of the papers that I have presented of a 
possibility of a national pool operated by trailer-train. or some other 
agency. And we certainly have no negative feelings on that. 

As to the use of the ear service rules which ha\'e be~n  employed at 
times to try to solve. the problem, \\-e feel that they are-that they in
hibit the best ntilization of cars. Obviously, the. nearer that you can 
find a load to where a car is made empty, the better utilization you are 
going to get. 

I certainly am sure that we all wOllld approve of the pools which 
have been used by the Eastern railroads on their gondola caTS, in order 
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to circum.vene, ,you will, tlhe imposition-by the Commission of the 
mandatory application of car senice rules 1 and 2. which we found an 
absolutely intolerable situation in terms of loading certain of our 
products. 

'Vhile we complied just fine on some products, in the case of struc
tural steel and plates, we just could not comply 100 percent to those 
rules. 

In addition to agreeing with you as to the decision, I agree with you 
totally as to yonI' putting your finger on the fact that economic incen
tive is the best way to solve the problem. Administrative fists of one 
kind or another are not the solution to this problem. 

So my emphasis in the paper, which I will leave with you, is that the 
economic incentives are the way to solve the problem. Obvio'Usly, it also 
will take better utilization and better operations of the railroad. 

This gets into the financial area" which I am not authorized to spe~dc  

on behalf of the Institute. But we need the strength of the railroads, 
which we believe that the permissions currently incorporated in the 
4-R. Act are favorable toward. 

'Ve are by no means neo-ative on other methods of that sort to ap
proach that aspect. The financial strength is necessar'y because ulti
mately, we need both the cars and the service capability. One without 
the other just will not do the job. 

Thank you, Bi r. 
Senator LoNG. Thank you very much. Mr. Chnrch? 
You talk about the gondolas. You say that they often move off the 

owner's line and are used by other railroads in other services so that 
they benefit from the use of cars for both railroa.ds. 

Under those circumstances, in the total absence of payment for the 
use of cars, wonld there be any incentive to purchase new cars1 

Mr. CHURCH. Obviously. no. It seems to me that is dictated almost 
like the revenue one would eXl)ect to earn and that the revenue is haul
ing freight. rather than from j Llst owning the car. 

But in the absencr, of one,'You have to look to the other to provide in
centive. 

Senator LoxG. Can you tell the committee generally what level of 
per diem charges on these cars has there been during the decade of de
clining ownershi p? 

Mr. OJ-lURCH. In view of the average age of the gondola fleet, which 
I recall is somewhere in t.he arrf], of 15 to 20 years. the yield on those 
cars is very low. I conld not dre.dge up t-he exact figure. It is a very low 
number. 

Senator LO!\'G. At what le\'el had the per diem payments been for 
the e,quipped .gondolas? 

Mr. CH1:rRCH. Substantially higher for the reason that, A. the valne 
of the car is peater, and TI, in most cases they are s11bsta,ntially newel' 
ears. So you get. it on both accounts. You stnrt with the higher valne 
and you han>. a newer car. 

Senator LOXG. Is the freight car shortage the result of the inadequate 
ownership or lack of utilization of existing equipment.? 

1\fr. CHLTRGH. It. is a combination of the two. 
Senator LOXG. Thank you very much. 
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[The statement follows:] 

STATEMENT OF TllO:l,IAfl T. CHURCH, YICE PRESIDENT-TRANSPORTATION BETHLE
HEM STEEL CORPORATION ON BEHALF OF AMERICAN IRON Al\D STEEL INSTITUTE 

Mr. Chairman and Members of the Committee, I am Thomas T. Cburch, Vice
President, 'l'ransportntion, Bethlehem Steel Corporation. I am highly apprecia
ti\'e of tIl is OPllort"1l11ity to respond on behalf of the steel industr~'  of the United 
States, to the interest of the Sub-Committee in measures to deal with the pen'a
sive and continuing problems of car utilization and supply of the railroad 
industry.

My, ~tatement is presented on behalf of the American Iron and Steel Institute, 
the tradE' a~so("in  tion of the prodncers of irori and steel in the United States. The 
membership of the Institute includes aprPoximately 94 percent of the total steel 
productive capabilit.y of the United States steel industry. The presentation here is 
made in my capacity as Chairman of the Traffic Committee of the Institute. 

This Statement is concerned with the problems and possible solutions to the 
chronic shortage of gondola cars of the railroads of the United States. Gondola 
cars are the primary railroad cars used in transportation of steel and iron and 
steel scrap from anel to the steel plants of the United States. O"'nership of those 
cnrs hns [wen <1er-lining- for many years and it has become increasingly difficult 
for shippers to obtain an adequate supply to meet their requirements for the 
transportatoin of these commodities. The difficulties in obtaining an adequate 
supply of these cars have been more severe in 1978 than at any time within 
memory.

The steel industry is concentrated in the territory served by Eastern railroads 
generally described as the area east of the Mississippi and north of the Ohio anel 
Potomac Rivers. Approximately 70 percent of the iron and steel capability of the 
nation is located in that area. Railroads serving that area own approximately half 
thp /,:onelola1' of the nation's railroads, Much of tbe iron and steel anel scrap moves 
between points in that territory but a large portion of the finished iron and steel 
moves from that territory to the West, Southwest and South. Tbe territory is 
dominaterl \l~'  ('onRnii which set-ves almost ever.\" steel plant in the territory. 

Tbe railroads provide an essential service to the steel industry. Substantially 
all the scrap and a volume approacbing one-half tbe manufactured iron and 
steel moves by railroad. In addition, there is a substantial movemeI).t of semi
finisbed steel between steel paints. A shortage of cars results in lost business to 
buyers of steel and sellers of scrap and either lost production or disruption and 
inefficiency among steel plants. Effective and efficient rail service, and particu
Inri,' ,'n adpll\1Ute ,nppl~'  of cars at shippers' loading locations, is essential to tbe 
economic health of suppliers, steel plants and steel users. 

The matter of car shortages, and particularly shortages of gondola cars, has 
been of serious concern to the members of tbe American Iron and Steel Institute 
and its Traffic Committee for many years. Our experience with tbe problem has 
developed a high degree of appreciation for its complexity. In many respects the 
problem begins with the decline in railroad ownership of gondola cars. On tbe 
other hand, an improvement in utilization, that is. an increase in the number of 
shipwents handled per car per year, could solve most of the problem. Improve
ment in utilization is a very knotty problem involving almost every facet of rail
roa<ioperations and thus reaching into the entire railroad problem of the nation, 
including technological, financial and labor problems which do not lend them
selves to quick or easy solution. 

The degree of the decline in the ownership of plain gondola cars is shown in tbe 
follo~ng  table: 

OWNERSHIP OF PLAIN GONDOLA CARS 

Class I railroads 
NI/,mber 

of cars 
January 1, 1968 - 176,894 
May 1, 1976 
May 1, 1978 

-----
-----

143,344 
132,211 

This declining ownership should be balanced against the increasing production 
and shipment of steel. The contrast between the declining ownership of gondoln 

(';11'5 and the risin/1.' llemand for transportation by the steel industry is shown in 
the nttnched graph>:, 
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In seeking .;olution for these problems, the steel industry bas centered its 
attention on the need for an increase in the size of the gondola fleet and our be
lief that additional compensation to the owners of the cars is necessary in order 
to encourage railroads to acquire tbe additional cars necessary to provide an 
adequate supply. We have been in opposition to the Interstate Commerce Com
mission's endorsement of car service rules requiring the movement of empty 
equipment directly to tbe lines of its owners, belieVing that greater utilization can 
be obtained if the cars are moved direct to a loading point following unloading 
ratber that being routed back to the owner for loading on its lines. Such a policy 
is believed to enhance efficient transportation but it serves also to reduce the 
attractiveness of investment in new cars unless per diem rates are high enougb to 
provide an attractive return when cars are in the hands of other railroads. 

The need for an additional im'estment incentive for gondola cars is primarily 
concerned with the plain gondola cars which are free-running equipment a vail
able for a great variety of transportation sen'ices for almost any shipment wbich 
does not require protection from the elements. These cars are to be contrasted 
with equipped gondola cars which are built with particular features limiting 
their use to particular types of shipments. The suitability of the plain gondola 
car for a variety of shipments makes it extremely difficult for the owner of tbe 
car to identify the particular service in which the car will be used and it fre
quently happens that such cars move off the lines of the owner and are used by 

·other railroads in other sen'ices so tbat the benefit from the use of the' ~lir  often 
accrues to other railroads. 

Under those circumstances, in the absence of provisions for an adequate rental 
payment by other railroads for tbe use of the car, tbese appears to be an inade
quate incentive to purchase new cars because the benefit to be derived from 
ownership may appear remote and ephemeral. It is noteworthy that wbile the 
supply of plain gondolas has continued to decline, tbe proportion of equipped 
gondolas has tended to increase in recent years. AISI has supported the propo
sal fOr incenti\'e per diem for gondola cars in tbe currently pending proceedings 
hefore the Interstate Commerce Commission dealing with the proposal. We are 
hopeful for a decision on the proposal shortly. 

'We have been of the opinion that a joint ownership of gondola cars similar to 
the arrangelnent for a supply of long flat cars and box cars provided by Trailer 
Train would be a useful adjunct to the gond-ola fleet and enhance the flexilbility 
and bence the utilization of the cars. The railroads have not yet seen fit to de
velop such a prOgTam. 

The problems of tbe steel industry and the shortage of gondola cars tends to 
center on the problems of Conrail. The Conrail fleet of gondola cars bas declined 
much more drastically than that of any other railroad. Conrail's difficultY in 
developing an adequate service capability has been a major factor in the sbort
age of gondola carS. 

The problem of providing an adequate supply of gond'Ola cars must be solved 
if railroads a,re to re,gain a larger portion of the transportation of outbound steel 
and inhound scrap. ,Ve believe that the continu~d  efforts of tile Interstate Com
merce Commission and its relaxation of the requirement for return of empty cars 
to owners' lines must be continued. We believe that greater compensation to tbe 
owner for the use of cars on lines of other railroads is an e,~sential  ingredient in 
any long-term solution. We continue to helie,e that a joint ownership progTam 
along the lines of the Trailer Train ownership of flat cars would be \'ery helpful. 

'We also recognize that the onward development of Conrail is an essential in
gredient. It is our view that Conrail was organized as a corporation for profit 
intended to prOVide a private enterprii>e solution to the problems of railroad op
erations in the East and Midwest. We think that Conrail has 'been modestly suc
cessful in preparing itself for operational improvements and tbat its partial 
success tbus far merits continued sunpart by the United States fur a private en
terprise solution. Strengthening ability of Conrail to operate in response to eco
nomic imperatives will, we believe, tend to soIYe the problems associated with 
shortages of gondola cars and maintain and restore the railroad opportunity to 
continue to' serve the steel industry. 

In summary, the steel shippers believe that the changes which appear most 
producti\'e in thp search for a solntion to car ,~hortag<>  problems do not lie in tbe 
ar<>u of legislative initiathes. We are also convinced that the remedy can be 
found in economic incenti\'es rather than in detailpd arlministrati\'e intervention 
in railrnad operations. The chan.!!'es in go\·ernment. policy toward impro\'ing the 
financial position of the ,railroad industry in tbe 4-R Act will, if properly imple
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lllented, provide a promise that tbe railroads will be able L. ~evelop  an improved 
capability for efficient rail operations and an improved supply of cars. The ulti
mate solution to the problem must include a substantial improvement in the 
service capability of both CDnrail and the railroad industry as a wbole. 

, OWNERSHIP OF GONDOLAS CONTRASTED WITH 
, . SHIPMENTS OF STEEL 

Domestic Steel Shipments 
(Millions of Tons) 

Gondola Fleet 
(Thousands) 
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••••••••••••••••••••• ~  ••• : GONDOLA FLEET 
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Senator LONG. Next we will hear from Mr. B. O. Smith, Dowell 
Division, Dow Chemical Co. 

STATEMENT OF B. O. SMITH, SUPPLY AND DISTRIBUTION MAN
Aq~R, DOWELL DIVISION, DOW CHEMICAL CO.; ACCOMPANIED 
BY MR. HARMON, BUSINESS MANAGER, DOWELL DIVISION; AND 
MR. PATTERSON 

Mr. SMITH. Mr. Chairman, I am supply and distribution manager 
for the Dowell Division of Dow Chemical. ,Ve are in the business of 
providing a service to the oil and gas industry. That is the purpose 
of the Dowell Division. 

Mr. Harmon is here as the business manager. He is an expert in oil 
and gas stimulation. Any questions related either to the stimulation 

of the oil ane, ~il,s industry or to that part of the business, we would 
like to refer to him. 

As a part of our service to the oil and gas indnstry, we hydranlically 
fracture wells to increase the flow both in old and new wells. That 
service involves pumping a sand-laden flnid into the fracture closure. 
The sand remains in the fracture as a proppant, allowing the oil or 
gas to flow back at a higher rate and increasing production. 

The unnecessary shortage of hopper cars by the end of this year 
will have had a $3.8 million impact on our company, an additional 
cost burden to the total energy production. 

The rail car shortage results both from a short supply of railroad 
cars and from an increasingly high demand. It is difficult to control 
those problems by legislation, so I won't attempt to recommend any. 

In 19'78, it was our plan to procure and use some 200,000 tons of 
sand. And we move about 80 percent of that by rail economically. So 
this year we could have moved 160,000 tons by rail. We intend to in
crease our business so that by 1983, 5 years from now, we would double 
that amount-320,000 tons, which would require 4,200 rail cars. 

I recognize that is not a significant number out of the total, but for 
us it was a very important part. 

This year we needed, starting in the April high season, about 40 
rail cars a week. ,Ve have only been able to obtain an average of 20 
a week, and of that 20, part of those are provided by our company. 

Onr plan to move the 160,000 tons could only be achieved at a 50
percent rate. The balance was by common carrier. ,Ve estimate that 
will cost us, before the season is over this year, some $850,000 premium 
to move that sand. 

The shortage of railcars-and this has been spoken to by several 
people already, results from a number of reasons. The ICC order 1322, 
which diverted the closed hopper cars that haul grain. W'e use the 
same type car in hauling sand. 

Railroads are not adding the particular 100 ton, 3.200-3,500 cubic 
foot capacity that we need at the rate that we need to increase our 
bnsiness. The cars they are adding are those types that are open type 
for quarry materials, or for a larger cubic capacity for hauling grain. 

Accidents are increasing. Derailments are increasing. All of which 
adds to a continuing shortage of cars for us. ,Ve only take something 
like one-tenth of all of the sand outpnt from Illinois and Texas, where 
the suppliers furnish sand to us. The balance goes to furnish the glass 
foundries, abrasives, and other type materials. So again, we take a 
small part of that total. 

This year we have already put into serviee 20 railcars and have an 
additional 20 coming in, which should be in by the end of the summer. 
Next year, becanse of the shortage, \\'e intend to add another 65 rail
cars out of our ea pital. which will cost us about $2 million. 

The Dow Chemical Co. would prefer to invest its capital in equip
ment and facilities which could provide a reasonable return on invest
ment and wonld be related to onr business of service to the oil and gas 
industry. ,Ve would prefer that the railcars be provided by the rail
road companies that are in business for that purpose. 

Because of the reduced rail service, last year and this year we spent 
$1 million in increasing our sand storage to level out the flow of ma
terial into our industry. 

:u-S()O 0-78--6 
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To alleviate the shortage, we recommend a nUlJlber of things that 
fLl'e gellCTally known. ,Ve need to improve the railcar tnrn time and 
increase the miles per day. We need to increase the number of hopper 
cars that are available, particularly those that are closed hopper cars 
of the 3,200 cubic foot capacity, with lOO-ton trucks. 

We wonld like the railroads to take the initifLtive in upgmding that 
fleet. so that "'e wonlc1n't have to c10 it. 'Ve believe the railroads should 
be l;aic1 a profitable rate for the pounds that are hauled, and that 
those rates should be based on the value of the product. 

Sahel is a vital part of increasing oil and gas production, and the 
railcar is the best way we know to haul sand where we need to hanl 
it; c('rtainl~l  the hlcst'economical over long distance. The diversion of 
the railcars to move the fertilizer and grain and other products did 
little to increase our oil production this year. It looks like a continuing 
problem.

To snmmflxi7.e, the cost impact of the items that I have mentioned 
thfLt. we have been able to measure, our total outlay is $3.8 million 
within the 2-year period of time. We think this cost would not have 
been nec0ssary to am company with added hopper cars, and it would 
not ha'oe hac1 a negative impact on the energy costs for the country. 

Senator LOXG. Did you say the moving of sand to where you needed 
it in yonI' operation, in spite of the cost and car shortage, you used 
the highways? 

Mr. S:l\UTH. Yes. 
Senator LOXG. You got the job done. I assume it was a higher cost? 
Mr. S-:\[JTII. That is exactly right. 
Senator LONG. ,Vould increased rail rates for sand obtained forserv

ice be l'E'flected in consumer costs for energy ~ 

Mr. S:mTH. I think under the current situation, with the controlled 
price of oil anel gas, we have a difficult time passing that on to the 
consumer. It would have to be absorbed by the service company and 
oil company.

Senator LOXG. I see. And those companies absorb it ~  

Mr. S"nTII. Yes, sir, at a decreased profit. 
Senator LONG. I would think il). your case, if you are paying some

thing more for the rail service, but in doing so you are still saving, 
as opposed to moving it on the highway, vou would have a net overall. 
savings. " 

Mr. S:mTlI. That is true if the alternate is to move by road and not 
by rll.il. 

Senator LOXG. It seems to me that that is your alternative. In the 
long l'lln. in other words, the testimony lwre today seems to indicate 
that you are going to have to let the people in the rail business and the 
busiiless of rnll.nufacturing and providing these cars to make a fair 
profit if you lI.re going to get them. I am not against the oil industry 
and I am not against your business or anybody's bnsiness, frankly. 

But I am interested in production. Let's put it that way. 
Mr. S:-nTH. ,Ve agree that the railroad should be paid a profitable 

rate for hauling material. If that means an increase in the rate, we 
would support that position. 

Senator Lmw. Thank you very much for your statement. I hope we 
can do somethin~ about it. 

]\fl'. SJ\UTH. Thank you, sir. 
[The statement follows:] 

STATEMENT OF B. O. SMITH. SUPPLY AND DISTRIBUTION MANAGER, DoWELL 
DIVISION OF Dow CHEMICAL 

I am B. O. Smith. Supply and Distribution Manager, Dowell Division of Dow 
Chemical U.S.A. I reside in Tulsa, Oklahoma. 

Dowell Division is the Oil and Gas Service Division of Dow Chemical, pro
viding service to the Oil and Gas Industry. 

As part of the stimulation services for the Oil and Gas Industry, we hy
ora ulically fracture oil and gas wells to increase flow in both new and old wells. 
Tha t service involves pumping a sand laden fluid into the fracture to prevent 
fracture closure. The sand remains in the fracture as a proppant, allowing the 
oil or gas t.o flow back at a higher rate and increasing production. HYdraulic 
fracturing has added over seven billion barrels of oil to the United St.ates re
serves in the thirty years since its advent, according to Robert L. Huggins of 
Amoco Production Company. He says, "World wide fractUring activity will in
creU1>e tremendously as prime reservoirs decline and lower grade reservoir rocks 
become commercial with increasing demand and prices." Which says, there will 
be a constant and increasing need f()r sand as a proppant in hydraulic fracturing. 

'Ve use a select. high quaUty sand in the range from 100 Mesh to 10/20 Mesh, 
with the hig-hest volume in the 20/40 Mesh size. 

In 1978, it was our business plan to procure and use 200.000 tons of sand with 
approximately one-third of that source out of Brady, Texas and two-thirds from 
suppliers in the Illinois and Wisconsin area. Within the next five years, our 
fracturing husiness should double, which will double our requirements for sand 
as a proppant. 

Rail movement of sand is economical for eighty percent of our total needs based 
on current rail rates. This year, we should have been able to move 160,000 tons 
or 2100 rail cars of sand. Forecast to 1983, we will require 320,000 tons or 4200 
rail cars. 

The peak fracturing season for oil and gas service starts in April, after the 
winter roud bans have been removed. ·We needed forty rail cars per week at that 
time, but have been ahle to obtain an average of only twenty per week, including 
those fumished by Dow Chemical. (Chart I) Therefore, our plan to move 160,
000 tons by rail car can only be achieved at a fifty percent rate. The balance at' 
80,000 tons must be moved at a premium cost by commercia'l truck. The difference 
in rail cost versus truck averages $10.66 per ton, or a total premium paid of 
abont $850,000. 

The present shortage of rail cars resulted from several causes: 
1. The ICC Service Order 1322, dated April 17, 1978, to divert hopper cars 

to haul grain; 
2. The railroads are not adding hopper cars of the 3200 to 3500 cubic feet 

capacity with 100 tOD trucks: The new cnrs are large in cubic capacity with 
smaller trucks and are dedicated to the ~ain  service. Other hopper cars added 
are open top for quarry type products. Conrail reports that there will be no addi
tion of the type cars needed for sand service until after 1982; 

3. Accidents per million train mi'les increased from eight to fourteen between 
1967 and 1977, while totnl train miles decreased reducing available cars; 

4. Derailments climbed forty percent from 1966 to 1974, increasing damage 
and outage. 

Thf' net result is fewer cars a"ailable to move materials. Our sand suppliers 
reported a decreasing number of rail cars and they also are currently adding to 
their fleet to st.ay in business. 

Typical of the Northern suppliers, we take less than ten percent of their output 
for the Oil and Gns Industry. Tl1e balance goin.g to glass manufacturers. One 
hund red tons must be procesed by the sand suppliers and ninety tons shipped 
before we can bIke ten tons. Shortage of rail cars this year severely curtailed 
total sand production. and therefore sand for oil and gas service. 

The Dowell Division of Dow Chemical presently has twenty rail cars in rail 
service and wi],) add another twenty this year. Our current plans are to add 
sixty-five rail cars in 1979 at a cost of $2,015,000. This will be a cost burden to the 
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company and will not generate any profit. The Dow Cheml<-al Company prefers 
to invest its capital in equipment and facilities tbat provide a reasonable return 
on investment and that rail cars be provided by the rail companies in business 
for tha t purpose. (ChartlI) 

Because of redu~!i  rail service, we increased sand storage capacity in 1977 
and 1978 by fifteen million pounds at a cost of one million dollars. 

Dowell rail costs have increased sixteen percent since 1976 (from $13.20 to 
$15.34 per ton), while commercial truck costs bave decreased (from $18.80 to 
$18.35 per ton) two percent. 

To alleviate theshorcage, we recommend: 
1. Im\>r'Ove the rail car turn time and increase miles per day to increase utiliza

tion of' ·present f11!et. Dow cars in sand service are now turning less than thirty 
days with 'Constant $U'rveillance, 1000/0 better than the national 'average. The 
national average of ~fty-six  miles per day fur a railcar must be Improved for 
better utilization of capital invested in those cars. (Chart III) 

2. In.crease the number of cars available, whether we are compelled to spend 
our ca·pital 'Or if the railroads buy new cars. Closed hopper cars of the 3200 cubic 
foot capacity with 100 ton trucks are not 'being replaced at a rate to maintain 
the present fie?t. We find noC'Onsideration by the railroads to build new closed 
hopper cars to take care of the growth' in business for the future. 

3. We believe the raib:oads shQuld 'be paid a profitable rate for pounds hauled. 
Rates should not be based on value of the product. 

4. Sand is vital to increasing oil and gas production, and rail cars are the best 
and least costly mode of transpol'l::ation. Diversion of rail cars already in short 
supply, Ix> move fertilizer or grain, while perhaps necessary, does not support 
increase in oil production. Neither seasonal rates nor service orders can overcome 
this shortage. 

To summarize, the cost impact on the Dow Chemical Company resulting from 
rail car shortage is : . 

We will h'ave spent $850,000 premium to haul sand by truck, 
We "'ill have spent one million dollars by the end of this year to improve sand 

storage, 
We plan to spend $2,015,000 in 1979 for rail cars and whatever is necessary 

beyond 1978 to maintain the fleet, 
For a total outlay of $3,865,000 within two years. 
'With good service and adequate rail cars this cost would not have been neces

sary to the Dow Chemical Oompany and would not have a negative impact on 
energy cost 
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[The following information was subsequently .eceived for the 
record :] 

DOWELL DIVISION OF THE Dow CHEMICAL CO., 
T'ulsa, Olcla., July' ;20, 1978. 

HOll·. RUSSELL B. Lo~G,  

GhaiTman, SUT/ace 'I'rq.nsp01·tation Subcommittee, U.S. Scna.te, Committee on 
Commerce, Science, a·nd 7'1·anspoTtati.on, 'Washington, D.C. 

DEAR SENATOR LoNG: On 'beh'alf of T.he Dow Ohemical Company, I would like to 
express our appreciation for the opportunity to participate in the JUly 12, 1978 
Surface Transporta'tion Subcomroitte Hearing. 

Olle o~ the questions we discussed at the hearing is the impact on energy cost 
at the consumer level if ·rail rates are increased, so that the rail companies can 
make a fair profit and provide the rail cars that are needed to support the 
industry, and therefore sand cost increased. Let me see if I can put it in perspec
tive based on 1977 data : 

Drilli,ng and exploration cost, $9 billion. 
Oil reserves found, 531.4 million barrels. 
Gas reserves found, 4.5 trillion cubic .feet. 
Value of oil at $12.50 a barrel equals, $6.6 billion. 
Value of gas at $1.45 'per thousand cu. ft., $6.5 billion. 
Total' value of energy reserves, $13.1 billion. 
Cost to the Oil and Gas Industry for sand as a proppant in new wells, $44.1 

million. 
That cost to the t'otal value of the reserves found is, three-tenths of 1 percent. 
Since rail cost represents about one-half of the total sand cost, we could 

increase rail cost, even double 'Current rail cost, and not significantly impact cost 
to produce oil and gas. 

This lends support to onr recororoen'd:ation that the railroads be paid a profitable 
rate and would agree wHh your stated interest of insuring that rail rates are set 
to provide th-at return for them. 

To clarify another point in our discussion, commercial truck carriers neither 
lrave equipment nor authority for long hauls for sand, as ·an eX'ample, from 
Illinois to 'Vyorning. If rail cars are not available to move that sand then the 
truck carriers would need 'both authority and equipment to provide the service 
at a cost considerably more than the rail cars could do the same job. 

'Senator Long, th'anks again for the opportunity to testify. Please call on roe 
if I can -do anything to assist you in the future. 

Yours truly, 
B. O. SMITH, 

Manager, Su.pply and Distribution. 

Senator Lo~G.  Next we will hear from Mr. Edwin 1\1. "Wheeler. 
president of the Fertilizer Institute. . 

STATEMENT OF EDWIN M. WHEELER, PRESIDENT, THE� 
FERTILIZER INSTITUTE� 

Mr'-IVHEELER. I have prepared a statement and I 'l"ouldlike it sub
mitted in the record, and I will stay well within the lyell-known "Long 
rule" of 10 minutes. ,\Ve are a trade association representing an the 
major producers of feTtilizer in the United States. 

Our current rail bill is running about $1 billion a year just for this 
transportation. So I think the chairman, being a lawyer, would recog
nize that ,ye 'have a justifiable interest in the proceedings this morning 
in eonnection with S. 3260. 

,\Ve take a.n identical view of Chairman O'Neal on the question of 
market dominance. For example, the reason this is important to us is 
that the Seaboard Railroad is the only carrier that services the bulk of 
the phosphate mining in Floricla. Keep in mind, they have an annual 
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output in Flvdda of 40 million tons of rock a· year. So that where one 
railroad has us by the throat, we are very concemed that the market 
domina-nee rule, if it were dropped, we \vould pay a· real penalty. 

Now, t:he Senator made an observation tlus mo'ming about the suc
cess of the deregulation of the airlines and the rates structure. Tha.t is 
well and good where T,\VA, United, and so on, are knocking each 
other flat fO'r the business. But we are in n situation in Florida and 
Carlsbad, N. M:ex. where only Santa Fe serves a 2-million-ton in
dustry, with a monopoly. And I can hardly conceive of any politician, 
at least back in my home State of Kansas, advocating that the lo-cal 
power company be deregulated completely on setting rates, because the 
popnbce is at their mercy. 

'\Ve are, too. On the other end of this distribution system, we have 
thousands of reta-ilers where the actual sale occurs to the farmer, that 
they are on single-line mil service. There is no competition in those 
areas by motor truck. 

Senator Lmw. If I had my way, you would be able to use-could go 
ahead and rent a. train and move it, hire the crew and move the stuff 
yourself if you wanted to. 

Mr. ,\VHEELER. In effect, many of the unit trains are that, because the 
companie.c:; ovm-the shippers own the ca.rs in the unit train. 

But I wanted to be sure that the Senator understood that we are talk
ing about tremendous volumes of material that are absolutely locked 
to rail transport. So that any change in the rate structure immediately 
affects our farmers and the price that they pay for fertilizer. 

Much of this material moves FOB and the local retailer pays the 
freight. 
If I could, having adopted Chairman O'Neal's position on S. 3260, 

I would like to move quickly to the questions that you posed to us. 
The first question I have set out for you in the prepared testimony. I 
think the committee has already taken judicial notice of the freight 
car shortage. I have some figures in my testimony which indicate how 
it has affected us. 

,\Ve have been before the Commission on a number of the service 
orders, discmsing the problems with them. As the Senator indicated, 
we would rather have them take quick action than take no action at 
all, so at least \ve know what the heck the rules of the ball game are. 

They did make a mistake in one of the car orders alluded to this 
morning. They directed 10 percent of the hopper fleet to go into grain 
service because it was right at the p€ak of the spring fertilizer demand, 
and we compete for thooe same cars. So, quickly, Chairman O'Neal did 
roll that. order back from 70 percent to 50 perce.nt, which was about 
where the carriers were in their own a.llocation system. 

I am not going to be critical of the Comnlission, because it has 
made great strides under Dan O'Neal's chairmanship-. 

Senator LONG. Yon are saying the same thing I am. Give us a de
cision, even if it is wrong; give it. to us. 

Mr. ,\VHEELER. They did. And I think that is a point yon made \vell 
this morning. The shippers are on your sid(>. 

The first question was, what nre the effect of these orders. '\Vhat it 
boils down to is, the service orders are doing-nothing but all~atill'gthe 
shortage. They are not adrling :tnything to the fleet. 
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Basically we have the Commission down there tTJ .. ,g to reflect the 
parable in the Rible of two loaves and three fishes, but they have no 
divine interve11tion to feed the starving mnltitude. 

The service orders by a.nd large have l)ot in our judgment been par
ticllla.rly effective:.' ~hey have caused a gren,t de.'ll of confusion. But 
always I hope the Chair bears in mind, service orders merely allocate 
the shorta.ge. They don't really produce any new equipment. 

Turning to the second question, what legislation do you believe is 
necessary, I will make only one qnick comment, because I want to 
talk a little bit more on Cluest.ion 4 that vou raised. 

We are not sure, as a regal matter, Mr. Chairman, whether or not the 
ren'rse demurrage concept can be placednporj the calTieI's. Our ship
pers are very upset over the proposition of quick unloading of these 
hopper cars and then the hopper car sits there 10 days to 2 weeks before 
the carriers pick it up. They don't see why they should be charged 
demurrage time \'Vhen the car is held at tlleir plant under load and 
then the car sits out there idle for 2 and 3 weeks. They don't understand 
why, with this very, very slow delivery time, the carriers ought not to 
pay a penalty for failing to meet a reasonable delivery schedule. We 
think that the monetary penalty should be imposed upon the railroads 
in their failure to pick up cars or to detain the equipment, if you will, 
either idle or unlocated, sitting somewhere on their system. 

And I think we got lost this morning in the discussion, but basically 
this is what Chairman O'Neal is talking about when we talk about re
verse demurrage. If they have the authority, I hope they proceed on it; 
if they don't, I think they should run back to this committee and get 
that kind of legislation moving, because we have got to put some teet.h 
in the movement of these cars. 

The Chair then asked, what about seasonable rates; have th~y  been 
effective or ineffective ~  

The carriers have been very reluctant to embark upon seasonal rates. 
Seasonal rates for us present some problems. For example, as I pointed 
out in the testimony, ordinarily the heavy demand should be in the 
Corn Belt country along about mid April. This year, however, because 
of just, unheard-of rainfall throughout the entire territory, we didn't 
really start to move until about 30 to 45 days past the ordinary peak 
season... Peak season rules are so inflexible that both the shipper and the 
carriers have been reluctant to try them. 

Last but not least, the shipper are nneasy about the general economic 
situation in the country. They are reluctant to load up with high inven
t.ories in offpeak, cheap-rate season for fear that pricing changes will 
have drastic effect on them. 'Ve do not see, Mr. Chairman, right now 
the off,season concept, peak-season concept growing, because it has got 
so doggone many difficulties with it. 

Last but not least, the chair asked uS to comment on the possibility 
for implementing common ownership in some arrangement similar to 
Trailer Train. 

We honestly believe that anything new should be tried. Mr. Chair
man, from the time that you came up here as a Senator nntil today, if 
you would go back and look at the numbers, I think you would be 
dumbfounded at what has happened in agriculture and what is causing 
this car shortage. 'Vhen you came up here a number of years ago the 

United State. ,tS exporting at a rate of about $5 to $6 billion a yearin 
farm prodnets. Ovel' the last?' to 4 ven rs '"e hn n consistently delivered 
through our ports better than $20 billion worth of farm products. 
This year it will be close to $27 billion. 

'Vhen I becllme pl'f'sic1ent of the Fertilir-er I11Stitutf' 10 years ago we 
were selling abont 36-million tons of material a year to our farmers. 
That figure now is at 51 million. 

The growth in the movement of these bulk commodities-grain, fer
tilizer, and so on-has been steady, relatively predictable, and we be
lieve it is safe to assume that U.S. policy will E'I1courage the continuing 
growth of grain exports to pay for oil and so forth. 

The trouble of it is that-Mr. Dempsey this morning was talking 
about the amount of equipment on order. 'Vhat he neglected to tell you 
'(las that the carrying capneity is shl'inkin.Q." fastE'r than lWW E'Cl11ipment 
is arriving. In other words, they are retiring equipment faster than 
thev are adding it. 

This period'I described to you of phenomenal growth of U.S. bulk 
exports is occnlTing at the same time that the Nation's rail fleet is 
shrinking. It is no wonder that. we have the shortage that we do now. 
I doubt. if next year we will see quite as high farm exports, bnt T think 
it is fnir to say that. the cOllntry can plan on a minimllln of $20 billion 
of exports over the next 5 to 10 years, and we have to have the rail fleet 
to meet those commitments. 

Our indnstry is big in exports. "Te are beginning to get the reputa
tion of being 11ndependable. 'Why? Because the vessels have to stand off 
as much as 2 and 3 weeks awaiting material because the railroad doesn't 
have sufficient ca·rs to get it there. 

I might add, Mr. Chairman, t.hat the demllrra.ge 1'l111S from $10 to 
$15~000  a day, and I henr about it wlwn they are standing off Tampa 
Harbor going into a second and third week. 

What I am saying is this. We would support the chairman and this 
committee on n.ny proposal they make to expand the hopper car, 
freight car fleet, particularly the hopper cal'. Our material is ideal to 
move in t.hese cars. It is big; it is bulky; and the volume is staggering. 

I have been accused of being a socialist, and I want the chairman to 
llnderstand that I voted for Gheng-is Kahn in t.he last election ~ause  

I tl1ink it is time for us to consider aGovernment hopper car pool. This 
makes my rail friends "ery llnha.ppy, but we cannot, as reasonabJe men, 
let. this s~tuation  go on and on and on. 

YOllr predeces,':or and their predecessor he.Jd the same kind of hear
ings, same kinds of excuses. bllt the problem gets worse, and it is time 
now to consider giving the pahent a new OOllrSE' of therapeutic treat
ment, whether it be car pool or whether your othel' committee really 
come down with fnvorable legislation frol11 a fast tax writeoft'. what
ever the concept is. I gual'ant~e  yon we will be in Senator Long's army 
S'llpporting some new approaches and some new medicine. 

Now. I would like to conclude by saying it is a "ery frustrating thing 
for us in an industrv that hilS to sene these farm customers or the 
countrv doesn't. eat. becallse fertilizer acrounts for not less than 40 
percen't of U.S. total farm Ollt;put to be flleed with a situation every 
se.'lson such as we have gone through this spring. 
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I will state flatly to the Chair that the hopper L._ shortaO'e situa
tion this fal.l ,,,ill be even more critical tha~  it has been ~his  last spring. 
USDA advIses 'Us that farm exports are gomg to stay Illgh on through 
the end of nest ;year. Yesterday the Government announced ,that they 
estimated the current corn crop growing to be 6 billion bushels. It has 
O"ot to move. "Ve antrcipate that we will have the biggest fan demand 
for fertilizer in the ~l~stor;y  of .the industry.. The corn is going to be 
moving, a:nd the f~rtIhzer  IS gomg to be movmg, and people are going 
to be writmg ChaIrman Long some very red-hot letters. The situation 
is not going to get better because, Sena~or,  nothing is being planned 
to n,lleviate it., ' 

"Ve hope that ~he  Congress will now say that enough is enough and 
take action on thIs. 

Thank you, sir.
Senator LONG. Thank you very much, Mr. Wheele.r. I think you 

made g very good statement. It calls for no further questions or com
ments. You made a very good st'atement. '� 

Mr. WHEELER. Thank you.� 
[The statement follows:]� 

STATEMENT OF EDWIN M. WHEELER, PRESIDENT, THE FERTIUZER INSTITUTE 

S. 3260, AMENDMENT OF SECTION 15 (8) OF THE INTERSTATE COMMERCE ACT 

By way of bri~f.  eA-p~anation,  The Fertilizer I~st~tute  is the .trade aa30ciation of 
the nation's fertIlIzer Industry whose membershIp IS engaged m every facet of the 
business supplying our nation's farmers with plant nutrients. Our membership 
coru;;ists of investor-owner as well as farmer-owned cooperatives. Oommercioal fer
tilizer sales in the U.S. are currently at a'bout the 6.5 billion d<Jllar range. Over 
the last five years we have shipped to the American farmer between 45 and 51.5 
million tons of material per year. This tonnage produces between 30-400/0 of the 
nation's total food and fibre output. No one challenges the need for thi:;; vital
lifegiving-material.Rail transportation is likewise vital to assure our farmers of adequate fer
tilizer S'UWlies. Our industry owns or leases many thousands of hopper, tank and 
box cars. Be it phosphates from Florida or IdahO, nitrogen from Louisiana 
Texas and Oklahoma, or potash from Ne~  Mexico, Ut.ah and SaskatChewan: 
Canada, all are al>solutely dependent on rail. Much of thIS tonnage is single line 
railroad captive. Only seaboard Coast Line serves the Florida p'hosphate mines 
"'here ,annual output is in exce;;s of 40 million tons. Santa Fe is the sole carrier 
~erving  Carlsbad, New Mexico, with its 2+ million tons unnual production. These 
are but examples but the list could extend ad infinitum. Equally critical, thou
sands'of fertilizer retailers are served ouly by a single railroad. But be they large 
prod !" small retailer, they :are at the "m.ercs" ?f th~  railroads and usuallyuceroat we "mercy" of but a SIngle raIlroad. The raIl carners SImply have no rail com
petito'rs at these points. We do move su!:>stantial tonnage by barge and 2+ mil
lion tons by pi,peline but til(' overWhelIDlng tonnage moves by rail. The tremen
douS quantities plus the sheer bulk of the commodities themselves have us 
wedded to rail transportation for better or for worse. 

As a rule of thumb in our inuustry, for every dollar the farmer ,pays for fertili
zer 3()-35¢ is for transportatioo cIOsts. Any ohange in rail rates, therefore., has a 
critical impact on our farmers and our industry. We estimate the fertilizer indus
try rail charges Ilre in excess of one billion dollars per year.

Turning to S. 3260 then, one can see we have a "jm,ticiable interest" because the 
proposed legislation has a ~reat impact on both ratemaking and ultimately our 
farmers' cost for plant nutnents.

'l'Od'llY tire railroads have the freedmn to rais all rates to a point itt w'hi('h level 
the" would exceed the maximum reasonable level. This level hus been defined as 
160' per<'ent ah'o,ye variable cost. Thus, over 80 perCE-nt of all tonnage handled by 
railroads could be increased to the maximum reasonable level without ICC pro
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ceOures and a lJUblic hearing. The present la w involving discrimination an{i pref
erence complaint oases will remain unchanged. 

Only where railroads have market dominance (20 percent of total tonnage) can 
IOC force the railroads to justify their proposals. 

The definition of market d'ominance is presently under deliberation by bhe 
C-ourt. Nevertheless, the Commission has established through the regulatory 
process three conditions or tests of what constitutes market dominunce. These 
are: 

First, if 70 percent of a shipper's traffic moves by rail; second, if the shipper 
possesses a suhstantial investment in equipment, or physical facilities which are 
served by a railroad; and third, if the rate is proven to be 160 percent or more 
above variable cost. 

Documentation or evidence of all three conditioos are desirable to prove market 
dominance; howe\'er, if the movement meets anyone of the above three, market 
dominance is presumed to exist. 

S. 3260, if enacted in its proposed form, would remove the shipper protection 
01" rate increase limitation now afforded under the law. Indeed the proposed 
amendment would permit the carriers to raise their rates by over 40 percent 
during the 5-year period without any regard as to market dominance. Captive 
traffic would not only face monopoly of service, but a pricc monopoly as well. 
In all candor and as forcibly as we can make the point, removal of the market 
dominance safeguard is to substitute a loaded pistol placed in the shipper's ear. 
Section 15(8) as proposed to be amended and as construed by the Oommission 
prior to its expiration permitted the carriers to raise and lower (Yo-Yo) its 
rates by 7 percent without suspension by the Commission unless market dom
inance could be proven, Now to revive the Yo-Yo concept without safeguards is 
to grant the carriers an unrestricted hunting license. Current law permits this 
same action so long as market dominance does not cut it off or so long as the rate 
does not exceed 160 percent above variable cost. S. 3260 is the wolf in sheep's 
clothing, for it removes the shippers' protection of the market dominance defense. 

We as an industry are fully cognizant of the rail carriers' need for increasing 
its rates. Our industry knows we are all in lock step with the inflationary spiral. 
Rail rates have in faet risen faster than the Consumer Price Index over the last 
five years. We want the carriers-indeed we recognize the necessity-to earn 
a reasonable return on Weir investment. But where we are at their mercy on 
both sen-ice and price, we insist that there be a reasonable relationship among 
the rail traffic mix on who is to bear the burden of paying their bills and con
tributing to their stockholders. To permit them to arbitrarily pick and choose 
as to which lading is going to pay their bills is to invite them to descend on 
capth'e (market dominated) traffic with a vengeance. 

We urge the Committee to carefully consider the practical effect of S. 3260 
and ask of itself: "Who benefits from this legislation?" The answer is obvious: 
Only the carriers, not the people who pay their bills, in our case the farmers, 

II. 

LOCOMOTIVE AND CAR SHORTAGE 

I testified before one of the Subcommittees of the Committee on Agriculture, 
Nutrition and Forestry relating to the rail car and locomotive shortage. I should 
like to begin my testimony today as I did then. 

"There are four things that happen every year which signal the arrival of 
Spring. They occur every year without fail. First, the swallows come back to 
Capistrano, Second, the Farragut Square park at noontime is full of the city's 
~'oung  ladies and oglers thereof, Third, there is a railroad car shortage. Fourth, 
there is a formal Congressional inquiry into the rail car shortage problem. Ac
cordingly, one can say that Spring 1978 has officially arrived because all four 
events ha\'e again occurred and right on schedule." 

Pel" the Chairman's request of .June 29, 1978, I shall address each of the four 
questions raised in his letter. First, however, I should like to briefly describe 
our real and pressing interest in this matter. Fertilizer COnsists of three major 
nutrients and comes to the dealer and ultimately to the farmer in dry, liquid or 
gaseous state. The dry material now moves almost entirely in bulk (not bagged) 
and is an ideal material to transport in hopper cars. At once you can see we 
"compete" for the same cars as does the grain shipper. This spring our need for 
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rail equipment and grain export traffic (moving in record cting tonnage) 
crashed head-on into one another. The results were at least chaotic if not catas
trophic as is illustrated in the table below: 

TABLE I.-SUMMARY or CAR SITUATION REPORT OF CARS OROERED NOT PLACED 

Covered 
Boxes hoppers 

93 376 
186 655 

47 1,506 
90 816 

156 J, 182 
65 732 
59 573 

169 568 
215 761 
215 1,048 
223 780 
341 898 
446 2,016 
401 J,979 
392 2,708 
398 2, 118 
213 2,409 

So much for past history, for this Subcommittee cannot alter the past; however, 
it can haye a major impact on the future. I do not believe, based on what I see 
ahead, that we can cont.inue on the present course which is basically one of Band 
Aids and prayer. Promises, promises or excuses, excuses simply are not the 
answer. Reasonable men may differ on the ultimate solution but surely no one 
can make a successful argument for the status quo. It takes little vision to see 
that over, the long span of time more and more of this world's grOWing popula
tion is going to depend on the globe's biggest supermarket, the United States, to 
supply them wi th their food and fibre. Population expansion (or explosion) is 
only part of the story for around the world there is increasing damor for a bet: 
tel' more nutritious diet. Year in and year out only our truly amazing, American 
farmers can supply the needs and expectations of these restless millions. 

'Ve are moving increasing tonnages of feed grains in to, the Eastern Bloc na
tions to supply their greatly expanded animal herds. High protein diet from meat 
is a goal that has been set and over the past several years poor indigenous crops 
ha,-e sent them scurrying into the international grain market. I see no reason to 
belie"e this will not continue, and with growth. Thus it is our U.S. farm exports 
this year will reach 27 billion dollars. 

From a purely selfish standpoint we as a nation must export our farm products 
to pay for oil, raw materials, etc. I need uot expand on this subject for the Com
mittee members are well aware of the critical need for these materials and of its 
companion, a Yery soft dollar. I can see no way that any Administration or Con
gress cou.]d change our current farm export policy of full slJPed ahead wtihout the 
direst of. internal problems. Fann exports must grow-our nation's future de
pends on it. Therefore, the ability to grow eyen larger crops means mOre fertilizer 
and the snme expanding ability to deli"er the resulting han-est to the ports on a 
dependable timely basis. 

This means that looking to the decade of the 1980's our transportation system 
lllust gear up to meet those conditions. Procrastination will bring a heayy penalty, 
one that,~alI  be avoided if reasonable men will but put their minds to work. 

Near term, I.e., this Fall, our industry is going to be in very serious transporta
tion difficulties. LocomotiYes and cars are in short, almost unobtainable, supply 
now and IYhen the fall corn and soybean crops begin to come in chaos is almost 
assured. :lleanwhile experience has taught us that we will sell about 35-45 per
cent of the total phoSIJhate and potash immediat.ely following crop removal. We 
haYe no idea where we are going to get the mil cars to accommodate our traffic. 
To compoUiid the problem, there are many indicators that we are facing the 
biggest. fertilizer demann this coming Fall that we have ever had to meet. It is 
[I safe prectiction tl1at our industry will be beset with the worst transportation 
problems 'lye have ewr ha<l barring a collapse in 'grain expocts. 

Of eCjual concern, there is little 011 the h'Orizon in the way of help from the car
riers. LocomotL"es are as in short su!}ply or more so than the cars tlJem selv'es. Our 
retailers become extremely upset when they quickly IwlDad cars only to ha"e 
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them wait for days or weeks tD be picked up. In Oonrail territory more often than 
not the excuse is the lack of locomotives, On Dther lines when cars don't arrive 
any,,'here near their scheduled delivery time the carriers can locate the cars but 
can't deli vel' them due to lack of engines. I urge the Committee to carefully review 
the l'Ocomoth'e situation with the same attention as they do the hopper car prob
lem. All the hopper cars in the world ,are valueless unless there is adequate power
to move them. 

I turn now to the four questiDns specifically addressed to U'S. 
(.!.) "What have 'been the effects Df tile Interstate Commerce Commission's 

various car service Drders Dn mitigation of the car shortage problem?" 
Car service orders have one major failing. They don't provide 'additional equip

ment for they merely re-allocate ,the shortage. For the first time in years the 
Oommission ha's aggreSsively moved to en.t'brce its orders particula,rly those 
orders issul"d to return cars immediately to their owners. Upon Our Tequest, for 
example, the Commission directed (Order No. 1319) that 'all Seaboard empty 
hopper cars be returned at Duce, and Rfter their inspectors went tD work on the 
CDllfail system we obtained some relief at the phosphate mines and plants in 
Florida. On the other hand, When the ODmmission is.sued its Order No. 1322 man
dating 70 percent of the hopper cars into grain service we immediately protested 
becanse the time frame was at our peak spring delivery. The Commission immedi
'ately took cogniz.ance of the situation and lowered the figure to 50 percent which 
was '!1bout the allocation mDst carriers were making on their own volition. 

AdmIttedly the reverse demurrage charge at first blush seems to be a drastic 
dose of mcuicine bnt we fail to see why this one way street ought not be made 
to 'York both ways. Restated, this car problem needs some harsh remedies. 

(C) "Why has the use of seasonal rates been ineffective in resolving the 
burden of peak season demand?" , 

}i'irst, God apparently hasn't received the orders or He is denying that ICC 
has jnrisdiction. With all the transportation problems we've had this past siX 
months, I'm sure Heaven is the proper venue. Seasonal rate making assumes 
that certain calendar months will in fact be the season for either low Or high 
demand. But nature rarely conforms to this manmade concept. I!'or example, one 
need only examine what happened to our fanners in Spring 1978. Usually peak 
demand for fertilizer will be on us in the South and deep Southwest by March 
15 lind, as the weather warms in the North, farm activity wiII also. This year, 
however, the corn belt did not peak between April 15 and May 15 when it 
"should" because of "ery heal'~'  widespread rainfall. In fact, the peak occurred 
nearer .June 1. Most seasonal rate orders are so rigid in their time frame and 
the weather so unpredictable that the two rarely mesh. Lack of flexibilitY, 
change in buying habi ts-and they do change because of price va riations--lack 
of super size storage facilities all combine to work against seeing this worthy 
concept. We do not anticipate seeing this approach growing too much particu
larly gi I'eu the na tion's unease over economic uncertainty. 

(D) "Please comment on the possibilities and requirements for implementing 
a COlllmou ownership concept similar to trailer trains, for covered hopper cars
aud gondolas." 

We sllould like to suggest se"eral approaches not necessarily endorsing thell, 
but to plant ideas. The suggestions are not particularly origiual, only a point of 
cleptl1-tnre. Iu any event if I make but a single point in today's testimony, it is 
~illlpl~'  to reiterate this point: We cannot continue on the do-nothing path. 

We sllould (once aga in) consider whether a pool of 70 and 100 ton hooper cars 
!':IIOUld be estahlished. This pool, to be effective, would probably be in the vicinity 
of 5,000-10,000 cars, preferably the larger figure. The pool could tak~  several 
varieties of owuership, i.e., a specially established corporation owned by the 
carriers, such as Trailer Train, or by the U.S. government. Guaranteed loans, or 
insured loans could be one finance route. Extremely fast (5 years, say) tax 
write-offs ma.\' be another choice. One must recognize from the outset that there 
could he a higher idle time for this fleet than those now owned by the carriers 
or by the shippers. As to this latter group, serious considerat.ion should be given 
to encollr;lge Shipper-owued eqUipment by the sallie loan and tax-guaran tee
mechllnism. 

I would be both remiss and misleading if I did not pnblicl.v acknowled~e  that 
the present Commission and particularly Chairman O'Neil has been extremely 
respousive in trying to meet the problem; howevel', their role is one of two loa yes 
lind threE' fishes sans divine interveution. There simply aren't enough cars to go 
[lrouud and paper orders don't add to the fleet. In addition, there is grave legal 
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doubt the Commission could issue a lawful service order directing one railroad 
to share its locomotives with another. All in all, service orders are but a Band 
Aid, for they do nothing to permanently solve an ongoing problem. 

(B) "What, if any, legislation do you believe would be effective in either im
proving car utilization or easing the car shortage problem, or both?" . 

Personally', I have grave doubts that legislation in the area of car utilization 
would be the answer. As to legislation on car shortage per se, please see "D" be
low. The carriers always insist on ever large demurrage charges and ever less 
fn,'e time. I am not being facetious when I suggest to the Committee that serioUll 
considerat.ion be given to leglslation authorizing the Commission to impose re
verse demurrage. Reverse demurrage ',"ould inflict upon tbe carrier a monetary 
charge to be paid to the car owner (except, of course, Where it was the owner/ 
lessee) if upon release the carrier did not pick up the car within a 48 hour time 
period or where the car Jailed to be delivered within 24 or 48 hours of a Sch9duled 
or reasonable time period. 

It is an undeniable fact tbat turn around time On rail cars is lengthening 
ratber than diminishing. Our study shows that loaded hopper cars leaving Flori
da for the corn belt now tal;:e nearly a week longer to make the round trip jour
ney than they did three·five years ago. This greatly decreases their utilization 
and has the effect of reducing the car supply. When thousands of cars are delayed 
the under-utilization becomes a very major factor. In this day of computers, 
continp.olls welded rail and locomotives capable of handling heavy trains in the 
sixty to seventy mile an hour range, it is difficult to understand what is occasion
ing thjs steady continuous rise in turn around time. Delays in congested yards, 
lack of engines and infrequent service on rural branch lines have to be major 
factorS, Not only do the rails lose the use of their cars and their potential 
rel'enue generation but private owner/lessees such as Our industry suffer great 
economic hal·dship. In the testimony before the Senate Agricultural Committee 
this past l\lay several witnesses of small grain elevators indicated they had not 
renewed their leases on hopper cars for this very reason. Monthly leasing cost 
exceeded -the value of the cars' utilization. 

It is not generally understood but the shortage or absence of locomotives is 
more critical than the shortage of rail cars themselves. Railroads gain their 
revenues from moving loaded cars.' They get nothing for moving empties back 
to their home road. When locomatives are in tight supply, as they are now, 
empty cars have the lowest of low priorit.ies. For example, ConRai'l is obviously 
moving cars, in ascending priority. based on revenues. They have a very high 
ratio of othel' lines' cars within the territory t.hey serve. Admittedly ConRail 
is short in its own fleet but due to inadequate power, they can't promptly return 
the empties. 

Something must be done, then, on the locomotive probl~m  for obviOUSly all the 
cars in the world are valueless unless engines are available to move them. There 
is no good reason not to consider a power pool much along the lines suggested 
a moment ago as to the cars themselves. As a rule, when this suggestion is made, 
the railroads immediately raise the cry that this (the car and engine pool) 
would surely be the first step towards nationalism or socialism. It wou,ld not. 
Such an ,approach (or approaches) would be a miniscule addition to the nation's 
rail f1ee.t and would be used primarily in a cnmcb such as we are now 
experiencing. 

Tbe carriers seem to be obvious that ~hippers  are fed 'Up witlI the shortage
excuses-hearing syndrome. 

Excuses do not move current traffic; and worse, there seems to be little relief 
on the way for future growth either in the planning 01" purchase stage. If service 
grows ":9rse and worse, the public will demand strong medicine and that pre
scription will be much stronger than an equipment pool! The carriers must recog
nize this and soon or the consequences to them will be far-reaching. Failure to 
come to grips with the truth has such grave national and international con
sequences that tbe railroad industry's arguments would be swept aside. 

I would conclude on three points. First, we cannot continue on our present 
course of Supplying foodstuffs and farm inputs by procrastination and Jl1'a~·er.  

SE>Cond, I do not pUIlJOrt to lIa ve the answers. fol' our industry which is moving 
60-70 million tons a year will support about any proposition that will afford 
both short ann long term relief. Third, we urgently ask the Senate Subcommitee 
on Surface Transportation to communicate their grave and serious concern 
to the full Senate Commerce Committee for prompt action wbich will bring mean
Ingful transportation relief to not only the entire agricultural community but to 
our own populace and the million~  around the world who depend on us as their 
source of food. 
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Senator LONG. Next we will hear from Mr. Ted "Thite, manager of 
grain transportation of Far-Mar-Co. 

STATEMENT OF T. C. WHITE, MANAGER, GRAIN TRANSPORTATION, 
FAR-MAR-CO, INC. 

Mr. ·WHITE. My name is Ted White. I am manager of the gram 
transportation for Farmland Industries, Kansas City. 

Farmland has submitted a statement addressing the issues as out
lined by the Senate committee. However, we would like to comment 
briefly on the rail car shortage that \ve are faced with today. 

"Te are here because Farmland and its 2,300 local cooperatives re
quire the transportation service of the railroads. However, the prob
lem ,yo continue to havr nationwide is l'ailrond service, that is, in
adequate car supply and the slow movement of cars after they are 
loaded. 

Since December of last year we have experirnced equipment prob
lems. The, situation deteriorated to a point during the months of 
March, April, and May of this year where our firm was penalized in 
excess of $3 million for late shipments on our contracts and had nu
nwrous contracts brought in for our account. 

In addition to that, we had interest payments that we continue to 
pay."Te had sales that we could have made that were not because of the 
car shortage. 

'Ve feel none of these penalties would have been incurred had the 
railroads provided the only thing they have to sell, anel that is sel·vice. 

Our members and the country as a whole cannot continue to pay the 
bill for inadequate transportation. The carriers mllst illl))J'ovc Hnd 
provide service. 

In our opinion, the carriers mllst n.ddn'ss thrlllsch'rs to "'lint. WP (·on .. 
sideT to be obviolls problems, slich ns outua(C'(l work l'\I)I'S, be'\( of Inc'". 
mot.ive power, poor track conditions, pOOl' IIpkl'I'p ,,1' l'qllipIJJI'III. lIllIl 
inadequately trained crrws. 

Each da.y I receiv(' calls from OUI' lOl':d 111l'11lllC'l's ill Iii.' ('OlllilI'V ,1:11 . 
ing tha.t they have not had cars in WN·,ks OJ" month,.. ] II J:t<:I, ,l'l''il "I'd,,:, 
I had a call from a gentleman wlto sni<1 thai. hr h:l(l only J'(,(:('jn'cl ;\1) 
cars the. entire Veal'. 

IVe find tha£ the car situation is still criticaL as it has IWP1I JOI' tl](' 
last, () months, and we see very little improH'lIwnt by thr l'aill'onds. 

Thank you. 
Senator LOXG. Thank yon very much for YOllr statemrnL and thnL 

con('ludes ollr hearings for today. 
[The statement follows:J 

STATEMENT OF T. C. 'VRITE, !-IANAGER, GRAIN TRANSPORTATION, KANSAS CITY, Mo. 

My name is T. C. White; I represent Far-Mar-Co. Inc. (Far-lIIar·Co). I have 
heen associated with Far·;)lar·Co for three months in the position of Manager
Grain Transportation within the Traffic Division. I have been associated with 
the grain and grain products industry for over t1wnty years in the midl\·est. Far
Mar·Co is a corporation existing under the la I\'S of the State of Kansas with gen
eral offices at 1600 N. Lorraine, Hutchinson, Kansas 67501. It is engaged in the 
handling, storage and merchandising of grain for the account of its members lo
cated in the states of Iowa, Nebraska, Wyoming, Colorado, Kansas and Missouri. 
Far-Mar-Co owns and operates 12 terminal and sub-terminal elevators located in 
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the states of Colorado, Kansas, Kebraska and MissourI, wim a total storage 
capacity of approximately 128 million bushels. 

Far·Mar·Co is a subsidiary of Farmland Industries, Inc., which is a regional 
farm supply cooperati\'e located in the midwestern UnitNJ States. the agricultural 
heartland of the United States. Farmland is owned and controlled by over 2,300 
local cooperative associations. Farmland provides petroleum, feed, fertilizer ag
ricultural, chemicals, and farm supplies to a half-million midwest farm and ranch 
families through their local cooperatives. Farmland and Far-Mar-Co comprise a 
vast complex of manufacturing facilities including oil wells and refineries, fer
tilizer plants, feed mills, and plants for the production of ag chemicals, grease, 
paint, ba,t,teries, and steel buildings located throughout the nation. Warehousing, 
transportation, and a variety of other services complete Farmland and Far-l\lar
Co's network of assistance to member associations and their members. 

We are also memberS of the Farmers Expor't Company. The Farmers Export 
Company operates an elevator at Ama, Louisiana, which is located about 10 
miles frQm the city of New Orleans and another elevator located in Galveston, 
Texas. The members of Far-Mar-Co own and operate nearly 700 so-called "coun
try elevators" with a total storage capacity of nearly 400 million bushels, For that 
reason, we feel we have a vital interest in rail transportation, I.e., rates, servicE' 
and car supplies and are feeling the effects of poor utilization of equipment 
within our area. 

Our statement was prepared'in response to Senator Russell B. Long's letter to 
Far-Mar-Co's President, Mr. George Voth, on June 29, 1978, inviting our testimony 
regarding Senate Bill 3260, dealing with the so-called "yo-yo" provision of the 4R 
Act and other items af(ecting rail transportation including the current rail car 
shortages.

Our comments concerning Senate Bill 3260, which was introduced by Senator 
Howard W. Cannon at the request of the Department of Transportation, will be 
limited as we have had very little exposure to this provision. Our lack of expertise 
in regards to the "yo-yo" clause is due to the carriers lack of initiative in using the 
method of increasing or decreasing rates. To the best of our knowledge, the few 
attempts to use this provision have not been adjustments to help the shipping 
public but merely a means to increase by seven (7) percent specific commodities 
by individual carriers. 

We feel the railroads presently have the necessa'ry means to raise or lower rates 
within certain (perimeters) with certain guarantees to the shipping public as 
monitored by the ICC. We feel the elimination of the Market Dominance provision 
will provide the carrier with too much latitude to adjust his rates upward without 
the safeguards of the investigative forces of the Commission. Consequently, if the 
"yo-yo" provision of the 4R Act is re-establish ed, the Market Dominance feature 
should also be added as part of the biil to provide limited protection to the ship
ping public.

I would like to address the rest of my testimony to the list of questions which 
the Committee has prepared regarding rail car shortages. 

1. What lLave been tILe effects ot the Interstate Oommerce Oommission's various 
car service orders on mitigation of car shortage problemsf-After reviewing the 
numerous ICC Service Orders that have been issued within the last six months 
dealing with a variety of problems such as substitution of one size car for another, 
quantity"to be moved in a unit, percentage of cars in' grain service, etc., we con
tinue to have critical problems regarding car supplies. In working with the vari
ous service orders and in conversations with our personnel and others within the 
innustry, we finn thnt the snmp problems exist today as existed six months ago 
when these Service Orders first began, such as poor service, equipment shortages, 
etc. It is"our opinion the Service Orders have not had the desired effect the Com
mission has intended. As proof, Service Order '1309 was initiated to force the ear
riers to move cars within a specified period of time. After this order was put into' 
effect, 'we now find carriers being fined for ignoring or not able to comply with the 
order; consequently, we feel the Service Order has had little or no effect. 

2. What, if any, legislat'ion do you belicve would be effective in either improving 
car utilization or casin.tl the cor shortage problcm or bothP-We are not pre
pared t.o suggest any type of legiQation; however. we do recog'nize that many 
railroad problems exist which need to be addressed by the Commission, rail 
carripr~,  and pf'rhaps the shipping puhlic as well. ,Ve fpel our immediate problems 
have been created over many years and have no short term solutions, but require 
long range planning with input from all ~gments  of the tran,poration com
munity. A few of the problems which must be addressed are: better roadbeds. 

lack of power, shortage of equipment, work rules, etc. We must all recogni:«:e 
that even though the problems are rail oriented, they are not necessarily all 
created by the railroads. 

3. lV/,y has I/w 1IS(' of seasono.ll·(J,tes been ineffective in rcsolving the burden at 
pca'/'; season <le11landl'-Our exposure to seasonal rates are limited due to the non
existence of seasonal ratcs within the midwest. It was our understanding when 
>'easonal rates wel'e first originated the shippers would be encouraged to D10Ve 

their product whene"er possihle during off season periods, thru rate incentiv~s,  

thus creating better utilization of equipment and eliminating part of the ca.r 
shortage Which develops duriug a peak seasonal period. It seems obvious the 
carriers have taken an approach to peak period seasonal rates that was con
trary to what congress euvisioned. 'rhis can he readily "erified by the fact tha.t 
seasonal rate, which have been published on grain, in all cases have all been in
creases ra ther than decreases. In our opinion one of the best inducements for 
shiplling off season would be rednction in rates, not as the carriers instigated in 
the southeast where they haye raised the rates. The carrier's approach has be~n  

to attack the commodity such as grain which must move at least in part during 
a peak season and increase that rate, rather than creating an incentive to ship 
off season by publishing reductions. Therefore, we feel until the carrier ap
proaches the subject from the standpoint of eqUipment utilization rather than 
monetary return, it will not accomplish it's goal. 'Ve feel the carrier's approach 
to peak period rate making is strictly another way for the carriers to increase 
their re"euue at the expcnse of the agricultural community in general and the 
fal'mer specifically. 

.1" Plcase comment on the possib-ilit'ics an<l requ,irements for implementing a 
comm.on ownel'ship concept s'imilar to trailer tra,ins, tor covere<l hopp,er cars 
and gon<Zolas.-We feel the implementation of common ownership for covered 
hopper cars and gondolas has merit. In our opinion, oue of the main problems is 
the empty movement of cars. For many years, the grain industry relied on bOli:
cal'S for movemcnt of commodities. This equipment was basically free running 
equipment which could he loaded and shipped to anyplace in the United States 
by any carrier, 'Vith the advent of hopper cars, which the carrier has deemed 
special equipment, we find we are restricted in our loading and use. 'Ve feel 
hopper cars should not be considered special equipment. The ntilization of hopper 
cars is fnrther reduced whenever service orders specify they are to be returned 
home empty. For example. \ye have had several instances where we were required 
to send empty hopper cars back to the home line several hundred miles away, 
Where, if we wonld ha ,'e not been restricted because of service orders. n'e could 
have ntilized them loaded to a destination. It is our contention that hopper cars 
are used belier than SO percent of the time in loading of grain and they ~hould  

be considered the normal loading equipment for the grain industry. Because of 
this, there should be more flexibility in the loading and moving of this equip
ment. 

['Whereupon, at 12 :27 p.m., the subcommittee adjourned.] 
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ADDITIONAL ARTICLES, LETTERS, AND STATEMENTS 

STATEMENT OF HaN. WENDELL R. ANDERSON, U.S. SENATOR FROM MINNESOTA 

Mr. Chairman. I commenD you on your interest in the problems relating to the 
boxcar shortage, and for bringing this matter to the attention of Congress and the 
Amreican people through these hearings. I appreciate the Qpportunity to add my 
comments to the extensive testimony already submitted by various interested 
and affected parties. ' 

There is a great tradition in this country for using the railroad as a means of 
transporting agricultural goods. Minnesota farmers who produce largely corn 
and n'heat have a!\\'ays depended on the rail system to move their grain from 
local ele\'ators to the large shipping terminals in the Twin Cities and Duluth, and 
from there to the East Coast and the Mexican Gulf ports. 

Shipping grain I.!y rail has proven to be by far the most economical and energy 
efficient way. much preferred hy both the farmers and the grain elevator oper
ators. 

In the past we have experienced delays with the shipments in the Spring 
simply because weather conditions made the return of grain cars to the Mid
west \'ery difficult. The prol.!lem usually tended to I.!e solved as soon as the snow 
was off the ground and the river opened for barge traffic, 

This year, howevE>r, the picture is quite different. Today, in the middle of the 
month of July, we are still faced with a railcar shortage. And this is a more 
se\'ere one than \ve haye ever experienced before. The Secretary of Agriculture 
has recognized this, calling this shortage "the worst in history." 

But the problems are much more far-reaching than just the shortage of the 
grain cars, Recently, deteriorating and declining rail service has forced many 
farmers to use trucks to ship their commodities to the larger elevators. This is the 
only alterna tive a\'ailable; it is howeyer not a Yery goo{! one since the capacity 
of trucks is much smaller, and they are not as easily loaded and unloaded as rail 
cars. Declining utilization of the trains by farmers of course means declining 
re\'enue for the railroad companies. They then file for abandonment of these 
small unprofitahle lines-leaving trucks as the only means of shipment, 

Another problem which aDds to the severeness of the present situation is the 
lacl, of storage facilities on farms and in small elevators. Because many farmers 
are participating in the Go\'ernment's grain set-aside program, their silos are 
already filled with no room for storage' of what is expected to be another 
bumper crop to be harvested this fall. An alternative, it could be argued, would 
be to construct more storage facilities. This'in itself is a great problem as the 
storage facility loan limits are too lon', and there is pre~ently  a shortage of 
cement for construction in Miunesota. This last problem is again tied to the short
age of the railcars. 

It is clear to me that we need to study all these problems together very care
fully. I ha \'e asl,eo the President to establish a joint tasl, force of Congressional 
leaders and the Secretnry of 'l'ransporation to suggest ways of solving the im
mediate prohlems as well as mal,e recommendations for long-term solutions. 

On June 8, 1978. the Senate passed S. 1835-a hill which directs the Secretary 
of Agriculture to de\'elop a report which would identify the rail network essential 
to agriculture. Since farmers -lll?ed the railroads and the transportation of farm 
commodities is vital to the exil>tellce of rural rail lines it seems ohvious that the 
Secretary of Agriculture should playa big role in the study and future planning 
of an efficient rail system. 

am pleased that this problem is being recognized and tal,en seriously by 
members of Congress. I have received many letters and t.elephone calls from 
Minnesota state legislators who are concerned about the farmers within their 
districts. Unless something is worked out in the nenr future, the situation could 
he di~astrous  for many small farmers and eleva tor owuers in Minnesota and other 
Mid western sta t.es. 

(91) 
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STATEMENT OF LoN MANN, PRESIDENT, NATIONAL COTTON COUNCIL 

My name is Lon Mann. I am a cotton farmer ·and ginner from Mari'llnna, Arkan
sas ~rideurrently  serve as President of the NatioI'.al Cotton Ooullcil, which has it'S 
headquarters in Memphis, Tennessee. 

The N'ational Cotton Co.uncil is the central organi2'Jati,()1l of the U.S. raw cotton 
industry, representing all seven segments of the industry-producers, ginners, 
warehousemen, merchants, cottonseed crushers, cooperatives, and manufacturers. 
It is a voluntary association established in 1938. 'Services provided to memlJers 
include technical recommendations, advice on foreign operations, public relations, 
and legiSlapye 'activity on matters of importance to the cotton industry. 

The National Cotton Council is greatly concerned about the proposed legisla
tiou. Cotton people are sU'Ostantial user's of rail transportation, 'find efficient and 
economical transportatlim is essential to the coritinued 'Viability of our industry. 
The Council therefore welcomes the opportunity to comment -on'S. 3260, and on the 
even more, extreme proposal advanced by Mr. William Dempsey of the Association 
of American Railroads. 

·S. 3260 would do far more than extend f-or 5 years the yoyo provision incor
porated in § 15 (8) of the Interstate 'Commerce Act by § 201 of the Railroad 
Revitalization and Regula,tory Reform Act of 1976 (4R Act). That provision 
authorized the railroads, for a period of two years, to file for increases of 7 per
cent a year, without being subject to suspC'usion except in t1wse situations in 
which a railroad hevs market dominance. S. 3260 would extend this authority for 
another 5 years {mot would also remove this exception. S. 3260 would reverse the 
basic decision made by the Oongress, after extensive hearings and long delibera
tion, as to the extent to which railroads rates would be exempt from regulation 
by the Interstate 'Commerce Commissi-on. 

In the hearings preceding adoption of the .4R Act, the railroads argued that 
ra te regulation was unnecessary because they encounter competition from other 
modes sufficient to limit their ability to raise rates abo\'e a ·reasonable level. They 
tried to persuade the Congress to ignore the fact that, while the railroads en
counter effective competition on large segments of traffic, there are als'o important 
segments as to which they encounter no effectiYe competition. The Congress 
understood this fact and it exempted from maximum rate regulation thoose move· 
ments on which the railrO'ads encounter effective competition but preserved 
Commission jurisdiction over the rates for movements as to w'bich the railroads 
possess market dominance. 

On long hauls of bulk commodities to points which are not on or adjacent to 
navigable waters-a type of tramsportatioll 011 which many members of the Na
Honal Cotton Council depend-the railroads still enjoy substantially the same 
monopoly thnt they enjoyed when the Interstate Commerce Act was adopted. S. 
3260 would vermit the railroads to raise rates on such traffic 7 percent a year 
and the Oommission would 'have no power to suspend the increa,ses. 

Mr. Dempsey's testimony accurately reflects the current position 'of the rail· 
roads, that they intend to raise the rates on captive traffic just as high as the 
law will D.ermit. Many of these rates are already excessive and the milroads rec· 
ognize that they could not justify furtber increases before any fair tribunal. The 
Council recognizes that many, but by no means all of the railroads have finan
cial probl~ms.  The railroads would try to solve those prohlems by imposing exor
bitant rates on shippers \v\hiC'h have no alternative to rail tral1Jsportation. In the 
4R Act. the Congress determined that this should n-ot he permitted and that, 
where the railroads have market dominance, t'he power -of the Commission to 
suspend rates in order to protect the shippers must be preserved. Nothing has 
happened' since the passage of that Act to suggest that this decision should now be 
reversed. 

STATEMENT OF HARLEY L. CoLLINS. VICE PRESIDENT, SysrDr POWER AND ENJGINEER
lNG, PENNSYLVANIA POWER & LIGHT Co. 

My name is Harley L. Collins. I am Vice President, System Power & Engineer' 
ing for PennsylV"ania Power & Light Company. 

Pennsylvania Power & Lig'ht Company (PP&L) is an investor-{)wned electric 
utility incorporated under the Imvs of the Commonwealth of Pennsylvania. Its 
service territory covers ar>proximately 10,000 square miles in 29 counties of Cen

t.ral Eastern P, ,ylvania, with a total PO'Pulation of over 2.4 million, represent
ing about 20 percent of the State's population. 

PP&L strongly <JI[J'])Oses enactment of S. 3260 because the predictable result oE 
its eruactment would be a sharp increase in the cost of transportation of coal to its 
steam electric generating stations. In calendar year 1977, PP&L received more, 
than 9.1 million tons of coal by rail at its various steam electric genemting sta
tions. A 7 percent increase in coal transportation costs would add more than $3 
million to its annual rail transportation bill, all of which would need to be re
flected in increased costs to consumers of electricity. The cumulative 40 pexx:ent 
increase permitted by S. 3260 would be about $18,000,000. 

Section 15(8), which was added to the Interstate Commerce Act by the 4R 
Act. permits the railroads to increase rates 7 percent per year for a period of two 
years without suspension but only if a carrier is not found to have market 
dominance over the sen'ice to which the increase applies. S. 3260 would extend 
this authorization for an additional 5 years but would also deprive the Commis
sion of authority to suspend such increases, even where the railroads possess 
market dominance. 

In the 4R Act, in response to the railroads' plea that regulation was not neces
sary because they encounter competition which is so effective that it sets their 
rates, the Congress granted deregulation in those situations in which the rail
roads encounter effective competition but it preserved Commission jurisdiction 
in those situations in which there is no effective competition, I.e., where the rail
road has market dominance. 

Subsequent events have demonstrated the wisdom of the Congressional decision 
t.o retain Commission jurisdiction over the rates on captive traffic. The railroads 
have made it abundantly clear in their representations to the Commission in 
Ex Parte No. 320, Special Procedures for Making Fino.ings of Market Dominance 
as Required by the Railroad Revitalization and Regulatory Reform Act of 1976, 
Ex Parte No. 338, Standards and Procedures for the Establishment of Adequate 
Revenue Levels. and Ex Parte No. 349, Increased Freight Rates and Charges, 
1978. Nationwide, that, if they can legally do so, they propose to raise rates on 
captive ttaffic far above any conceivable limit that could be justified as reason
ahle and they have focused on rates on coal as presenting a golden opportunity to 
recoup losses on all other traffic. The same philosophy was reneated by Witness 
Dempsey in his testimony presented at the hearing before this Committee on 
.July 12. 

The ironic thing ahont the railroad position is that rates on coal are already in
ordinately high. In Ex Parte No. 349, in which tbe railroads sougbt an increase in 
rates on other traffic of 4 percent in the east and 'west and 2 percent in the south 
for the purpose of recouping' increased costs. they sought to apply a 7 percent 
increase on coal mtes nationWide, not for the purpose of recouping increased 
costs hut simply to improve their financial situation. PP&L joined with otber 
electric utilities in opposing any increase greater than 4 percent. As part of 
their presentation they showed through Witness G. W. Fauth the revenue/vari. 
able cost ratio (revenue divided by variable cost) and the before tax rate of reo 
turn on six representative movements. The revenue/cost ratios, without the pro. 
pOf':ed increase, ranged from 167.4 to 238.0, in contrast to a revenue/cost ratio of 
135 for all commodities: the before tax mtes of return ranged from 22.1 to an 
astronomical 156.2 percent. The latter is the rate of return being earned on one 
of the major movements to PP&L. The movements which were costed are as 
follows: 

Revenue Before tax 
variable rate ofOrigin Destination Railroads Receiver of the coal cost ratio return 

Catale, Okla .... _..• .. __ Sibley, Mo , __ ._ •. _._. ATSF-SLSF... Missouri Public Service.. _ 188.2 27.1Sesser. 111 .. ..... .• Oak Creek, Wis.' ... _._ BN-CNW Wisconsin Electric ... _ 205.9 61.8 
238.0 156.2~~nr~~m~~::~----------:::::::::: ~:~~~  g~~~~:_~~>~  t~·_·_·__.~~-_~~-_ ~:or:iaLpower.- : : __ 178.4 26.3Do..• __ .. _..... . __ . do ,_._. .. _ LN _.••.. _.....•..do._ .. ,,_ _ __ 167.4 22.1

Blacksville, W. Va._ .. Monroe, Mich ._ ... CR... _. ._ Detroit Edison _ . 178.9 34.3 

;~~:rr~:~ ~~~~~ied cars. 
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A. complete copy of the testimony of Witness Fauth is att. ~d  as Appendix 
A. I The railroads filed voluminous reply testimony but they did not contradict 
the foregoing evidence; in fact, their cost witness, Marion Hall, Implicitly ac
cepted its accuracy. 

Section 101 of the 4R Act declares it to be the policy of the Congress ·to "bal
ance the needs of the carriers, shippers, and the public" and "permit railroads 
greater freedom to raise' 0,," lower rates for rail service in competitive markets." 
To take away the Commission's power to suspend annual increases of 7 percent 
on captive traffic would defeat these policies and would destroy the balance be
tween the interests of carriers, shippers and the public which Congress attempted 
to strike in the 4R Act . 

I 

STATEMENT OF IPCHARD P. RoUSE, ASSISTANT TO THE PRESIDENT,� 
WISCONSIN ELECTRIC POWER Co.� 

My name is Richard P. Rouse. I am Assistant to the President of Wisconsin 
Electric Power Company, which has its headquarters in Milwaukee, Wisconsin. 

Wisconsin Electric Power Company is an electric utility serving electric cus
tomers in southeastern, east central and northern Wisconsin and in the Upper 
Peninsula of Michigan. A substantial portion of the Company's generating 
capacity is. coal fired and all of such coal fired generation is, because of location, 
dependent upon rail transportation for coal receipts. Wisconsin Electric receiyeo 
3.9 million tons (during the same period it burned 4.2 million tons) of coal shipped 
by rail or by a combined rail-water movement during calendar 1977 and will re
ceive a larger volume of coal transported by rail during calendar 1978. 

Becuse of the substantial tonnage of coal traffic which the Company must move 
by rail, and because the transporJation costs for steam coal form a significant 
part of the cost of generating electricity, the Company has a direct and vital 
interest in this legislation. This bill, if adopted, would amend the Railroad 
Revitalization and Regulatory Reform Act of 1976 (4R Act) to extend, from two 
years to five years, the period during which the railroads have a general right 
to increase rates 7 percent per year without supervision by the Interstate Com
merce Commi~sion.  At the same time it would remove the one existing limitation 
built into the Act to prevent the railroads from wielding this authority in an 
arbitrary and monopolistic fashion; Le., the power of the Interstate Coinmerce 
Commission under § 15(8) of the Act to suspend increases where the railroads 
have "market dominance" over the involved traffic. 

W11i1e recognizing full well the particular stake the Company has in the future 
availability of good and reliable rail services we simply cannot close our eyes 
to the fact that the bill now before you in the ·final analysis provides that the way 
to maintain or restore the railroads to good health is to remove all checks to the 
railroads' exercise of their monopoly power over traffic like steam coal ann 
permit rates on such traffic to be imposed at whatever level t.he market will bear. 
One has to look no farther than the railroad po~ition  in Dockets Numbers Ex 
Parte 338 and 349 beforf' the Interstate Commf'rce Commission to realize that 
utility coal is the commodity which would bear the full brunt Df this legislation, 
for in both these cases the railroads' position was that railroad IMses on other 
traffic, and on operations generally, should be recouped by increasing the rat.f's on 
coal. which they confidentially stated was captive traffic, to whatever the market 
would bE'a't". 

It was to prevent ju~t  this kind of monopolist.ic pricing that the Congre~s,  in tbe 
4R Act, retained, in the form of the market dominance stanrlaros. t.he authority 
of the Interstate Commerce Commission to protect shlpPf'rs of captiye tTflffic 
from being- compelled to accept monopolistic rate e::-action<: hy railrollns, Nothin.!?; 
has happened since the 4R Act waR passed which shows that t.he Cong-ress erred 
in rarefu]]y rE'taining- limited jnril:'nict.ion in the Commission in caReR where the 
railroads have market dominance. To the coutrar" the rflilroad~  hflvP l:'in('e that. 
time nemonRtrated that.. bnt for this proyision. they wonl(l hA,e rflisl'o rMel:' on 
captive traffic like coal the full amount allowed by law ,,-ith'lut rl'g-arn t'l the fact 
that s\1<'h inrreases could not be justified before any tribunal. As a res\llt we are 
opposed to S. 3260, 

1 Appendix A is in the committee files. 
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ARCHER DANIELS MIDLAND Co., 
Decatur, Ill., July 14, 1978. 

Hon, HOWARD W. CANNON, 
Chairman, Committee on COl1l1nerCe, Science, ancl Transportation, U.S. Senate, 

Washington, D.C. 
DEAR SENATOR CANNON: On June 28, 1978, at the request of Secretary Brock 

Adams, Department of Transportation, you introduced S. 3260, reported in error 
at S. 10053 of the June 28, 1978 Congressional Record as S. 3060. 

We would like to address this issue, in opposition, trusting the Introduction 
of the bill was a courtesy to Secretary Adams and did not in any way intend or 
imply support by you or your committee, 

We submit there is absolutely no need for this type legislation, and suggest 
the letter of transmittal accompanying this proposed bill, signed by Mr. Alan 
Butchman (for Brock Adams), and dated June 9, 1978, does not display the real 
world situation. I have attached, for your information, copy of a pleading filed 
with the Interstate Commerce Commission in March, 1978, which shows that from 
December 1, 1977, t.he U.S. Railroads had docketed, with their respective freight 
bureaus, over 150 separate proposals to increase the rates and charges on over 
40 percent of all commodities they transport by from 2 percent to 20 percent. 
These proposals were not filed under the authority of § 15(8), here sought by 
DOT to be reinstituted. Just this week, the Eastern Territory Railroads an
nounced they were intending to increase, by from 2 percent to 20 percent, the 
rates and charges on an additional 35 commodities, many essential foods and 
feeds for human and auimal consumption. 

In June, 1978, t.he IOC authorized the U.S. Railroads to increase all rates 
llnd cbarges by from 2 percent to 4 percent, such increase designed to improve 
the carriers revenues by some $719 million in the first 12-mo\lths. It is believed 
we will be confront.ed with an additional 6 percent t.o 10 percent increase in all 
railroad rates and charges before years end as a I'esillt of labor awardR, soon to 
be announced, which retroact t.o Jan).Iary 1, Hl78. 

These increases result not in 'tens of milliolls of dollnJ"s ndded cost.!:', hut hun
dreds of millions of dollars which are Jlll!'sed onlo 1'11(' ll!tilllnlp (:()Il~lllller  throug-h 
increased costs of finished or semifinished ('OllllJ1l1flil](·,., )1 i,. iJTl'spolisillle fol' 
DOT to suggest, as they now do, thlll' railrond mIl' fh'xilJilily (onl~'  illCTel'H1Nl 
rates-no reductions) will haye no inflation:lry impll<'1 Oil IIH' ("'OnOlll.". 

On October 5,1977, the Interstat.E' Comllleree Cnnllnissioll, 111,(1.,1' lh., i1nIJH,,'lI~'  

of § 202 of the Railroad Revitalization and Regulat.ory Hp[ornl ;\('1 of 'W7(i 1'\11. 

mitted a statement to Congress entitled, "The Impaet of t))(, 4--1( :\('1-· - HII iJl'o:rd 
Ratemakiug Proceedings." Therein, at page 2, the ICC discu:>se(1 "MlIrl«'1 ])Ollr\· 

nance" criteria, stating three threshold tests to be met, i.e,: 
1. The railroads market share must be greater than or equal to 70 perrrill of� 

the relevant market.� 
2. The rate must equal or exceed 160 percent of variable costs, and 
3. Shippers or consignees must have made a subst.antial investment in rail� 

related eqUipment or facilities which prevents or makes impractical the use of� 
another carrier or mode.� 

Such criteria, when viewed .by DOJ, would undoubtedl, be labeled monopo
listic, At page 8, the Commission, based on stat.istical analysis, concluded that 
while some 11.1 percent of all rail traffic would, based on the 160 percent cost 
presumption be market dominance, approximat.ely 29 percent of all rail traffic 
is c~nsidered  noncompensatory revenues being below the cost of performing the 
service. 

The facts and carrier actions currently belie the alleged need to reinstitute 
§15(8}(c)---€specially absent the market dominance feature. It was only after 
thE- ICC admonished the railroads to place more reliance on the provisions of the 
4- R Act, ins1:ead of general rate increase proceedings, that the carriers made all 
lJ ttempt to use § 15 (8) (c) -the so-called "YO-YO" provision. 

Of prime importance is the economic fact that transportation charges are not 
ahsorhed. bllt are passed onto the ult.imate ConsumE'r in the price of durable or 
{,ol1~\Ima~le  products. III 1977, the railroads reported freight revellues of $18.9 
111111011. J<,ach 1 percent increase in rates and chargE'S places added costs on the 
~'onsnillint::  pnhlic of almost ~200  million. Certainly, it cllnnot be said that such 
Ilicreases do not contrihute t.o inflation. 

We respectfnlly nrge your committee to decline to take action on S. 3260. 
Yours t.rnly. 

JOHN E. HARVEY. 
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INTERNATIONAL MINERALS & CHE•.__ -,AL CORP., 
July 14, 1978. 

Hon. RUSSELL LONG, 
Chainna11., Surface T1'ansportatf,on Subcommittee, 
U.S. Senate, Washington, D.C. ' 

DEAR SENATOR LoNG:' Congratulations, ~ir,  for taking a first step toward a 
coordinated effort to understand and bring a solution to the enormous problems 
associated with the rail transportation industry in this country. You mayor may 
not recall that after the hearing you and I had a lively discuf'sion on sea!'onal 
rates, rent-a-train, etc. It was a refreshing exchange after the time-worn phrases 
that I hear from the 'railroad industry-"All OUI; hopper cars are in grain"; All 
our hoppeI1 cars are tied up on Conrail"; "All Olilr locomotives are in the shop" ; 
"It's been a hard winter. and our equipment is·frozen in," and on, and on, and on, 

My interest stems fron) the fact that IMC is the largest shipper of fertilizer and 
fertilizer materials in the United States. We are highly dependent upon the rail· 
road industry, as 87% of our tonnage moves by that mode. However, after reading 
~fr.  William H. Dempsey's statement prepared for your hearing, I felt I had to 
comment on his interpretation of "Market Dominance." According to Mr.' Demp
sey, "Mar.ket Dominance" included in the Railroad, Revitalization and Reform 
Act of 1976 (4-R Act) severely restricts the railroad from the ratemaking f1exi
1:'illty that was intended by the Act. According to Mr. Dempsey, market dominance 
restrains the railroads from increasing the rates in those areas where they have 
freedom to do so. This so-called freedom is the lack of competition. By the very 
fact that there is no competition, the railroads can act in a predatory, unjust 
und unreasonable fashion in their rate-making. The real purpose of the 4-R Act 
was to give the railroads complete rate-making flexibility in those atmospheres 
where competition could and would provide constraint. However, in thoFe areas 
~,here  there is no competition, and the railroads have market dominance, rate 
increase" would be subject to shipper protests and ICC jurisdiction as to their 
"just and reasonableness." To remove the market dominance concept would give 
the railroads the ability to unjuf'tly raise the rate" on the land-locked bulk 

1- shippers in the West and Midwest, and thereby subsidize a lowering of the rates 
in the East (primarily manufactured goods) where tonnage was lost to a com
petitive mode. , 

On the surface, this may seem to he a rea~onable approach, except when one 
realize<; that it was not the rate level that drove the tonnage off the railroads 
onto competitive modes, but the level and dependability of the service. In addi
tion, predatory rate levels for the Midwest bulk shippers of grain and fertilizer 
would result in reducing the competitive world position of the United States for 
ha~c  foodstuffs. This, in turn, would have a significant adverse effect on our 
trade balance deficit. And finally, the estahli~hment  of market dominance does 
not mean that the propo~ed  rate will he denied. It means only that the rate comes 
under the present jurisdictional authority of the ICC as to its "just and reasona· 
hIe" nature. 

Thank you again, Senator, for our discussion, and I am looking forward to 
more of the same in the <future. 

Yonrs very truly, 
T. J. REGAN. 

NATIONALCOUNCIt OF FARMER ('·OOPERATIVES. 
Washington, D.C., July 19, 1978. 

Hon. HOWARD W. CANNON, 
Chairma~ ..,Cr.mmittee on Cnmmerae, Soience, and Transportation, 
U.s. Senate, WasMngton, D.C. 

PRAR l'F AIIlM;\ N CANNON: The DepArtment of TransportAtion has re('ently 
securerl introduction of a bill, S. 3260, to amend' the Interstate Commerce 
Act. 'l'he bill would permit railroads to raise or lower rates within a seven 
per(>pnt "zOlle of rea~Ol1niJlenpss" in en('h of the next fiye .vea rs without fear of 
suspension by the InterRtate Commerce Commission. even if the propMing 
carrjpr has market dominance over the traffie involved. This nropos'll is un· 
justifiable on its face, would set a bad precedent, and therefore should not 
be reportprl to the F;pnllte floor by yom Committee. 

The railroad indust.ry was g-ranted sig-nifirant new rat.p-making freeriom 
under Puhlic Law 94-210, the Railroad Revitalization and Regulatory Reform 
Act of 1976. 
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Section 202 \ Jf that Act provides that whenever a rail rate is challengeCl 
as being unreasonably high, the Commission shall investigate the situation and 
determine, within 90 days, whether the carrier proposing the rate has market 
dominance over the service to which the rate applies. If the Commission does 
not find market dominance, it may not suspend any future increase in that 
rate on the ground that such rate exceeds a just and reasonable maximum fot' 
such service, unless it finds that the carrier later achieves market dominance 
over the covered service. 

Section 202 (e) of the Act provided that fOr a two-year trial period (which 
ended February 5, 1D78) the Commission could not suspend ·a proposed rate 
increase or decrease representing not more than a seven percent change froIn 
the rate in effect on the prior January 1st unless the proposed rate would 
violate section 2, 3 or 4 of the Interstate Commerce Act or the proposing carrier 
possessed market dominance over the traffic involved. 

The railroads soon discovered that where they faced meaningful competition 
section 202 (c) operates to permit unlimited rate increases. ThUS, section 202(e) 
with its seven per cent per annum restriction was virtually ignored. 

Now the Department of Transportation has proposed resurrecting section 
202 (e) for a new five year period and deleting market dominance as a basis 
for suspending increases proposed under that section. This would permit rail
roads which enjoy monopoly power over substantial movement.s to extract 
monopoly prices from captive shippers. The National Council submits that this 
would be bad government policy as it would run counter to existing programs 
to limit antitrust abuses and to slow the rate of inflation. 

,DOT's assertion that aggrieved shipeprs could secure adequate restitution by 
challenging the increase l!fter the fact, in hopes of securing an ICC order for a 
refund plUS interest, is untenable. Carrier legal challenges to a refund order 
could subject shippers to years of uncertainty as to proper rates. Also, any 
refunds secured would not be passed through to small, indirect payers of freight 
cLarges such as farmers who market their grain for a fixed price less transpor
tation costs. 

Finally, the Department of Transportation has followed a consistent and 
conspicuous policy of resisting effective implementation of the market domi
nance rule-the only real protection captive rail shippers have'left from abuse 
of the monopoly possessed by many railroads over substantial volumes of traf
tic. Enactment of S. 3260 would encourage DOT to move toward total abolitiou 
of the market dominance rule, thereby subjecting shippers who must use rail 
service to virtually unlimited rate increases. When one remembers that these 
shippers are essential elements of our economy-food, coal, and steel---one must 
lia"e douhts ahout the wi<;dom of following such a course. 

TI,e National CounC'i] al!~ee;; with DOT that reenactment of the original "zone 
of reasonahleness" langllilg-e of section 202(e) of the 4-R Act would be'super
fluous in yi",\\" of Ihe grea rer liberties granted the carriers under section 202 (c) 
of t.he A<:1. Vi'e most st.renllOllsly object, however, to DOT's suggestion that the 
zone of reasonobleness languoge he reenacted without reference to the market 
dominance rule. 'l'herefore, we most respectfully request this honorable Com
mitJee allow S. 3260 to die in committee. 

Sincerely, 
DONALD A. FREDERICK, 
A.ssistant General Counsel. 

LAW OFFICES J. RAYMOND CLARK, 
Washington, D.C., Ju1!y 27, 1978. 

11011. HOWARD W. CANNON, 
('lw1.nnan, Commerce, Science, and Transportation Committee, 
lI'u8hington, D.C. 

nEAR SENATOR CANNON: The under~igned  represents the Middle South Utilities 
I-:y<;tem composed of five electric utility operating companies in the states of 
Arkan<;a<;. Lonisinnn, Missouri nnd Mississippi. One of the operating companies 
in flH.' Mirlrlle South System, Arkan!'as Power & Light Company, is presently 
('(,nsfl'lwling n lW\\, ('onl-fire(l electric generating station near Redfield, Arkansas 
:llill has :llllJlhpr silllilnr <;j'ntion nenr Newark, Arl<ansas scheduled for commercial 
o!1prlltioll h~·  Ih... Il1jrt-J!)~O's. The SyStem projects construction of three or four 
a<lditinnnJ ('nal-firp(l sta !'inns \\"ithin the next decade. Each of the coal-fired 
stntions will 1'PI"]llin> r:liJ (lplivpl'Y of apprOXimately 5 million tons of coal annu.all, 
with the first two lllOvements already being committed to Wyoming coal. 



98 99� 

The Middle South Syst~m  being located in the natural .; regiO'l1 has not 
previously utilized coal as a source of energy but in furtherance of the national 
energy policy is undertaking to reduce reliance on other fuels through the pro
jected construction schedule that I have jmt described. Obviously with the im
plementation of this program, Middle South will necessarily become a substantial 
user of rail transportation. Moreover and even more significantly from the stand
point of the provisions' of .83260, the requirements of an assured coal ~upply  and 
unit train coal transportation will make Middle South a captive shipper not only 
to rail service in general but to speci,fic lines of railroad. 

.As a consequence, Middle South and its electric ratepayers who must directly 
bear the cost of coal tran~portation  have a vital interest in the preservation of 
Interstate Commerce Commission jurisdiction over the rates on monopoly or 
so-called market dominant traffic. Indeed, Middle South has a pending complaint 
proceeding before the C,ommission in which it has been obliged for the protec
tion of its ratepayers to ,seek Commission pre~cription  of a reasonable unit train 
coal rate from Jacobs Ranch, Wyoming to Redfield, Arkansas. Motivated by the 
same considerations, Middle South earlier participated both before the Com
mission and thereafter in the Court proceeding involving the Commissi()n's 
promulgation, pursuant to the provisions of the 4-R Act, of the regulations 
establishing the threshold presumptions of market dominance. 

Middle South, therefore, views with considerable alarm the provisions of 
S3260 to the extent that Section 15(8) (b) of the Interstate Commerce Act is 
proposed to be revised to eliminate the Commission's power to suspend a proposed 
increased rate on market dominant traffic. Bluntly stated, this would leave elec
tric utilities like Middle South requiring substantial volumes of coal at the 
mercy of particular railroads upon which each must variously rely for service. 
Middle S()uth's experience in this area suggests that the railroads if left to their 
own devices will seek to resort to the very type of monopoly pricinj?; that the 
Congress in its wisdom undertook to preclude through preservation of Commis· 
sioD jurisdiction over market dominant traffic. I strongly urge, therefore, that 
whatever the justification for extension of the "yo-yo" provisions of the 4-R 
.Act that extension nol be made the device for depriving captive shippers of a 
forum in which to seek relief from rail rates which they believe to be excessive. 

Very truly yours, 
J. RAYMON.D CLARE:. 

INTERNATIONAL PAPER CoMPANY, 
New York, N.Y., July 28, 1978. 

Senator RUSSELL B. LONG, 
Chairman, Subromm.ittee on Surface Transportation, 
U.S. Senate, Washington, D.O. 

DEAR SENATOR: Thank you for your letter of July 6 inviting International 
Paper Company to submit COmments relating to the rail car shortage problem. 
We will oomment specifically on your first two questions and then offer other 
views on this critical problem. 

The Forest Products industry is the largest single industrial user of boxcars 
in the country. International Paper Company is one of the larg-est companies 
in the industry, spending over $400.000 annually for freight transportation. Our 
operations have been severely hampered during this recent boxcar crisis and we 
welcome the opportunity to share our views with your committee. 

Our comments will relate to boxcars and specifically, to the 50' and over plain 
(general service) boxcar fleet which consists of 170,544 cars, 

TOTAL RAILROAD AND PRIVATE OWNERSHIP 

Jan. I, 1967 Jan. I, 1978 

40-ft plain boxcars__ .... _. _..... .. __ .. .. __ .. _••. . . __ . 348,095 109,853 
50-ft and over plain boxcars . __ .. _. • . 116,765 170,544 
Equip ped boxcars 40 ft, 50 ft, and over. _. __ •.. _. _... . .. __ __ 126,840 170,412 

Total.. __ . . . __ .... _._. . • . . ... 591,700 450,412 

The 40' fle,," which is rapidly disappearing is essentially used by the argricul
ture industry aud is being replaced by hopper cars, Special car rules are required 
for these cars. 

The 50' and over plain fleet is the general service car used by many industries, 
especially our industry. 

The equipped fleet is a specialized fleet with special interior fittings and over 
50 percent of this fleet is dedicated to special products. Our industry uses a por
tion of this fleet. 

Qltes/ion 1. What have been the effects of the Interstate Oommerce Commis
sion's various car service orders on mitigation of the cal' shortage problem? 

Car Service Rules (CSR) 1 and 2 are permanent IOC rules for car distribution 
of general service boxcars and require cars to move loaded or empty in the direc
tion of the owner. 

Car Service Orders (GSO) are temporary orders issued by the ICC to rectify a 
shortage that has OCCUlTed due to uneven demand and/or wasteful practices by 
shippers or receivers. 

OSR 1 and 2 cause delays and empt~·,  car miles. CSO's which are corrective 
rathel' than pre"enth-e do correct the short-term problem. but also cause empty 
car miles. CSO's sometimes also cause a shortage in another area requiring a 
fUl"ther OSO to rectify that short-term problem. 

The entire conce!>t of aSR's and GSO's slJould be reviewed. They should be used 
sparingly and should a!\rays be anticipatory in nature so as to prevent rather 
than correct car shortages. Before issuing a CSO, the ICC should consider the 
full impact of the order on the entire rail system and on the nation. 

The net result from the CSR and CSO s.ystem is C'Ontinuous poor utilization 
of cars. 

Question 2. What, if any, legislation do you believe would be effective in either 
im!>roving car utilization or easing the car shortage problem, or both? 

It is difficult to assess the value of legislation or "threatened" legisla tion in this 
area. I recall 'Only too clearly the extenSive hearings and the several bills con
sidered by Oongress in 1972 and 1973. It was the thJ'eat of passage &-1149, the 
"Rolling Stock Utilization and Financing Act of 1973," that caused thp railroads 
to form RAILBOX. This was to be the private sector solution to the general sen-
ice boxcar !>roblem. Yet today, some five years later, we find the HA1LBOX 
fleet consists of only 12,000 cars, or 7 percent of the 50' general service fleet.. Till' 
recent car shortage crisis is the reason why RAILBOX is rushing to Ildd l:I1)',' ill 
1978 and 1979. Too little-too late! 

In other words, although we strongly support a private sector railroad \11(1m;l,)' 
solution to these problems, it is apparent the railroads will continue to 0\\'11 1111(1 

distribute general service boxcars as individual companies rather than l.mdcr II 

national car fleet basis. The only time the industry operates as a national sysLPl.l1 
is when there is n crisis with attendant public clamor and/or threatened govPrJ]· 
lllent intervention. 

RAILBOX is truly the primary angwer to the general service boxcar problem. 
RAILBOX cars are loaded 89 percent of the time versus the industTJ' average of 
65 percpnt. HAILBOX cars are out of service 2 percent of the time. The industry 
bad order ra tio of 15.4 percent is deplorable (See Exhibit 1). Thus, a car operated 
under the legislatively imposed RAILBOX principle is probably equal to 1.4 cars 
operated by individual railroads, 

SUGGESTED SOLUTIONS 

1. It is contrary to our long range policy of promoting a viable private Tail 
industry to suggest that further regulatory direction be imposed on an already 
over-regulated rail industr:>. At the same time, some extraordinary action must be 
taken to reduce the continuing car shortage crises that arise. 

'Ve first suggest that each railroad should exempt a minimum of 15-20 percent 
of their general service fleet from CSR 1 and 2. This, will improve utilization 
similar to the RAILBOX experience. The~  car" should be dearly painted with 
an insig:nin to indicate the:> arp frep-rlumers. These cars s,hould also be main
1:1i11Pll ill sprvir,pahle ponflition snhjl'ct to a penalty should they appear on the bad 
ordpl' lisl. Additionally, at. no time \\'ould these cars be subject to any GSR OJ: OSLo 

R(,CClltl~-, Ipasing- coIII 1':1 nips haye bt>en building huge numbers of cars and plac
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IirXIfII3;-7- 1; ...""'tAII'! CO>< cAt25\.: .< ,40'ND ::.3u~:  50' Box Cov. !loppor Plain Con. Hopper 

'O!'.D Own D 10 Own BIO Own B/O Own B/O Own BIO ,All Types 

10 1466 57.0 2188 49.6 :>980 .. 9. 1''' 8590 32.6 25724 12.4 2 I. 1 

~O  518 6.4 764 ',36.0 2639 6.9/ 4655 23.2 45986 5.2 10.0 
...,M - 150 18.0 - 645 45. 6 5572 ZO.3 20.8 

:;R 7259 33. 1 13468 38.8 11864 6.6./ 24809 10.2 39313 10.3 15.3 

~w  4086 6.9 2488 49.1 7500 5. Z ./ 7837 iti:9 53028 5.2 7.8 
" 

?LE - 3827 10.0 - " - 5328 5.2 5.3 

LN 
3CL 

2668 
1059 

14.2 
14.7 

3879 - . 
12.9 5027 

13961 

10.0/ 
6.5/' 

4809 13. 1 

· 3248 7.7 
9.0 
5.9 

50U - 12186 5.9 3.9 

61'1 14730 9.8 12818 17.5 15471 6.0/ 6051 10.0 11493 5.8 9.8 

CNW 8.599 17.0 5631 12.8 7065 13.9/ 2310 7.1. 4 2004 21.5 15.6 
." 

MIL.W 3887 10.3 5462 15.0 4017 9.4/ 602 13.5 1754 5.5 II. 8 

ROC1, 4385 22.3 1446 10.3 6496 II. 5 ..... 1747 111.3 1640 15.2 19.0 

500 2094 6.7 20H 9.2 
; 

3266 6.4 ..... 1183 7.8 723 9.5 8.2 

1CG - 5458 37.2 6104 9;7 / 21-91 . 5.7 8205 5.3 1.2.8 

ATSF 6101 11. 7 - - 4.6 

DRGW 705 32.5 - · 5.8 

MP 7868 7.9 · 3.7 

SLSF 1695 7.8 . - 3.1 

SP 154-05 6.0 H23 5.8 . 2381 6.6 3837 5.3 5.5 

SSW - 4427 7.4 '1323 5.3 - 7.2 

UP 9650 9 .. 3 V - 5.2 

ALL 
CLASS 1 ~  r;;;J 6. Z 10.2 6.8 9.3 

1974 - 6.3 
1970 - 5.7 
1968 - 5. 3 

'IIJSfotz.lcfi(... ~CA.cP  oF 
/>1./01'1' 139/CcA/Zo fil 0 fZAfiU~ 

1'171 f./"I.. ~  

~()(Zce:. - 1/./1. R... /971 e,3 % '\: 
1'175" Q a .;
/"17' I" 7

'1 "/77 1;1.· "I 1.1'z..?J 1- /.PtC.l).
I<jU 11:8 1. 7/,..,('2 
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ing them on short-line railroads. Some of these cars move under CSR 1 and 2 and 
may move as free-runners. This is the result of two factors: 

A. The poor utilization of the present fleet causes shortages and creates a need 
for more cars. 

B. The lea.sing companies findthis is a profitable venture. 
HXl\yever, when the car shortage crisis subsides (as it does on a cyclical 'basis), 

the Class I railroads will enthusiastically return these cars empty to these small 
railroads and this will create a new problem. 

We suggest the railroad industry should adopt this suggested solution as a 
means of reducing car shortages and minimizing the role of the leasing companies 
in this portion of the rail industry.

If this is not acceptable on a V'Oluntary basis, then perhaps Congress should 
empower the ICC to require railroads to add 25,000 50' plain boxcars (15 percent 
of the fleet) to the RAILBOX fleet by simply taking cars in their existing fleet, 
putting them in "Class AU condition, painting them with RAILBOX marking and 
then turning them over to RAILBOX ... (under sale or leasing arrangements). 

I 

The carrien, Juld not incur any significant expense and the 25,000 cars would 
provide the same result as if 10,000 additional cars were instantly added 00 the 
national fleet (Z5,OOOX 1.4=35,000). 

II. For the remainder of the general service fleet, CSR 1&2 should be eliminated 
and replaced "with a quota system" thus improving the utilization of these cars. 
Since there is a recurring imbalance of boxcar traffic that is originated and termi
nated in various regions or on individual railroads, we will stiU require a quota 
system to 'Place the empty cars in the deficit area. It will be necessary to supple. 
ment the quota system with temporary CSO's as required to correct short-term 
problems. 

Exhibit 2 depicts the territorial imbalances of the 50' general service cars. We 
understand this study is now being updated using current statistics and could 
be used as a basis for developing the quota system. 

III. Lastly, we suggest there is a great communications gap between the ~egula-
tory agencies, the carriers and the public. The public is the victim of car shortages 
but is kept totally in the dark as to the factual background. We get little or no 
warning of impending car shortages. 

We recommend that timely car supply reports be published Which, at a mini
mum, would show (by specific car types) individual carrier ownership, bad-order 
ratio and on-line to owned ratio with comments as to the effect this has on present 
and future car suppl~·.  We must also know, in advance, what actions are being
taken to remedy car supply problems. 

I 

Additionally, reports (by specific car type) should be issued showing new addi
tions and retirements to the fleet. 

We have made se\'eral types of analyses of the boxcar supply and demand situa
tion and are available to sit down and discuss this further with yOU at your

I convenience. 
Sincerely, 

H. J. REITZ, 
Manager, Transportation Regulation. 
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INSTITUTE OF SCRAP IRON Al'o~ "';TEEL, INC., . A third purpose is to improve the utilization rate by increasing the rent.al 
Washington, D.C., August 1, 1978. expense accruing on borrowed cars to the extent that nonowning railroads retum 

these cars more promptly to the owning railroads.
Hon. RUSSELL B. LoNG, 

The lncentive per diem program represents the most advantageous solution to
Cll-ainn-an, Subcommittee on Surjace Transportation, Senate Ccm~merce, Science, 

the gondola shortage problem. It offers the economic incentive both to increase
and TransportatiOn Cummittee, Washington, D.C. 

the size of the car fleet via purchase and/or repair and to improve utilization.
DEAR MR. CHAIRMA'N: This letter is submitte<I on behalf of the Institute of 

The Interstate Commerce Commission has had Incentive Per' Diem under cou
Scrap Iron and Steel, Inc.' (Institute), the national trade association representing 

sideration for three years and has not yet reached a final conclusion, having
the more than 1,530 member firms which process, ship or otherwise handle ninety 

to ninety-five percent of the purchased iron and steel scrap consumed domestically issued one favorable and one unfavorable opinion concerning IPD. The Institute 

believes that the gravity of the situation and the growing severity of the proL
nnd exported.

lem while the Commission's deliberations continue, is so significant that it lIas
The ferrous scrap industry relies on the railroads as the principal mode to dis

tribute its products to markets. This reliance is based both on the efficiency under study the feasibility of the direct purchase of gondolas by the scrap il'Oll 

inherent in using the railroads to carry such l!- bulk commodity, as well as on the industry. This industry knows how to process scrap iron, not operate railrond 

cars but the problem is so Lad the industry may have to do ·both. However. the
fnct that the majority 'of scrap consumers prefer, and in fact, require delivery 

hy rail. These deliYeries are made in plain (unequipped) gondola cars, when such more reasonable solution to the gondola shortage problem is incentive per diem 
or IPD,

ellrs are a vaila ble. 
The Institute is hopeful that this solution will be implemented soon.

Gondola availability obviously is limited by the absolute number of gondolas 

owned by the railroads, by the number of cars which are not in serviceable Sincerely yours,� 

condition and by the utilization rate of gondolas. Before describing the one solu HERSCHEL CUTLER.� 

tion which the Institute believes will address all of these aspects of the gondola� 

shortage problem, it is important to emphasize the magnitude of the freight car 
DEPARTMENT OF AGRICULTURE,�

crisis as it impacts scrap iron processors. OFFICE OF THE SECRETARY,�
The absolute number of plain gondolas owned by the railroads is shrinking 

rapidly. During the 1968-1978 period, the number of gondolas fell twenty-four Washing/on, D.C., August 21, 1978.
Hon. RUSSELL B. LONG,

vercent. This downward trend is accelerating in the face of continued and in· 
Chairmrm, SUbcommittee on Surjace Tra.nsportation, Committee on Cornmerce, 

crt~ased demand for transportation. From January 1, 1977 to January 1, 1978 
Science, ((nil Transportation, U.S. Senate, ll'a.sllingt071., D.C. 

the number of plain gondolas plunged further from 142,545 to 134,516, the largest 
DEAR MR. CHAIRMAN: The statistics appearing ill my testimony before yom

dpcrease in railroad ownership of plain gondola cars in any single year between 
committee on July 12, 1978, relating to railroad-owned flat cars used in TOFC

WH8 and 1978. And the imbalance between shiwer orders for gondolas and 
serVice for 1978 did not include the number of flat cars that are owned by tIle

the railroad's ability to provide the requested equipment recorded and average 
Trailer Train Co.

dn ily car' supply shortfall of more than 4,800 gondolas in the week of May 13.' 

The trend for the first six months of 1978 indicates that there are not enough The Trailer Train Co. is a Wholly owned subsidiary of various member rail. 

gondolas to meet scrap shippers' demand for cars even during the relatively roads. The Official Railway Equipment Register effective .Jul." 20, 1978, shows 

'l'railer Traiu with 40,271 flat cars that can be used in TOFC sen'ice. This figm'e
"lJuiet" business conditions of the year 1978. 

shOUld be added to the previously reported figure of 5,819 railroad-owned flat cars
I<Jqually as important as the shortage of cars is the condition of many gon

used in TOFC serVice.
dolas. {Between July 1, 1974 and January 1, 1978, the number of bad order 

Please accept Illy apolog~' for inadvertently uot inclUding this figure in my 
~()Ildolas fluctuated from 8,215 to 16,109, averaging 12,700 cars out of service for 

rellairs each month.) As long as the number of gondolas needing substantial Tlrevious testimony before your committee.
Sincerely,

n'pnirs remains hig-h, the railroads' ability to produce revenue is greatly im�

paired. On a monthly basis, the railroads lost millions in revenue traffic which RON SCHRADER,� 

nn average of more than 12,700 bad order gondolas would have generated had Special Assistant jor Tran8P'Ortation.� 

tllf'y been in service between July 1,1974 and January 1, 1978.� 

}<jven the a<1verse impact of having fewer I!'ondolas could be offset to some extent o�
by more prompt turnaround of the existing fleet. Unfortunately, the average num�

ber of gondola trips per year is down from the levels recorded in 1974.� 

'l\rhat these numbers mean to scrap iron processors is (a) lost sales when con�

tradually specified delivery dates cannot be met, (b) unnecssary expenses in�

cnrred in storing materials which normally would have been loaded directly in 

freight cars had the gondolas been provided and (c) great uncertainty about� 

the ability to conduct business.�
A!-o: a solution to the freight car supply difficulties facing the railroads and� 

gomlola users, the Institute supports the incentive per diem program which is� 

the subject of a current investigation by the Interstate Commerce Commission.� 

'l'he IPD.program would increase the rental rate railroad A pays other railro'lds� 

wJ1I'U it uses their cars instead of its own. Normally, without IPD, railroad A� 

collects the revenue based on the freight charges for moving goods in cars owned� 

hy nnother railroad. The car-owning railroad only receives a rental fee from� 

railroad A (basic per diem). One of the purposes of IPD is to give a railroad� 

tllE' incentive to buy more cars because these cars will earn a higher than nor

mnl rental fee when the owning railroad does not itself use the cars to generate� 

freight revenue.�
A second function of IPD is to encourage railroads to rebuild cars in disrepair� 

nUd return them to the fleet of cars available to shippers.� 

1 While gonrlola ear shortage filtUres normally are not aval1ahle to the nllhlle, in eom·
(SlIh-No. 2) the

1Il~llts slIhmltted .lllne 1. 1978. before the ICC in Ex Parte No. 252 

Chpssle System Lines, Norfolk and Western and the Pittsburgh and Lake Drie together� 

mEllle available this ahove cited figure.� 


