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Title 49—^Transportation 
CHAPTER II—FEDERAL RAILROAD AD¬ 

MINISTRATION, DEPARTMENT OF 
TRANSPORTATION 

[Docket No. 76-01) 

PART 25S—REGULATIONS GOVERNING 
SECTION 505 OF THE RAILROAD RE¬ 
VITALIZATION AND REGULATORY RE¬ 
FORM ACT OF 1976 

Procedures for Computing the Internal Rate 
of Return on Projects 

Section 505(b) (2) (A) of the Railroad 
Revitalization and Regulatory Reform 
Act of 1976, as amended (“Act”), requires 
that the rate of return be considered In 
evaluating projects imder section 505. 
The purpose of this document is to 
amend the regulations under section 505 
of the Act to provide applicants for Fed¬ 
eral financial assistance under that sec¬ 
tion with uniform guidance regarding: 
(1) The procedures to be followed in 
computing the internal rate of return 
(“IRR”) on a project for which assist¬ 
ance is being requested: and (2) the for¬ 
mat to be utilized in presenting the steps 
of that computation. 

Part 260 of this chapter is being 
amended concurrently to provide appli¬ 
cants for Federal financial assistance 
tmder section 511 of the Act with the 
same uniform guidance regarding the 
computation of IRR on a project for 
whl<^ assistance under that section is 
being requested. The preamble to those 
amendments is equally applicable to.thls 
docxunent, and is Incorporated herein by 
reference. 

The impact of section 505 assistance. 
Including the inflationary impact of the 
regulations, was fully considered prior to 
publication of the initial regulations on 
October 8,1976. The procedures proposed 
herein will not affect the overall costs or 
benefits of the program as it was set 
forth in the initial regulations. Accord¬ 
ingly, an evaluation of the expected im¬ 
pact of the regulations pursuant to the 
Department of Transportation Policies 
to Improve Analysis and Review of Regu- 
lati(ms (41 FR 16200) is not required. 

In consideration of the foregoing. 
Part 258 of Chapter n of Title 49 of the 
Code of Federal Regulations is amended 
as follows: 

1. Paragraph (a)(4)(v) of § 258.7 is 
revised to read: 

§ 258.7 Fomi and •■onlenl of applicalion. 

(a) • * * 
(4) • • • 
(v) A detailed statement setting forth 

the estimated internal rate of return on 
the project, computed in'accordance with 
the provisions of subpart C of part 260 of 
this chapter which is hereby incorporat¬ 
ed herein by reference. This statement 
shall follow the procedures and utilize 
the format required by Subpart C of 
Part 260 of this chapter. Relevant mate¬ 
rial presented elsewhere In the applica¬ 
tion need not be repeated in this state¬ 
ment, but must be explicitly referenced. 

• * • * • 

Effective date: These amendments to 
49 CFR Part 258 become effective Janu¬ 
ary 25.1977. 

Dated: January 19,1977. 

Asaph H. Hall, 
Administrator, Federal 
Railroad Administration. 
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PART 260—REGULATIONS GOVERNING 
SECTION 511 OF THE RAILROAD RE- 
VITAUZATION AND REGULATORY RE¬ 
FORM ACT OF 1976 

Procedures for Computing the Internal Rate 
of Return on Projects 

On October 8, 1976, the Federal Rail¬ 
road Administrator (“Administrator”) 
published in the Federal Register final 
regulations imder section 505 (41 FR 
44570) and secUon 511 (41 FR 44577) of 
the Railroad Revitalization and Regula¬ 
tory Reform Act of 1976, later amended 
(“Act”), concerning applications for 
Federal financial assistance. On Decem¬ 
ber 10, 1976, the Administrator pub¬ 
lished in the Federal Register (41 FR 
53996) miscellaneous amendments to the 
section 511 regulations. The purpose of 
this document is to amend the regula¬ 
tions imder section 511 to provide appli¬ 
cants with uniform guidance regarding: 
(1) The procedures to be followed in 
computing the internal rate of return 
(“IRR”) on a project for which assist¬ 
ance is being requested; and (2) the 
format to be utilized in presenting the 
steps of that computation. 

For approximately a year and a half, 
the Department of l*ransportatlon (“De¬ 
partment”) has been examining the 
manner in which railroads calculate the 
rate of return on railroad investment 
projects in order to develop standard 
procedures for use by the railroad indus¬ 
try, During this period project evaluation 
in general and IRR in particular were 
discussed in detail with both senior offi¬ 
cials and technical staff at thirteen rail¬ 
roads. Dozens of project analyses done 
by railroads were examined in great de¬ 
tail. This study, which is continuing, 
revealed that IRR is widely used by rail¬ 
roads to support their investment deci¬ 
sions, but that the procedures followed 
and the assumptions used varied consid¬ 
erably among railroads. Such diversity 
would greatly cmnplicate the task 
of the Federal Railroad Administration 
(“FRA”) In assessing the projects sub¬ 
mitted for financial assistance under sec¬ 
tion 511 of the Act. Furthermore, not all 
the procedures followed by railroads in 
their IRR computations are appropriate 
for the FRA’s purposes. Therefore, these 
regulations have been develop^ to 
promote uniformity in the procedures to 
be followed and the format to be used by 
applicants seeking financial assistance 
under section 511. 

Use of the IRR. With respect to proj¬ 
ects under section 511, rate of return Is 
useful in determining: (1) Whether the 

facilities or equipment to be acquired, 
rehabilitated, improved, constructed, 
developed or established with the pro¬ 
ceeds of the obligation guaranteed will 
be economically and efficiently utilized 
(section 511(g)(4)); and (2) whether 
there is reasonable security and protec¬ 
tion for the United States (section 511 
(g) (5)). 

Revisions to these regulations. As 
previously noted, the Department’s study 
on IRR in the railroad industry is not 
completed. FRA therefore welcomes 
comments from railroads and other in¬ 
terested parties regarding these regula¬ 
tions. Changes to these regulations may 
be made as a result of those comments, 
the continuing research of the Depart¬ 
ment, and FRA’s experiences in adminis¬ 
tering the programs under sections 505 
and 511. 

The impact of section 511 assistance, 
including the inflationary impact of the 
regulations, was fully considered prior to 
publication of the Initial regulations on 
October 8, 1976. 'The procedures pro¬ 
posed herein will not affect the overall 
costs or benefits of the program as it was 
set forth in the initial regulations. Ac¬ 
cordingly, an evaluation of the expected 
imp'let of the regulations pursuant to the 
Department of Transportation Policies 
to Improve Analysis and Review of Reg¬ 
ulations (41 FR 16200) is not required. 

Since these amendments relate to pub¬ 
lic benefits and contracts, public notice 
and an opportunity to comment are not 
required. These amendments will, there¬ 
fore, become effective upon publication. 

In consideration of the foregoing. Part 
260 of Chapter n of Title 49 of the Code 
of Federal Regulations is amended as 
follows: 

1. Paragraph (a) (7) (i) of § 260.7 is 
revised and Subpart C is added a.s fol¬ 
lows: 

§260.7 I Anu'ixli'd I. 

(a) * • * 
(7) • • • 
(i) A detailed statement setting forth 

the estimated internal rate of return on 
the project, computed in accordance with 
the provisions of subpart C of this part 
This statement shall follow the pro¬ 
cedures and utilize the format required 
by Subpart C. Relevant material pre¬ 
sented elsewhere in the application need 
not be repeated in this statement-, but 
must be explicitly referenced. 

Subpart C—Procedures for Contputii^ the 
Internal Rate of Return on Pr«4*cts 

^^81 Applicability. 
260.33 Definitions. 
260.35 Procedures to be followed and fOTmat 

to be utilized. 
appendix A—Selected cash flow Impacts. 
Appendix B—^Forms to be used In computing 

IRR 
Form I—^Analysis of capitalized Investnmt. 
Form n—^Analysis of sale or retirement cf 

assets. 
Form m—Analysis of expenses and contribu¬ 

tion to profit. 
Fcnm IV—Consolidation of cash flows. 
Form V—Ocnnputatlon ot IBB. 

FEDMAL RECISTER, VOL. 42. NO. 16—TUESDAY, JANUARY 25. 1977 



RULES AND REGULATIONS 4653 

§ 260.31 Applirabilitv. 

Tliis subpart prescribes the procedures 
to be followed and the format to be uti¬ 
lized in computing the IRR under para¬ 
graph (a) (7) (1> of § 260.7 of subpart A 
of this part. 

§ 260.33 Definitions. 

As used in this subpart— 
(a> Investment means any substantial 

non-recurring expenditure even if ex¬ 
pensed for accounting purposes. 

(b) IRR means the estimated internal 
rate of return on a project for which an 
application for financial assistance is 
filed pursuant to this part. 

(c) TRS means the Internal Revenue 
Service. • 

(d) Project has the meaning set forth 
in subpart A of this part and for purposes 
of this subpart shaU include as separate 
projects each part or subpart into which 
the total project for which the applicant 
seeks funding may reasonably be divided 
and for which the cost is considered in¬ 
dependent of the remainder of the total 
project cost. The cost of a part or sub¬ 
part is independent of the remainder of 
the total project cost if the cash flow 
impact upon the applicant resulting from 
the part or subpart would be approxi¬ 
mately the same regardless of whether 
or not the r^ainder the total project 
were imdertaken. The cost of each part 
or subpart shall comprise all expendi¬ 
tures (including those for which no Fed¬ 
eral assistance is requested) necessary to 
carry out the objectives of that part or 
subpart. 

§ 260.35 Procedures to be foIloKcd and 

fwniat to be utilized. 

(a) A narrative discussion of the IRR 
computation for the project consisting of 
the following five parts shall be prepared 
and provided; 

(DA detailed description of the proj¬ 
ect. This description must present the 
following: the objectives of the project; 
what assets will be improved, rehabili¬ 
tated, acquired or constructed; where 
they will be located; and how they will 
be used. It must also describe any other 
work to be done as a part of the project, 
and any operating changes, including re¬ 
tirement of assets, which will accompany 
the investment. 

(2) A detailed description of the base 
case. TTie base case is the most favOTable 
alternative action the applicant could 
take with little or nd investment. The 
description must be comparable in scope 
to the description of the project. In some 
cases, the most favorable alternative ac¬ 
tion may be to do nothing, i.e., making no 
change in the current situation. In other 
cases, the applicant may have other al¬ 
ternative actions such as rerouting traf¬ 
fic, changing (grating practices (per¬ 
haps with an Increase in operating costs), 
or relying more heavily on facilities or 
equipment belonging to others. If the 
applicant has considered more than one 
alternative acUon (not requiring major 
investment) to the {nx>jeet. the applicant 
must describe each of the actions con¬ 
sidered and give the rationale for the 

selection of the base case from among 
those other acticms. 

(3) A discussion of key assumptwns. 
All general assumptions and those re¬ 
lating only to a particular cash flow im¬ 
pact wliich substantially affect the IRR 
should be explained. Assumpticms re¬ 
garding traffic volumes deserve particu¬ 
lar attention. Hie applicant must specify 
how much traffic is expected if the proj¬ 
ect and base case are undertaken, and 
where the difference, if any, between the 
project and base case is expected to come 
from (e.g., diverted from truck, diverted 
from other railroads, generated by the 
project, etc.). Other key assumptions 
may relate to actions by third parties, 
such as regulatory agencies and other 
railroads. 

(4) A discussion of each of the proj¬ 
ect’s and base case’s cash flow impacts. 
The applicant must identify all the ben¬ 
efits and costs of the project and base 
case which will affect its cash flow. For 
each cost and benefit used in the IRR 
computations, the applicant must ex¬ 
plain why the particular cash flow, will 
result from the project or base case, and 
how the size of the cash flow and the 
corresponding measure in physical units 
were estimated. In addition, the appli¬ 
cant should identify and discuss impor¬ 
tant costs and benefits which it has not 
been able to quantify. Since the project 
will be audited to provide a continuing 
assessment of the IRR computation, ap¬ 
plicant must indicate how an audit trail 
could best be facilitated. Appendix A of 
this subpart lists the most common cash 
flow impacts of railroad investment 
projects and base case alternatives, indi¬ 
cates the kinds of actions likely to in¬ 
volve each type of cash flow, suggests 
how each might be measured (both in 
physical and monetary units), and dis¬ 
cusses special problems associated with 
each. Appendix A is not exhaustive: 
other ca^ flow items should be included 
in the anah'sis as appropriate. 

(5) A discussion of the principal areas 
of uncertainty. TTiis discussion must in¬ 
dicate why particular values might be 
different from those used in the compu¬ 
tation, and the range into which each 
uncertain value could be expected to fall. 
It must also indicate the applicant's sub¬ 
jective level of confidence that the com¬ 
puted IRR is a reasonably close predic- 
ticm of the project’s and base case’s fi¬ 
nancial performance. Such a level of 
confidence may, for example, indicate 
that a prospective labor saving, although 
quantifiable, has little likelihood of reali¬ 
zation. In some, circumstances, the ap¬ 
plicant must point out where ttie IRR 
fails to incorporate certain important 
features of the project or the base case, 
or both. Applicant may enhance its dis¬ 
cussion by presenting examples of its 
own prior experiences witii IRR, stating, 
perhaps, that an audit of past computa¬ 
tions has shown marked deviations fnrni 
actual results regardless of the detail of 
those computations. 

(b) For the project (as it relates to its 
base case alternative), a thorot^h pres¬ 
entation of an the computations under¬ 
lying the IRR using the Forms I-V of 

Appendix B to this subpart shall be pre¬ 
pared and provided. The computation of 
the IRR must follow the four steps de¬ 
scribed below. (This procedure cannot be 
used if the project ccmsists of replacing 
an asset, usually equipment, which would 
otherwise remain in service (at high 
cost) for only a few more years. In that 
situation, the lifetime of the project (the 
new asset) is substantially longer than 
the lifetime of the base case (the old 
asset), so that it is not possible to get 
a differential cash flow in every year of 
the project’s life. A possible approach for 
handling such cases is to determine the 
discount rate which gives the same aver¬ 
age annual cost per imit of output for 
both the project and the base case. Be¬ 
cause it is expected that very few of the 
applications will involve such reiAace- 
ments, the procedure for handling them 
will not be detailed here but will be pro¬ 
vided upon request.) 

(1) Step 1: Determination of before¬ 
tax cash flows. The applicant must de¬ 
termine, for each year of the project’s ex¬ 
pected us^ul life, up to a maximum of 
15 years. (unless the cash flow impacts 
of later years would substantially affect 
the IRR), both the project’s and base 
case’s before-tax cash flow impacts (re¬ 
ceipts and disbursements). The cash flow 
estimates must not include the effects of 
inflation, but rather must be done in con¬ 
stant dollars. The effects of financing 
must also be excluded; that is the cash 
flows must be estimated as if the financ¬ 
ing were consummated at no cost. 

The various cash flow impacts for this 
step 1 must oe shown on Forms I through 
V of Appendix B as explained below. On 
Forms I through V cash flow impacts oc¬ 
curring in the first year of the project 
and base case are assigned to and re¬ 
corded in the time period year 1. Cash 
flows in subsequent years are ail assigned 
to and recorded in the year in which they 
occur regardless of whether they occur 
at the b^dnning or end of the year. For 
purposes of assigning and recording cash 
flow impacts of the project and base 
case, it will be assumed that the project’s 
starting date and thus the commence¬ 
ment of year 1 begins as of the flrst of 
the January following the year in which 
an application for financial assistance is 
filed. 

(i) Capitalized investments which 
would occur as a part of the project or 
the base case must be entered in Column 
1 <rf Fmto I. The capitalized investment 
includes capitalized engineering work, in¬ 
stallation expenditures and other start¬ 
up costs allowaUe in reporting to the 
IRS. 'The total Investment for the project 
or base case must be divided into portions 
which are homogeneous with respect to 
depreciation method (if depreciable), de¬ 
preciation period (if depreciable), year 
in which the assets enter service, and 
whether the assets qualify for invest¬ 
ment tax credit. (If applicant has a con¬ 
siderable tax credit canyforward, the tax 
credit must be shown only in the year or 
years it will result In a reduction of tax 
paymaits.) A separate form should be 
completed for each such portion. 

(ii) Sales of released assets ( as a use¬ 
ful assets or as scrap), which would occiir 
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as a part of tlie project or the base case, 
must be entered in Column 1 of Form n. 
As was the case for capitalized Invest¬ 
ments, there must be a separate Form 
n for each portion of the assets sold, 
such that each portion is homogeneous 
with respect to tax treatment and year 
of sale. Form n must also be completed 
for retirements of assets, even though 
the sale price is zero, .If the retirement 
will affect the applicant’s income taxes 
and thereby the applicant’s cash flow. 
The sale or retirement of an asset at the 
end of the project’s life. If the cash flow 
impact Is substantial enough to merit in¬ 
clusion in the computation, must also 
aiHioar on one or more Forms n. (If a 
project woidd continue an asset already 
owned in its prior use but the base case 
would put the asset to an alternative use, 
and if the cash flow frcxn that alterna¬ 
tive use is difiScult to determine, the ap¬ 
plicant may do the analysis as if the as¬ 
set were to be sold in the base case at its 
fair market value when put to the al¬ 
ternative use. Similarly, if the base case 
would continue an asset in its present use 
but the project would result in the asset 
being employed in an alternative use, the 
anticipated cash flow of which would be 
difficult to determine, the asset in the 
project may be treated as a sale at fair 
market value in the IRR computations. 
In either event, the market value of the 
asset o^erwise put to an alternative use 
would be entered in Column 1 of a Form 
n and the asset in its current use (in 
either the project or base case, as the 
case may be) would be recorded, as to 
continuing depreciation and income tax 
credit, if any, on Form I and, as to ex¬ 
penses and contribution to profit, on 
Form m. However, whenever possible, 
the anticipated cash flow of the alterna¬ 
tive use. whether in the project or base 
case, should be entered on Form m 
rather than treated as a theoretical sale 
at fair market value.) 

(ill) Expense items or contributions to 
proflt which arise by reason of the proj¬ 
ect or the base case must be document^ 
on Form m for the respective case, with 
a separate form being used for each item. 

Columns 1 and 2 of Form HI must be 
ccnnpleted unless the difference of col¬ 
umn 3 can be ascertained only through 
a direct cmnputation (as, e.g., car-day 
savings by reason of track r^iabilltation 
time sensitivity). When practical, ex¬ 
penses and traffic are to be expressed 
first in physical units (Columns 1, 2 and 
3) and then converted to dollars (Col- 
lunn 4). In Instances where this is not 
practical, the applicant may estimate 
expenses and contribution directly in 
dollars using only Columns 1, 2. and 4. 
In Columns 1 and 2. expense items 
should always be enclosed in parentheses 
because they represent cash outflows. 
Thus, positive numbers in Columns 3 
and 4 will indicate that the project pro¬ 
duces a larger cash inflow (or smaller 
cash outflow) than the base case. 

(2) Step 2: Determination of after¬ 
tax cash flows relating to capital assets. 
The applicant must compute the annual 
after-tax cash flows corresponding to 
each of the before-tax flows recorded 
on each Form I and Form IT in the 

previous step. If the applicant expects 
to pay taxes in some years but not 
others, the applicant will undoubtedly 
carry forward (or back) the tax losses 
and credits frmn years in which no tax 
was paid, so as to tsike full advantage 
of them. In that case, the applicant 
must estimate when such tax beneflts 
will actually be received, and include 
them in the cash flow stream at the 
appropriate time. State and local taxes 
shotild be included unless applicant is 
imable to estimate a project’s or base 
case’s impact on those taxes. The ap¬ 
propriate tax rate for such computations 
is the applicant’s marginal tax rate. ’This 
is the rate which would apply to one 
additional dollar of income earned by 
the applicant. Normally, the marginal 
rate will be 48% for Federal taxes ex¬ 
cept in years in which the applicant does 
not expect to pay taxes. The average 
or effective tax rate (found by divid¬ 
ing a Arm’s actual tax payments by its 
net income before taxes) is not appro¬ 
priate for this purpose. If the tax rate 
assumed is different from 48%, or if the 
computations assume the applicant will 
not pay taxes in certahi years, then 
those assumptions must be explained in 
the discussion of key assumptions. The 
tax-related computations must be shown 
on the same forms as were used to re¬ 
cord the pre-tax cash flows. Additional 
working papers should be submitted as 
necessary to clarify the computations. 
The computations to be done on the two 
forms are as follows: 

(i) On each Form I, the applicant 
must Indicate in Column 2 the depre¬ 
ciation schedule which it expects to use 
in reporting to the IRS. In Column 3, 
the applicant must indicate how much 
its tax bill will be reduced as a result 
of the depreciation shown in Coliunn 2. 
ilf the applicant expects to pay taxes 
every year, Coliunn 3 is simply 48% of 
Column 2.) In Column 4, the applicant 
must indicate the tax reduction, if any. 
it expects from investment tax credit. 
(The effect of the tax credit must be 
computed using the flow through meth¬ 
od.) Column 5 is the net after-tax cash 
inflow associated with the investment. 

(ii) On each Form n, the applicant 
must indicate in Column 2 the increase 
(or decrease) in its Federal incmne tax 
payments resulting from the difference 
between the sale price and the book 
value of assets to be sold by reason of 
the project or base case. If an asset is 
released without a sale or a correspond¬ 
ing write down of book value. Form II 
is not used, but Form I is used to reflect 
continuing depreciation as before the 
release. In (tolumn 3. the applicant must 
record any recapture of investment tax 
credit by the IRS. (Such recapture can 
only occur when an asset is disposed of 
before it has been in service for seven 
years.) PinaUy, Column 4 records the net 
cash flow in or out. 

(3) Step 3: Determination of aggre¬ 
gate after-tax cash flow. The applicant 
must determine the project’s aggregate 
after-tax cash flow using Form IV. This 
shall be done as follows: 

<i) For each year, the corresponding 
after-tax cash flow (Column 5) on the 
various Forms I on which the “project” 
box was checked are summed, and the 
total entered into Column 1 of Form IV. 
Then the net after-tax cash flows on the 
base case Forms I are summed and en¬ 
tered into Column 2 of Form IV. 

(ii) Similarly, the project and base 
case Forms n (Column 4) are consoli¬ 
dated and entered into columns 3 and 4, 
respectively, of FVrm IV. 

(ill) Ihe Forms m (Column 4) are 
consolidated into Column 5 of Form IV. 
The corresponding after-tax cash flow is 
recorded in Column 6. If the i^plicant 
expects to pay taxes every year. Column 
6 is simply 52% of Column 5. If applicant 
expects to pay no taxes, the two columns 
are identical. If applicant expects to pay 
taxes in some years but not others, the 
applicant must incorporate the effects of 
carrying losses forward (or back) into 
the estimated after-tax cash flow. 

(iv) Ihe aggregate net cash flow for 
the project relative to the base case is 
then found and entered in Column 7 of 
Form IV. 

(4) Step 4: Computation of the IRR 
The applicant must determine the dis¬ 
count rate for which the present value of 
the differential cash flow stream is zero 
’That is. the applicant must And the 
value of r which makes the expression 

U (i-hW 
equal to zero. In the above expression, r 
is the discount rate applied to future 
cash flows; t is an index denoting a par¬ 
ticular year of a project’s life; n is the 
number of years in the project’s life; 
and Cj is the differential cash flow in 
year i. Computer programs for calculat¬ 
ing the rate of return are widely avail¬ 
able. If a program is utilized, copies cf 
the printout showing input and output 
data, and a brief explanatiim of the pro¬ 
gram function must be included in the 
application. If the applicant chooses not 
to use such a computer program to find 
the IRR, the applicant may use Form V. 
If the IRR.lies off the graph, it is suffi¬ 
cient to report that the IRR is negative 
or above 50%. If the nature of the cash 
flow stream is such that a unique IRR 
cannot be found, the work done to de¬ 
velop the cash flow stream must be sub¬ 
mitted with a note that no IRR could be 
computed. 

(c) Copies of -tdl financial analyses 
which the applicant did on rejected alter¬ 
natives to the project. Including changes 
in scale or sc<H)e. ’The applicant need 
not do any such analyses beyond those 
already dime, nor need the format, as¬ 
sumptions, or procedures used in those 
analyses be changed to conform to the 
requirements of these regulations. 

(d) A reconciliation between the cash 
flows used in the IRR computations and 
all forecasted data presented in the ap¬ 
plication, both before (for the base case) 
and after (for the project) giving effect 
to Federal assistance. This reconciliation 
must indicate what inflation factor or 
factors were used in develiHitog the fore- 
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casted financial statements as compared 
to the constant dollar figures used in the 
IRR computations. The reconciliation 
must also show how each of the indi¬ 
vidual parts and subparts of the project 
relates to the applicant’s forecasted fi¬ 
nancial statements. 

Appextiix a—Sfmctbd Cash Flow Impacts 

Railroad investments usually affect the In¬ 
vestor's cash flow by changing some of the 
following things: 

Use of assets. 
Contribution from traffic. 
Labor requirements. 
Locomotive requirements. 
Requirements for cars, trailers, and con¬ 

tainers. 
Maintenance material consumption. 
En^gy consumption. 
Accident rates and severity. 
Expenditures needed to meet legal require¬ 

ments. 
Salvage value. 
Installation and start up expenses. 

■While this list is not exhaustive it does 
Identify the most common cash flow impacts. 

Some of the items listed, such as start up 
expenses, are almost always costs of projects 
or base cases, rather than benefits. Others, 
such as salvage value, are usually benefits. 
Most of the items, however, may be either 
project or base case benefits or costs, depend¬ 
ing on the particular situation. 

This appendix briefly discu-sses each of the 
eleven factors listed above. The discussions 
Include four parts: a list of the kinds of 
actions which often Involve the particular 
cash flow impact in question: the physical 
units in which the Impact is generally meas¬ 
ured; suggestions for converting the physical 
units to their monetary equivalent; and 
notes on special characteristics or problems 
associated with the particular cash flow im¬ 
pact. 

USE or ASSETS 

Characteristic Actions: Assets are often re¬ 
leased for sale or alternative uses when they 
are replaced or made unnecessary by new 
assets. Examples are pole line materials re¬ 
leased when mtcrowave is installed; shop 
equipment released when similar new equip¬ 
ment is acquired; rail replaced by rail in 
better condition; and land and track materi¬ 
als released when yards, shops, and termi¬ 
nals are made unnecessary by new facilities 
elsewhere. Some other types of actions, such 
as line changes and the installation of cen¬ 
tralized traffic control, often permits some 
tract segments to be abandoned, thereby 
releasing tracl^ material for sale or other 
uses. 

On the other hand, some actions involve 
the use of assets already owned, thereby 
prohibiting their sale or use of assets already 
for other purposes. Examples are car modi¬ 
fications and projects involving land and 
buildings already owned. 

Physical Units: Feet (or miles) of rail, 
number of ties, acres of land. etc. 

Monetary Value: The value of an asset re¬ 
leased by an actton depends on what will be 
done with it. The value of an asset occupied 
by an action, cm the other hand, depends on 
what would have been done with it in the 
absence of the action. Regardless of whether 
it is the action or its alternative which 
makes the mat^ial available, one must first 
carefully specify what is assumed to happen 
to the asset both with and without. the 
action, and identify the factors which change 
the cash flow stream. Depending on the i>ar- 
ticnlar circumstances, any of the following 
might be Umrived: payment received from 
selUng tbe asset; a multi-year stream of 
income produced by the asset in some use; 

tax paid on the “^ale of the asset: expenditime 
for dismantling and or moving the asset; re¬ 
capture by the TRS of investment tax credit 
taken when the asset was purchased (if it 
had been in use for less than seven years). 
It is the use of the relea.sed asset which 
values it. Thus, a released asset such as rail 
which, by cascading, results in the subse¬ 
quent release of less valuable rail, must be 
valued in its use and not as the value of 
subsequently released assets. 

In cases in which the asset is transferred 
to another use ahich produces income over 
several years, the effect of releasing the asset 
extends over several years, and must be ex¬ 
pressed as a series of annual cash flows, rather 
than a lump sum. 

Special Features: A common error in 
project evaluations is to value a used asset 
at its book value (i.e., purchase price less 
accumulated depreciation). The book value 
may be far from the value of the asset on the 
open market, especially in the case of rail 
released by track abandonments and land re¬ 
leased by the abandonment of facilities in 
urban areas. The only way the book value of 
retired assets enters into the cash flow stream 
is in determining the tax paid on the sale of 
the asset (or the tax saving if the as.set is 
discarded or sold for less than its book 
value). 

In calculating the tax paid on the sale 
of a released asset, the ordinary tax rate 
(48%) should be used, except when the 
capital gains rate applies. 

It is sometimes difficult or impossible to 
estimate the contribution to profit which a 
particular asset, such as second hand rail, 
will produce in an alternative use. In such 
cases, it is better to do the financial analysis 
on the assumption tliat the asset in question 
would be sold at its fair market value (even 
though it would in fact be put to an alter¬ 
native use), rather than leaving the as,set 
out of the computations entirely. 

• 
CONTRIBUTION FROM TRAFFIC 

Characteristic Actions: Actions which 
affect the availability and attractiveness of 
the railroad to shippers. The action may in¬ 
volve giving the shipper better access to the 
rallrofid (track extensions and terminal im¬ 
provements) or better service. Line consolida¬ 
tions, on the other hand, may Involve aban¬ 
donments which deprive some shippers of 
service, or may result in such degradations 
in service quality that some shippers switch 
to other carriers. Paster service can result 
from more power or improvements in track, 
yards, terminals, signals, and communication. 
Another component of service quality, re¬ 
duced loss and damage to lading, can be 
occasionally improved by eliminating acci¬ 
dents (wayside warning devices), using 
specialized cars, and making improvements 
to yard and terminal facilities. Service qual¬ 
ity can also be enhanced by purchases of 
additional freight cars and trail«^, so as to 
reduce the Uktiihood of car shortages. An¬ 
other aspect of service quality is reliability, 
which may be affected by improvements in 
yards, terminals, and communications, as 
well as the elimination of accidents. Still 

' another component of service quality is the 
cost to the shq>per of packing and loading, 
which may be affected by investments in 
specialized cars and terminal facilities. 

Physical Units: Car-loads. 
Monetary Value: The contribution to profit 

is found by subtracting the variable cost of 
moving the traffic from tiie associated reve¬ 
nue. The variable cost is beet estimated by a 
careful study of the operations and costs (A 
the particular movements involved. 

Such a study is not practical tor certain 
traffic. In these cases the best alternative 
may be to estimate the variable cost using 
system averages, as is done in the Interstate 

Commerce Commission’s Rail Form A, Car¬ 
load Cost Scales, and Rail Revenue Contribu¬ 
tion studies. Where apprc^riate, such system 
average costs should be adjusted to exclude 
costs not Involved in the particular move¬ 
ment, and to reflect the current, not the 
historical, costs of assets to be purchased in 
the future. 

Special F.eatures: The contribution from 
new traffic resulting from an improvement is 
extremely important, but it is also one of the 
most difficult of all project benefits to esti¬ 
mate. One major problem is estimating the 
volume of traffic likely to result from a par¬ 
ticular improvment, especially if the im¬ 
provement affects service quality. A second 
serious problem is estimating the variable 
cost of particular movements. (These esti¬ 
mates may be facilitated by a six-part FRA 
cost study currently in progress.) 

LABOR REQUIREMENTS 

Characteristic Actions: Labor require¬ 
ments are often reduce^ by automation, fa¬ 
cility consolidation, fSter train running 
times, reductions in switch engine require¬ 
ments. and better communications for op¬ 
erations, and reductions in maintenance 
needs. On the other hand, actions involving 
new or expanded yards, terminals, or shop 
facilities may increase manpower require¬ 
ments. 

Physical Units: Man-hours, number of 
employees. 

Monetary Value: The value of labor de¬ 
pends on the particular situation. If the ac¬ 
tion results in a change in the number of 
employees or in overtime, hours, the wages 
and fringe benefits associated with that 
change directly affects the railroad’s cash 
flow. If an action changes or eliminates wmffc 
for employees without changing jobs or 
overtime, the change will affect the rail¬ 
road's cash flow if either; 

The man-hours released or occupied by 
the change can be used on other profitable 
tasks which would otherwise not be done, or 
which would be accomplished by paying 
overtime or hiring more people: or 

The action can be combined with one or 
more other actions, each of which saves or 
requires a fraction of an employee, so that 
the set of actions results in a change in the 
size of the work force. 

In either case, the value of the man-hours 
released or consumed is the cost of the as¬ 
sociated wages and fringe benefits. On the 
other hand, if the result of the action is 
simply to g^ve existing employees more (or 
less) free time on the job, no cash impcwts 
should be attributed to the change in the 
amount of work. 

Special Features: There are several differ¬ 
ent kinds of labor which a project might af¬ 
fect: road crews, yard crews, maintenance- 
of-way, shop, inspection, clerical, and other. 

Determining the wages and fringe benefits 
associated with a particular man-hour is 
often not straightforward because of rules 
governing employee compensation. The pay¬ 
ment of some train crews on a mileage 
rather than a time basis is an example. 

Wage and fringe benefits savings resulting 
from the elimination of jobs may be at least 
partially offset by costs incurred as a result 
of labor protection agreements. Depending 
on the situation, these costs may be liunp- 
sum or recurring. Determination of employee 
protection costs is complicated by the fact 
that the individual who holds a position 
which Is to be eliminated may not be the 
person who li actually laid off aa a leault of 
the tiimlnation. Bather, the person whose 
Job la eliminated may dl^ace a person with 
less seniority a similar Job. That 
pwson may. In turn, displace another em¬ 
ployee and so on. 
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LOCOMOTivi: requibeme'nts 

Characteriatie Actions: Actions reducing 
train running time (track upgrading, Une 
cliangee, signal system Improvements, etc.), 
or vhlcli permit moving the same traffic with 
fewer trains (yard consolidations) <h: with 
fewer twmlnal delays (yard and terminal 
improvements) can all reduce the number 
of road engines needed. The number of 
switch engines needed can be reduced by 
some types of yard and terminal improve¬ 
ments, such as yard consolidations, track 
changes, and the Installation of welgh-ln- 
motlon scales. Actions which lead to In¬ 
creased traffic, such as track extensions, may 
Increase the need for both ^^pes oi 
locomotives. 

Physical Units: Locomotive-years (or loco- 
raotlve-hours or locomotive-days). Note that 
one does not have to save 366 locomotive- 
days to save a looomotive-year, since loco¬ 
motives are not available for service 366 
days per year because of maintenance work. 
If a railroad’s locomotives were available fdr 
service 78% of the time. It would only have 
to save 286 locomotive-days to save a loco¬ 
motive-year. 

Monetary Value: One way to estimate the 
value of a looomotlve-yfefu’ Is the following 
four-step process: 

1. Kstlmate the after-tax cash flow stream 
resulting from owning a locomotive. The 
components of tills stream would be: the 
Investment expenditure; Investment tax 
credit; tax savings from depreciation; nor¬ 
mal maintenance; overhauls; and savage 
value. The cash flow stream must be In con¬ 
stant dollars of the same base year as would 
be used In the rest of the IRR computation. 

2. Calculating the net present value of the 
cash flow stream, using the yield on 180-day 
United States treasury bills as the discount 
rate. 

8. Find a stream of equal annual outlays 
which produces the same net present value 
as was found In Step 2. The annual outlay 
may be found by multiplying the net present 
value by 

r(l+r)» 
(l+r)--! 

where r Is the yield In Sept 2, and n Is the 
number of equal annual outlays. 

4. Find the pre-tax equivalent of the 
after-tax annual payment found In St^ 3. 
by dividing the after-tax figure by one 
minus the railroad’s marginal tax rate. Ihls 
Is the pre-tax value (A a locomotive year, 
expressed In dollars of the base year chosen 
In Step 1. 

Increased locomotive productivity Is some¬ 
what analogous to Increased labor produc¬ 
tivity (see Labor Requirements) In that It 
may not always lead to significant cash sav¬ 
ings. ’This Is especially true with switch 
engines, since a decrease In car movements 
may not reduce the numbw of engines re- 
qtdred If the number of locations which the 
switch fleet must serve does not also change. 
On the other hand, reducing the number of 
locations covered (by consolidating yards, for 
example) may decrease switch engine re¬ 
quirements. As In the ease of Increased labor 
productivity. Increased locomotive produc¬ 
tivity affects a railroad’s cash flow only If a 
locomotive cfm be sold (or a purchase 
avoided) or If the locomotive Is able to do 
other profitable work which would not be 
done otherwise. 

Special Features: ’The locomotive values 
computed using the procedure above Include 
maintenance and overhaul expense, but not 
fuel or other labor expense. ’Therefore any 
concomitant change In fuel or labor (except 
maintenance) should be estimated sepa¬ 
rately. Oare should be taken to exclude 
changes In locomotive maintenance costs 
from any other estimates of changes In 

maintenance costs resulting from the Invest¬ 
ment project. 

REdtriKEMENTS FOR CARS, TRAILERS, AND 

CONTAINERS 

Characteristic Actions: Actions which 
dhange train running time (such as track 
upgrading, purchase of additional power, line 
changes and signal Improvements); actions 
which change tiie time cars spend In yards, 
or permit bypassing yards altogether (yard 
Improvements and improved communica¬ 
tion systems); actions which change the 
time cars are out of service for maintenance 
(shop facilities, car modifications, track up¬ 
grading) ; and actions which affect the turn¬ 
around time for ccua In terminals. 

Physical Units: Oar-days. 
Monetary Value: The procedure for finding 

the value of a locomotive-year or day to 
equally applicable to cars. (See Locomotive 
R^ulrements). 

Another acceptable approach is to use per 
diem costs (Including Incentive per diem) 
since those charges approximate the cost of 
ownership. Although Incentive per diem to 
In addition to car ownership costs, its in¬ 
clusion In the oar-day value to Justified be¬ 
cause it reflects, to some degree, the fact 
that a railroad sometimes loses business 
during short peaks In demand, because It is 
not immediately able to buy or hire the cars 
necessary to take advantc^e of a particular 
business opportimlty. 

Over the long run, however, a railroad 
need not continually lose traffic, so long as 
It Is willing to Incur the cost of owning a 
sufficient number of cars. Theref<»«, It to not 
appropriate to use the Investing railroad’s 
average contribution per car-day to value 
Improved car utilization In IRR calculations. 
Given that per diem to a satisfactory ap¬ 
proximation to the cost of car ownership, 
there Is no need to distinguish between for¬ 
eign car-days saved and investor car-days 
saved by an action.* 

Special Features: The valuation of Im¬ 
proved car utilization is complicated by the 
fact that some projects, such as Improve¬ 
ments In classification yards, may affect the 
entire car fleet, while other projects may af¬ 
fect only certain kinds of cars. For example. 
It may be that all the cars affected by a 
particular ternUnal Improvement are refrig¬ 
erator cars. The car-day value to be used to 
therefore not necessarily the same in aU 
projects. Rather, It depends on the type of 
cars Involved. 

MAINTENANCE MATERIAL CONSUMPTION 

Characteristic Actions: Since neculy all 
assets require malntencmce, almost any ac¬ 
tion Involving the acquisition of new assets 
will lead to expenditures for maintenance 
materials. On the other hand, actions which 
Involve taking assets out of service, such as 
r^laoements, eliminate the need to main¬ 
tain the retired assets. Improving track con¬ 
ditions may decrease equipment mainte¬ 
nance, while decreasing traffic volumes may 
decrease track maintenance needs. 

Primary Units: List of materials Involved 
(and quantities). 

Monetary Value: The value of mainte¬ 
nance materials to the price of those mate¬ 
rials (plus freight In and labm: added. If 
any), yvbere a direct relationship exists be¬ 
tween maintenance labw and materials. It 
may be more convenient to first estimate 
man-hours and then compute material costs 
In proportion to the man hours. 

Special Features: The material costs (or 
savings) associated with changes In main¬ 
tenance may Include work equipment, as 
well as the materials consumed during 
maintenance. 

Usually the - beet basis for predicting 
maintenance costs to the maintenance his¬ 

tory of similar assets In similar service 
Manufacturers can also sometimes provide 
projections of malntMianoe expense. To the 
extent practical, care should be taken to 
specifically reflect cyclical maintenance 
(overhauls) by assigning the maintenance 
costs (or savings) to the years In which 
they will actually occur, rather than nor¬ 
malizing, or smoothing out, the cash flow 
stream. 

Assets which permit maintenance savlnge 
often Involve maintenance costs which par¬ 
tially offset those savings. 

ENERGY CONSUMPTION 

Characteristic Actions: Actions changing 
locomotive activity or locomotive efficiency 
Line changes and locomotive replacements 
may reduce fuel consumption by road en¬ 
gines. Improvements In yards and terminals, 
as well as locomotive replacements, may re¬ 
duce the fuel consumed by switch engines 
Improvements In buildings and structures 
can cut heating costs. 

Physical Units: Gallons, kilowatt-hours, 
etc. 

Monetry Value: Found by multiplying the 
fuel or electricity by the current price per 
unit. 

Special Features: Road engine energy con- 
siunptlon generally varies with gross ton- 
miles and speed. Yard engines are frequently 
Idling, consuming energy, even when not In 
use. ’Thus, energy consumption may vary with 
the number of switch engine crew shifts 
rather than the amount of work done. Care 
should be taken not to count changes In loco¬ 
motive energy consumption twice, once as a 
change In locomotive requirements and once 
as a change In energy consumption. 

ACCIDENT rates AND SEVERITY 

Characteristic Actions: Accidents may be 
reduced by wayside warning detectors (hoi 
box detectors, grade crossing protection, drag¬ 
ging equipment detectins, etc.), lading pro¬ 
tection devices, some specially equipped cars, 
some yard and terminal Improvements, and 
track upgrading. 

Physioal Units: Accidents (of several dif¬ 
ferent types) peryecur. 

Monetary Value: Only the monetary cost 
likely to be borne by the railroad would be 
relevant to the IRR computation. ’This would 
Include damage to equipment, roadway and 
lading, and the cost ot wreckage removal as 
well as InJiuT to people. The expected cost of 
an accident varies ihastioally, depending on 
the particular situation. 

Special Features: Accidents delay trains 
and yard and terminal operations. ’Ihus, ac¬ 
tions which reduce accidents may also im¬ 
prove car and locomotive productivity. Care 
should be exercised that such benefits are 
counted only once. 

EXPENDITURES NEEDED TO MEET LEGAL 

requirements 

Characteristic Actions: Actions permitting 
abandonment of old facilities or equipment 
may reduce the need for such expendltuees. 
New facilities may make sc»ue such expendi¬ 
tures necessary. 

Physical Units: List of actions, such as 
grade crossing protection, water treatment 
faculties, or the Installation of retoition toi¬ 
lets, which would be required to bring the 
facilities or equipment in question up to legal 
standards. 

Monetary Value: The total cost of the im¬ 
provements Including engineering (except en¬ 
gineering work already done), capital ex¬ 
penditure, maintenance, and tqieratlon. These 
expenditures should be offset by the appro¬ 
priate tax reductions (resulting from de¬ 
preciation and Investment tax credit) which 
would result from those improvements. 
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SALVAGE VALTJE 

Characteristic Actions: Acquisition of new 
assets or disposal or existing assets. 

Physical Units: Ust of ttie particular assets 
involved (such as tamping machine, 500' of 
112# rail, etc.) 

Monetary Value: The cash flow resulting 
from disposing of the assets or using them 
elsewhere. (See Use of Assets). 

Special Features: The salvage value of most 
assets declines as the asset ages. Ihe value of 
land often remains roughly constant, as does 
the value of materials in well maintained 
track. Tlte saUTige value of assets which can¬ 
not be used for other purposes, such a.s a 
culvert. Is zero. 

When salvage values are small relative to 
other benefits and costs, and when they are 
heavily discounted (because they occur far 

in the future), tbeir impact on the IRR is 
likely to be negligible. In such cases, the 
salvage value can be safely ignored. 

INSTALLATION AND START-UP EXPENSES 

Characteristic Actions: Most fixed facilities. 
PJiysical Units: Man-hours. list of materials 

required. 
Monetary Value: As noted in the discussion 

of labor requirements the value of the labor 
depends on the particular situation. The 
value of the materials would normally be 
their market price. 

Special Features: Often all or part of the 
expenditures needed to get a new asset in 
place and operating is capitalized. In such a 
case, the capitalized portion of the expendi¬ 
ture should be included as part of the in¬ 
vestment cost, but not counted again as a 
start-up expense. 

Appendix B—Forms to he X'sf.d is I'omii tini. IRK 

Form I.—Analysis of capitalized inrrsthu nt (constant dollars) 

.\pplirant .-. 
* I’rojts'l 

l>ate . 
Sheet No. of 

Portion of investment covered by this .sheet... 
Depreciation method used.. l>ej>reciation twriod 
This investment would occur in the O Project D Base case (check one' 

(1) (2) (3) (4) (») 

Year 
Amount 

capitalized Depreciation 
Tax reduction 

from 
depreciation 

Tax reducUoii 
from investment 

tax credit 

Net cash 
flow in (out) 

1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
n. 
12. 
13. 
14. 
l.t. 

Totals. 

hutruetims 
Use separate forms for portions of the investment which would receive difTerent tax treatment or which would 

enter service in different years. 
Kstimate amounts in cols. 1-4 as would be done in reporting to IRS. 
Col. 5 equals col. 3 plus col. 4 minus col. 1. 

Applicant.... 
I'roject .. 
Date. 
Slieet No.of ... 

Form II.—Analysis of sale or retirement of assets (constant dollars) 

Assets covered by this sheet..... 
Depreciation metliod used.... Depreciation period .. 
Book value of assets at time of sale..... 
This sale would occur in the O Project □ Base case (check one) 

(1) t2) (3) (4) 

Year Sale priM Tax on gain (or tax saving Tax credit Net cash flow 
on loss) from disposal recapture in (out) 

1. 
2. 
3. 
4. 
5. 
6. 
7- 
8. 
9. 
10 
11. 
12. 
13. 
14. 
15. 

Totals. 

Instructions 

Use a separate form for each portion of the assets wliich would receive different tax treatment or be disposed of at 
different tunes. 

Estimate amounts in cols. 1-3 as would be done in reporting to the IBS. 
Col. 4 equals col. 1 minus col. 2 (plus col. 2 if a tax saving occurs) minds col. 3. 
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Api^eftDt .....*_ 
Proi«et __...__ 
Dkto _____ 
Bbeet No. __ ol_ 

iy>sM III.—AnalyHt of eitp€n$€-g and contribution to profit (eonotant doUara) 

Kzpense or contribution ........ 
Physical units used .. Monetary value per physical unit _ 

Year Project 

0) 

PhyMeal units 

Base ease 

(3) 

Diflerenoe 

(8) 

Cash diflerenee <tn hefooa- 
taar aoostant Mlaia) 

H) 

I.. 
2. 
a. 
4. 
8. 
f.. 
7 . 
8 . 
«-•.. 
M). 
11. 
12. 
13 . 
14 . 
15 . 

Totals. 

fnUruetiom 

This f<Hin applies to all cashflow impacts except capitalised tnvestinents and sales os retiraments M assets. Vat a 
separate form far each type en>enae or contribution to psii^t; 

Col 3 equals col. 1 minus ed. 1 
Col. 4 equals col. 3 times monetary value per physieal unit 

Apidlcant ......n_ 
Pni^ ... 
Date.. 
Sheet No.M . 

Fobm 1Y.—OonooUdatiom of ea$k fiows (eonatant 4oUor$) 

Vorm I totals Pesm n totals 

Year Project Basecase Pnleot Basecase 

(1) 9) (*) (0 

Pena in 

Before tax 
totals 

Nett 
Aftertax BevIntiaBt} 

V) m m 

1. 
2. 
3 . 
4 . 
6. 
«. 
7. 
A_...... 
10. 
11. 
12. 
13 . 
14 . 
15 .. 

Total. 

hutrwlUmt 
Cols. 1 through 6 are found hysummlm the fight 1X00400101080 an ^iBdle^MMal-Pli_ 
Col. 6 equals col. 6 times (1 nainus marginal tax raU) onleoB taM vrU^ba paid to aasnayoOT W 4«Nin 
C<d.7eqaalscol. 1 piuscoLSpluscol. Omiuoseol. flatiuoseol. A Thosuhtnotucoi •9olOi» aMSOOtJi 

in the addition of a positive number. 
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Patf . 
Sheet No.of.. 

Vmt T.—Computation of IRR {constant ioUars) 

Present value 

At 10 pet At 26 pet At 40 pet 

(1) (2) (3) (4) 

'-^Tsar Cash Sov Factor Value Factor Value Factor Value 

1. 0.909 asoo 0.714 
2. .826 • .640 V .510 
3. .751 .512 .361 
4. .683 .410 .260 
5. .621 .328 .186 
6. .564 ;262 .133 
7. .513 .210 .095 
8. .467 .168 .068 
g. .424 .134 .048 
10. .386 .107 .085 
11. - .350 .086 .02.5 
12. .319 .069 .018 
13. .290 .055 .013 
14. .263 .044 .009 
16. .239 .035 .006 

Total, 

INTERPOLATION CHART 

t 

PRESENT VALUE Of CASHH OW STREAM 

IRR=- 
huif%ctu>fu 

1. CoL 1 is brought from form IV ooL 7. 
1, Ools. 2, S, and 4 are found by multiplyinc ool. 1 each tuna bv the indicated factor; 
a. Plot totals of eois. 1, 3, S, and 4 acaiDst discount rata used (0,10,20, and 40 pet respectively). Applicant must 

tndleata scale on horisontal axis of ebari and connect the pointa In a eohnnn (1-4) sequence. 
i. IRR is the diseoDot rate corresponding to the point at vhich the graphical presentation intersects the rera 

pnaent value ordinate." 

ECfective date: 'Hiese amendments to 
4R CFR Part 260 become effective Janu¬ 
ary 25, 1977. 

Araph H. Hall, 
Administrator, 

Federal Railroad AdministratioK. 

Dated: January 19,1977. [re 000.77-2368 Piled l-24-77;8:46 am] 

/ 
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4660 PROPOSED RULES 

DEPARTMENT OF 
TRANSPORTATION 

Federal Railroad Administration 
[49CFRP8rt258] 
[Docket No. 76-01] 

RAILROAD REVITAUZATION AND 
REGULATORY REFORM ACT OF 1976 

Proposed Standards for Evaluation and 
Other Miscellaneous Amendments 

On October 8, 1976, the Federal Rail¬ 
road Administrator (“Administrator”) 
published In the Federal Register (41 
FR 44577) final regulations governing 
applications imder sectlcm 505 of the 
Railroad Revitalization and Regulatory 
Reform Act of 1976 (“Act”), concerning 
the purchase of redeemable preference 
shares. On October 19, 1976, ttie Presi¬ 
dent signed Into law the Rail Transpor¬ 
tation Improvement Act (“RITA”), Pub. 
L. 94-555, which, among other things, 
amends sections 505 and 506 of the Act. 
ITie purpose of this document'ls to cor¬ 
rect certain technical errors that were 
contained In the regulations, clarify or 
revise certain provisions, and amend this 
part to refiect changes to the Act con¬ 
tained In the RITA. Major changes in 
sections 505 and 506 are discussed below. 

Amendments to Sections 505 and 506 
Contained in the RITA 

1. Distinction between FaciUties Re¬ 
habilitation and Improvement and Other 
Projects. Prior to enactmoit of the 
RITA, section 505(a) of the Act pro¬ 
hibited the Administrator from acting 
finally on an application for facilities 
rehabilitation and Improvement financ¬ 
ing until the date of publication of the 
Final Standards, Classification and 
Designation of Lines of Class I Railroads 
in the United States imder section 503 
(e) of the Act (“final section 503 re¬ 
port*’). Section 212 of the RITA elimi¬ 
nates this prohibition. 

2. Determination of the Public Inter¬ 
est. Section 505(b)(2) of the Act sets 
forth factors which the Administrator 
must consider In determining the pub¬ 
lic Interest. One of these factors Is— 

The availability of ftinds from other 
eovirces at a cost which Is reasonable under 
principles of prudent railroad financial man¬ 
agement In light of the railroad’s projected 
rate of return for the project to be financed 
• 9 • 

Section 216(a) (2) of the RITA adds as 
a factor which must be evaluated in de¬ 
termining whether the cost of funds from 
other sources Is reasonable— 

The railroad’s rate of return on total capi¬ 
tal (represented by the ratio which such 
carrier’s net Income, including Interest on 
long-term debt, bore to the sum of average 
shareholder’s equity, long-term debt, and 
accumulated deferred Income tax fw fiscal 
year 1976) as determined in accordance with 
the uniform system of accounts promulgated 
by the [Interstate Clommerce] OOTimls- 
sion • • • 

As the Information required for this eval¬ 
uation Is available In reports filed with 
the Interstate Commerce Omnmlsslon. no 
changes In the regulations with respect 
to this additional factor are required. 

In determining the public Interest 
under section 606(b) (2) of the Act. Vbe 
Administrator must also evaluate and 
consider— 

The puUlc benefits to be realized frc»n the 
project to be financed In relation to the pub¬ 
lic costs ot such financing and whether the 
proposed project will ret\im piibllc bene¬ 
fits sufficient to Justify the pubUc costs. 

Section 216(a) (3) of the RITA amends 
section 505(b) (2) of the Act to provide 
In addition that (except as between ap¬ 
plications that would return equal pub¬ 
lic benefits, where funding priority Is to 
be given to the application that provides 
safety improvements) in determining the 
extent to which a project will provide 
public benefits, the Administrator shall 
“give the highest priority to projects 
which will enhance the ability of the ap¬ 
plicant carrier or other carriers to pro¬ 
vide essential freight services”. This re¬ 
quirement has been taken Into consid¬ 
eration In the standards for evaluations 
and determinations under secthm 506 
(b) (2) of the Act, which are discussed 
below. 

3. Standards for Evaluations and De¬ 
terminations under Section 505(b)(2) 
of the Act. Section 212 of the RTIA pro¬ 
vides that any regulations published 
under section 505 of the Act "• • • shall 
Include specific and detailed standards 
in accordance with which the [Admin¬ 
istrator] shall conduct the evaluations 
and make the determinations required 
in subsection (b)(2) of [section 5051.” 
The conference report on the RITA In¬ 
dicates that such standards should 
“* • • fully explain the rationale for, 
and method of, defining and determin¬ 
ing the elements of the public Interest.” 
H.R. Rep. No. 94-1743, 94th Cong.. 2d 
Sess. 47 (1976). These standards are 
published herein as a new subpart B 
of this part. 

Section 505(b) (2) of the Act, as 
amended, requires the Administrator to 
consider the following three factors In 
determining If the requested financial 
assistance Is in the piAlic interest: 

(A) The avallablll^ of funds from 
other sources at a cost which is reason¬ 
able under principles of prudent rail¬ 
road financial management in light of 
the railroad’s projected rate of return 
for the project to be financed and the 
railroad’s rate of return on total capital 
for fiscal year 1976; 

(B) The Interest of the public in sup¬ 
plementing such other funds as may be 
available for railroad financing; and 

(C) The public benefits to be realized 
from the project to be financed in rela¬ 
tion to the public costs of such financ¬ 
ing and whether the proposed project 
will return public benefits sufficient to 
Justify the public costs. 

In accordance with section 505(a) of 
the Act, as amended, these regulations 
set forth standards by which the Ad¬ 
ministrator wUl evaluate each of these 
factors to determine whether the re- 
guested financial assistance is in the 
public interest. An applicant will receive 
Federal assistance only if all of the 
standards have been satisfied. The Ad¬ 
ministrator will determine the apprc^rl- 

ate level of funding for an projects that 
quallfr f<w assistance. For example, 
where an applicant appUes for funds 
sufficient to rdiabilltate a sectkm of 
mainline trackage to a physical level ad¬ 
equate to carry high volume of overhead 
traffic at high speeds, the Administrator 
may determine that the public Interest 
justifies rehabilitation only to a level 
adequate to serve traffic originating or 
terminating on the line. A discussion of 
the standards proposed under each of 
the three factors follows below. 

A. the cost or FUNDS AVAILABLE FROM 
OTHER SOURCES 

Section 258ul3 of these regulations 
proposes evaluation tests by which the 
Adnfinistrator can determine whether 
the cost of alternative funding from any 
of three different types of sources is 
unreasonable under principles of pru¬ 
dent railroad financial management, 
thus satlsfjrlng the first part of the eval¬ 
uation process. The Administrator will 
carefully review the statement sub¬ 
mitted under S 258.7(a) (7) of this part 
to determine whettier applicant has 
thoroughly exploied all alternative 
sources of funds. Including fimds avail¬ 
able from affiliated companies or pur¬ 
suant to arrangements under section 
15(19) of the Interstate Commerce Act, 
49 U.S.C. 15(19). 

The first of the three standards, set 
forth in S 258.23(b) (1) of the proposed 
regulations, apidles to “borrowed mon¬ 
ey” and establidies three tests of when 
the cost of such borrowing is unreason¬ 
able. If any of these tests is met, this 
standard Is satisfied. Subparagraph (1) 
(A) of this standard recognizes that no 
railrocui can remain viable by Investing 
borrowed mon^ at retiuns which are, 
on average, less than the concomitant 
costs. Because the after-tax, internal 
rate of return on a project (without giv¬ 
ing effect to debt service) provides a 
measiu’e of the maximum cost of ca^tal 
which may be prudentty incurred to fi¬ 
nance that project, it would generally be 
financially imprudent for a railroad to 
employ borrowed money with an after¬ 
tax effective cost higher than a project’s 
Internal rate of retmi. If the interest 
cost of ttie money Is not higher than the 
current market yield <m debt securities 
of like tenor of the applicant (or. if n<me, 
of debt securities of like tmior of other 
(XNnpanies having a Moody’s bond rating 
similar to that of the applicant), how¬ 
ever, that cost will not be deemed unrea¬ 
sonable. 

Subparagraphs (1) (B) and (C) of this 
standard recognize that even where the 
rate of return on a project exceeds the 
cost of the financing, the cost of borrow¬ 
ing may nonetheless be unreasonable. 
Thus, under subparagraph (i) (B), if the 
financial condltl<m and operating re¬ 
sults of the aig>licant (after giving effect 
to a project’s net cash stream) appear 
Inadequate to enable the applicant to 
service its total debt, the cost of the bor¬ 
rowed money will be deemed unreason¬ 
able under principles of prudent railroad 
financial management Under subpara¬ 
graph (i)(C), if the applicant’s fiscal 
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1975 rate of return on total capital, as 
defined in section 505(b) (2) of the Act, 
as amended, would be reduced by more 
than 10 perc^t as a result ot a project 
whose size is reascmable in cmnparlson to 
the applicant’s total capitalizaticm, the 
cost will be deemed to be unreasonable. 
This test may be ai^^able whether or 
not the return cm the project exceeds the 
cost of financing. The test is made 
plicable only to projects whose total cost 
does not exceed 25 percent of the appli¬ 
cant’s total capitalization so that in¬ 
creases in debt load r^ain at a reason¬ 
able level and the standard cannot be 
satisfied solely becavise of the magnitude 
of the project’s cost. 

The second of the three standards ap¬ 
plies to “excess working capital’’. Work¬ 
ing capital is deemed to be “excess” to 
the extent that (1) it represents an ex¬ 
cess of the siun of cash, cash equivalents, 
and accounts and notes receivable over 
current liabilities including long-term 
debt due within one year net of any spe¬ 
cial fimds to be used to pay that debt, 
and (2) its conversion into less liquid 
assets is not likely to impair the continu¬ 
ing operations of the railroad. The stand¬ 
ard recognizes that every railroad man¬ 
ages its internally available funds to 
maximize the rate of return on those 
funds. Such management, whether 
through short or long range cash plan¬ 
ning, establishes for^the railroad an op¬ 
portunity cost th^retically incurred 
when using such funds to foster internal 
business growth. The standard defines 
this opportunity cost as the effective 
after-tax annual percentage rate of re¬ 
turn available on short term securities 
in which the applicant customarily in¬ 
vests. The cost of excess working capital 
will be deemed to be unreasonable if (i) 
the opportunity cost is equal to or 
greater than the rate of return on the 
project to be funded and (ii) the use of 
such excess working capital to finance 
the project would reduce the applicant’s 
fiscal 1975 rate of return on total capital, 
as defined in section 505(b) (2) of the 
Act, as amended, by more than 10 per¬ 
cent. 

The third of the three standards ap¬ 
plies to “new equity capital” and sets 
forth different standards for common 
stock and preferred stock. The cost of 
new common stock equity is deemed to 
be unreasonable if the issuance and sale 
of such common stock would result in 
dilution of the book value of common 
stock held by the current shareholders 
or would reduce tiie applicant’s rate of 
return on total capit^, as defined in 
section 505(b) (2) of the Act, as amended, 
by more than 10 percent. The cost of new 
preferred stock equity is deemed to be 
unreasonable if the annualized percent¬ 
age cost of the new issue, including 
dividends and placement charges, is 
equal to or greater than the rate of re¬ 
turn on the project to be finaiKed or the 
issuance would reduce the applicant’s 
rate of return on total capital, as defined 
in section 505(b)(2) of the Act, as 
amended, by more than 10 percent. How¬ 
ever, as provided in $ 258.23(b) (3) (iii) 

of the proposed regulations, the issuance 
by the applicant of new private equity 
capital will not be deemed to be unrea¬ 
sonable if the applicant’s kmg-term 
debt exceeds 67 percent of its total capi¬ 
talization, r^ardless of dilutive effects 
and effects on the applicant’s rate of 
return on total capital. 

This standard may require the use of 
parent company figures if a railroad is 
a wholly-owned subsidiary. Because a 
parent cmnpany will benefit frwn im¬ 
provements in subsidiary operating re¬ 
sults, the Administrator will consider the 
possibility of parent company equity 
funding, regardless of how it is passed 
through to its railroad subsidiary, to be a 
viable source of “new equity capital”. 

B. THE PUBLIC INTEREST IN SUPPLEMENTING 

TOTAL RAILROAD FUNDING 

Section 505(b) (2) (B) requires the Ad¬ 
ministrator to consider “the interest of 
the pifblic in supplementing such other 
funds as may be available in order to 
increase the total amount of fimds avail¬ 
able for railroad financing.” In deter¬ 
mining whether a specific application is 
consistent with this overall objective of 
the Act, it is aiH>ropriate that the Ad¬ 
ministrator be able to evaluate the ap¬ 
plicant’s long-term role in a viable, effi¬ 
cient, competitive national rail system. 
Because the nation’s railroads are sep¬ 
arate, for-profit corporations providing 
important rail services, the viability of 
individual carriers is crucial to the over¬ 
all viability of the system. It is therefore, 
appropriate that applicants be required 
to set forth a long-term program to 
achieve and maintain, without the need 
for continuing Federal assistance, essen¬ 
tial rail services either as a viable busi¬ 
ness enterprise or through merger or 
consolidation. *1110 information require¬ 
ments of the regulations have been re¬ 
vised to require submission of such a 
program. 

By the purchase of redeemable prefer¬ 
ence shares, the Federal government will 
be assuming equity ownership in individ¬ 
ual corporaticms, not in the system as a 
whole. Fiduciary responsibilities, there¬ 
fore, dictate that care be taken to assure 
that the implicant be able to redeem the 
preference shares according to their 
terms, and ttie second part of this stand¬ 
ard so provides. Finally, because it would 
cleariy not be in the public interest for 
railroads to undertake financial invest¬ 
ments whose burden would undermine 
the overall financial condition of the cor¬ 
poration, section 258.25(b) (iii) of the 
proposed regulations provides that the 
rate of return on the proposed project 
must equal or exceed the yield applica¬ 
ble on the preference shares. 

C. PUBLIC BENEFITS AND COSTS 

The third area which the standards 
address is determination of public bene¬ 
fits and costs associated with each pro¬ 
posed project. Because of the multiidicity 
of project types and variations );>etween 
applicants and their markets, the stand¬ 
ards establish specific thresholds above 
which the puUic benefits associated with 
pr(^>osed projects are substantial and will 

exceed whatever monetary or social costs 
are involved, subject to an assessment of 
its environmental impact. 

Consistent with the major thrust of 
the Act, as amended, the pul^c ben^t 
standards are based on the identification 
of project categories that will contribute 
to the establishmbnt and continued 
maintenance of a high capacity, highly 
efficient, competitive interstate rail sys- 
t^, in order to provide for essential rail 
services to meet the current and future 
needs of the nation for rail transporta¬ 
tion. Under section 505(b) (2) (B) of the 
Act, as amended, discussed above, the 
Administrator evaluates the ai^licant 
carrier and his ability to be a viable ele¬ 
ment of the national rail system. This 
section relates the specific project of the 
applicant to the public Interest in 
strengthening the most significant seg¬ 
ments of the national rail network. In 
this regard, the following four standards, 
or categories, have been established. If 
an applicant satisfies any one of these 
standards, the public benefits of the pro- 
IX)6ed project will be de«ned to justify 
the public costs. 

(1) Essential Freight Services. Sec¬ 
tion 505(b) (2) ol the Act provides that 
(except as between iuH>lications that 
would return equal piffilic benefits, where 
priority is to be given to the application 
that provides safety improvements) in 
determining the extent to which a proj¬ 
ect will provide public b^efits, ttie Ad¬ 
ministrator shall'“give the highest prior¬ 
ity to projects which will enhance the 
ability of the applicant carrier or other 
carriers to provide essential freight serv¬ 
ices”. While it could be argued that any 
service which is economic to the railroad 
or in demand by shipp^ is “essential”, 
such an interpretation, by its very 
breadth, would render the statutory 
language meaningless as a guide to ad¬ 
ministrative action. 

The proposed standard establishes 
seven categories of lines that provide es¬ 
sential freight services. Whenever the 
demand for funds to finance all qualified 
projects exceeds the availability of ap¬ 
propriated funds, projects which meet 
this standard will be financed first and 
in the order in which the category of 
lines to be rehabilitated or Improved is 
set forth within the standard. The cate¬ 
gories are primarily based on the density 
of traffic that is currently moving on the 
line or can be demonstrated with speci¬ 
ficity to be reasonably likely to move on 
the line in the immediate future. These 
categories are set forth in § 258.27(b) (1) 
of the proposed regulations. 

'The proposed density standards do not 
identify an interstate rail system. Rath¬ 
er, the density standards when ccnn- 
bined with the other elements of these 
regulations, identify facilities which pro¬ 
vide for substantial movements of freight 
traffic and are likely to survive any fu¬ 
ture restructuring of the existing sys¬ 
tem. It must be remembered that section 
505 funding is interim in natore, and 
that subsequent studies will define the 
rail network essential to the national 
interest. 
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Within corridors of consolidation po¬ 
tential, as id^tifled in the finsd section 
503 report, and with regard to certain 
lower density mainlines, an additional 
threshold of two million net tons of 
revenue freight per mile originating or 
terminating on the line is used to Identify 
lines that warrant investment to meet 
long-term service needs. Projects which 
involve a consolidation of lines or coor¬ 
dination of traflSc flows are given prioWty 
over projects on lines of similar densities 
which do not Involve a consolidation or 
coordination. Thus, tmder the proposed 
standard, the Administrator would not 
fund a project within a corridor of con¬ 
solidation potential unless the facility 
on which funds are to be expended ca^ 
be supported as a consolidated facility or 
as a line that win continue to be neces¬ 
sary to carry substantial traffic which 
originates or terminates on the line. 

(2) Competitive FrtAglxt Services. The 
presence and viability of rail competition 
serving major mai^ets Is an Integral ele¬ 
ment of a high capacity, highly efficient 
interstate ran netwoi^. On the other 
hand, raU competition now exists In 
many economic centers whose traffic base 
is too small to sustain the abUlty of ev^ 
two rallroculs In the market to compete. 
The proposed standards, therefore, 
establish crltorla for strength^ilng com- 
i>etitlon through two distinct ti^pes of 
assistance. 

First, assistance may be given to re¬ 
habilitate or Improve ran lines In mar¬ 
kets where there Is a sufficient level of 
traffic to suppm^ competltimi between 
two ran carriers. Ihe proposed standard 
win assure that only those projects which 
are justified by current traffic levels and 
the presence of few ran carriers In the 
market wlU be funded. The information 
provided under § 258.7(a) (10) of the 
proposed regulations wUl be expected to 
confirm the strategic role of a carrier in 
a multi-road maiicet as justification for 
assistance. 

Second, assistance may be given to 
fund costs associated with the withdraw¬ 
al of the I4>pllcant fit»n a market when 
the applicant demcxistrates his service Is 
imeconcnnic at cturent levels of competi¬ 
tion. Assistance under this provision may 
Include extraordinary labor costs that re¬ 
sult from the withdrawal. 

(3) Special Projects. Projects which 
eliminate Identifiable and severe public 
safety hazards wlU be deemed to have 
public benefits which Justify the public 
costs. 

(4) Equipment Rebuilding. Most raU- 
roads are able to finance acqiiisltion of 
new equipment without recourse to Fed¬ 
eral assistance programs. For those rail¬ 
roads which cannot obtain private fi¬ 
nancing of new equipment, the loan 
guarantee program under section^ 511 of 
the Act, as amended. Is an available Fed¬ 
eral assistance source. 

However, because financing of equip¬ 
ment rebuilding, unlike equipmoit ac¬ 
quisition, may not be available from pri¬ 
vate sources or appn^riate under sec- 
tl(m 511 ot the Act, the fourth standard 
with respect to public benefits would 

allow for funding of equipment rebuild¬ 
ing if that eqidpment Is necessary for the 
applicant to serve adequately cun^t and 
reas(xiably prospective traffic which orig¬ 
inates or terminates on the lines of the 
applicant. Rebuilding of locomotives 
would be allowed where necessary to pro¬ 
vide local service and switching. 

4. Order of Funding. Section 505(b) (2) 
of the Act requires the Administrator to 

• act upon each • • * awJlicatlon 
within 6 months after the date on which 
all required Information is received.” 
Applicants will be notified promptly 
whether their application is complete 
and, if not, of the deficiencies. Within 8 
months after the date on which the ap¬ 
plication is complete, the Administrator 
will determine whether funding of the 
proposed project is in the public Interest. 

A determination by the Administrator 
that the proposed assistance Is In the 
public Interest, however, does not auto¬ 
matically mean that the proposed proj¬ 
ect will be funded. A project win only be 
funded If there are sufficient appropri¬ 
ated funds available after funding all 
other projects that have been found to 
have greater public benefits and thus a 
higher priority for fimding. The order of 
fimding is set forth In § 258.29 of the 
proposed regulations. It is anticipated 
that demand for preference share fi¬ 
nancing will be such that fimds wlU be 
available only for projects In the hlghCT 
priority groups. 

Fiscal year 1977 w>propriated funds 
become available for ccanmitment on the 
date of publication of the final sl^d- 
ards for evaluations and determinations 
imder section, 505 of the Act, as amended, 
and each application received by that 
time will be assigned a funding priority 
based on its rdative public benefits. Po¬ 
tential applicants for fiscal year 1977 
funds should, therefore, file their ap¬ 
plications as soon as possible. Fiscal year 
1978 apprcH^riatlons become available for 
commitment on October 1,1977. Projects 
which have been approved prior to that 
date will be weight against each other 
on that date for available fiscal year 1978 
funds. 

5. Priority and Dividend Rate of Re¬ 
deemable Preference Shares. The RITA 
makes two changes In the characteristics 
of redeemable preference shares as pre¬ 
scribed In sectlcm 506 of the Act. First, 
section 213 of the RTIA provides that 
the Administrator may make redeemable 
preference shares subordinate to any 
common stock that was Issued pursuant 
to a court-approved reorganization plan 
imder section 77 of the Bankruptcy Act 
(11 U.S.C. 205) and In exchange for se¬ 
curities that were senior in right to com¬ 
mon stock, if the railroad was in reor¬ 
ganization under section 77 prior to Feb¬ 
ruary 5, 1976. Second, section 214 of the 
RTTA modifies the dividend rate payable 
on preference shares by requiring a min¬ 
imum of fifteen annual redemption pay¬ 
ments (except In the event of prepay¬ 
ment) and providing a maximum ^eld 
with respect to those shares which are 
used solely to reduce the deferred main¬ 
tenance on facilities. With respect to this 
latter change, section 214 of the RITA 

provides that the yield on such shares 
shall not be less than the minlTTnim yield 
that could be calculated imder sections 
506(a) (3) and (4) of the Act or more 
than— 

Such railroad's rate of return on total cap¬ 
ital (represented by the ratio which such 

carrier’s net income, including interest on 
long-term debt, bwe to the sum of the av¬ 
erage shareholder’s equity, hmg-term debt, 

and acciunulated deferred income tax credits 
for the 3 fiscal years preceding the date of 

submission of the iq>pUGation) as determined 
in accordance with the Uniterm system of ac- 

ooimts promulgated by the {Interstate (Com¬ 
merce] (Commission in those cases in which 
such rate of return exceeded such minimum 
permissible yield. 

For the purpose of this section, de¬ 
ferred maintenance is defined as the ac¬ 
cumulated physical deterioration In the 
component parts of a railroad facility, 
as defined In section 501(3) (>f the Act, as 
amended, which (^uses that feuiility to 
fail to meet the standard reasonably 
necessary to provide adequate freight 
services. The amount of deferred main¬ 
tenance that exists on aJlne Is therefore 
related to the type and density of traffic 
and ^e desired quality of service, as well 
as the previous condition of the facility. 

The assessment of the pl^slcal con¬ 
dition or remaining useful life of the 
component parts of a facility and the 
amount of deferred maintenance In a 
facility must be based on engineering 
and maintenance practices customary in 
the Industry. The detesmlnation must be 
made by professionally qualified rail¬ 
road engineers and managers, projecting 
the quantities and types of work neces¬ 
sary to restore the laelUty to a condition 
ade(iuate to meet cunrent service require¬ 
ments. The Administrator will review 
the applicant’s submittal In this regard 
and carefully examine the methodology 
and assumptions used to calculate the 
amount and type deferred maintenance 
associated with a projeot. 

Where it Is detesmlnad that the pro¬ 
posed Federal assistance Is to be * * 
expended solely to reduce deferred main¬ 
tenance on facilities • • a schedule of 
dividend and redemption payments for 
the preference shares will be established 
which produces the maximum yield per¬ 
missible under section 506(a) (5) of the 
Act, as amended, m tiie case of shares 
wh()se prex^eeds result In no reduction 
In the level of deferred malntenani^e on 
facilities, a schedule of dividend and re¬ 
demption payments wffl be established 
which results In a yield that equals the 
cost .of money to the government, ex¬ 
cept where the public benefits associated 
with the proposed project clearly warrant 
a lower 3rleld. In all other cases, the yield 
will be a weighted average that reflects 
the portion of total project cost which is 
expended to reduce deferred mainte¬ 
nance. 

^VISIONS NOT REQUntED BY THE RTIA 

Revisions not required by the RTIA 
are proposed In five areas, first, the re¬ 
quirements of S §258.8 (a) and (b), 258.- 
13, and 258.15 of the regulations will be 
deleted because they set forth statutorily 
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prescribed duties or powers of ttie Ad¬ 
ministrator or Comptroller General of 
the United States or deal with matters 
that are more properly addressed In the 
financing documents. If an application is 
approved, purchase of redeemable pref¬ 
erence shares will occur in accordance 
with a financing agreement which will 
Include sugh terms and conditions as 
the Administrator deems appropriate, 
consistent with the purposes of the Act. 
The terms and conditions that will be 
imposed as a minimtun in the financing 
documents will be discussed with appli¬ 
cants at an appropriate time during the 
application process. 

Second, it is proposed that renumbered 
§ 258.9 (c), (d) and (e) be revised to 
require the submission of additional bal¬ 
ance sheet or income statement data 
needed to assess accmately the tq^li- 
cant’s financial condition both before 
and after giving effect to the assistance 
requested in the application. There has 
been added to the provisions of § 258.9(c) 
a requiremoit that applicants submit the 
most recent year-end general balance 
sheet certified by applicant’s independ¬ 
ent public accountants, if available. Sec¬ 
tion 258.9(d) has been revised to add the 
requirements of (1) a submission of ap¬ 
plicant’s most recent annual income 
statement certified by applicant’s inde¬ 
pendent public accountants, if available, 
(2) a spread sheet showing unaudited 
monthly and year-to-date income state¬ 
ment data for the calendar year in which 
the application is filed, (3) estimated 
month-end balance sheets for the 
months between the date of the un¬ 
audited balance sheet presented in Ex¬ 
hibit C and the filing of the application, 
and (4) a forecasted balance sheet as at 
the year end for the year in which the 
appllcaticm was filed. Section 258.9(e) is 
amoided to add the requirement of fore¬ 
casted year-end balance sheets for each 
of the fom* years subsequent to the year 
in which the application is filed, both 
before and after ^ving effect to the pro¬ 
ceeds at the assistance requested in the 
application. An applicant which does not 
submit a balance sheet and income 
statement that have been certified by 
independent public accountants, as re¬ 
quested In S 258.9 (c) and (d), will be re¬ 
quired to supply such statements prior to 
closing in the event its aiH>licatio(n for 
financial assistance is approved, and 
executicm of the financing dociunents 
wifi be conting^t upon such certification 
being satisfactory to the Administrator. 

Third, in response to ccmunents by 
several sq>plicant8 that more guidance is 
desired with respect to «ivlronmental 
assessments, S 258.7(a) (8) of the regu¬ 
lations has been revised and an app^idix 
to the regulations has been added which 
sets forth required environmental in¬ 
formation. 

Since publication of the initial regu¬ 
lations (m October 8,1976, FRA has pub¬ 
lished procediues for cmnputing the In¬ 
ternal rate of return on proposed luroj- 
ects. Acc(»‘dingly, f 258.7(a) (4) (v) has 
been revised to require aiH>Ucants to fol¬ 
low that methodidogy. 

Finally, a new i 258.7(a) (^11) has been 
added which permits an *f4>plicant to 
supidement his i^llcatlon with any ad¬ 
ditional information that the applicant 
feds will assist the Administrator in 
making the evaluations or determina¬ 
tions required by the Act or otherwise 
supports the application. 

The impact of section 505 assistance, 
including the inflationary impact of the 
regulations, was fully considered prior 
to publication of the initial regulations 
on October 8, 1976. The standards pro¬ 
posed herein will not affect the overall 
costs or benefits of the program as it was 
set forth in the initial regulations. Ac¬ 
cordingly, an evaluation of the expected 
impact of the regulations pursuant to the 
Department of Transportation Policies to 
Improve Ansdysis and Review of Regu¬ 
lations (41 FR 16200) is not required. 

Any person or organization may sub¬ 
mit written data, views, or comments on 
these proposed amendments to the OfiBce 
of CThief Counsel, Federal Railroad Ad¬ 
ministration, 400 Seventh Street, SW., 
Washington, D.C. 20590. All material re¬ 
ceived on or before February 24, 1977, 
will be considered by the Administrator 
before taking final action on the pro¬ 
posed amendments. To the extent prac¬ 
ticable, comments received after that 
date will also be considered. All com¬ 
ments received will be available for 
examination during regular business 
hours in RotMn 5101, Nassif Building, 400 
Seventh Street, SW., Washington, D.C. 
The proposals contained in this notice 
may be changed in light of comments 
received. 

In consideration of the foregoing, it Is 
proposed that 49 CFR Part 258 be 
amended as follows: 

1. The heading to the regulations is 
amended to read: 

PART 258—REGULATIONS GOVERNING 
SECTION 505 OF THE RAILROAD RE- 
VITAUZATION AND REGULATORY RE¬ 
FORM ACT OF 1976 
Subpart A—Procaduras for Applications for 

Prafaranca Shara Financing 

258.1 ApplioabUity. 
258.3 Definitions. 
258.5 EllglblUty. 
258.7 Form and content of application.. 
258.9 Required exhibits. 
258.11 Prec^plication and application proce¬ 

dure. 
258.13 Information requests. 
258.15 Waivers and modifications. 

Subpart B—Standards for Evaluations and Da- 
tarminations Undar Saction 505<b)(2) of tha 
Act 

258.17 Purpose. 
258.19 Definitions. 
258.21 Evaluation process. 
258.23 Cost of ftmds available from other 

sources. 
258.25 Public interest in supplementing to¬ 

tal railroad funding. 
258.27 Public bene4ts and costs. 
258.29 Order of funding. 
Appendix—^Environmental Assessments. 

AuTHoarrr: Railroad Revitalization and 
Regulatory Reform Act of 1976, Pub. L. 94- 
210, as amended: the Department of TYans- 
portatkm Act, 40 nJ8.0. 1661 at seq., Regula- 
ttona of the Office of the Secretary 
Transportatlmi, 40 Cflt 1.40(u). 

§ 258.1 [.Amended] 

2. In the first s^atence of § 258.1, the 
phrase “, as ammded” is inserted after 
“1976.” 

3. Section 258.3(a) is revised to read: 

§ 258.3 Definitions. 

(a) “Act” means the Railroad Revitali¬ 
zation and RegulatfHy Reform Act of 
1976 (Pub. L. 94-210, February 5, 1976 >. 
as ammded. 

4. Section 258.3(g) is dieted, and 
§ 258.3 (h) and (i) are redesignated as 
§ 258.3 (g) and (h), respectively. 

5. Section 258.3 (J) is deleted, and 
§ 258.3 (k) through (p) are redes^ated 
as § 258.3 (1) throufidi (n), respectively. 

6. Section 258.7(a) (4) (v), and (8'* are 
revised to read: 
§ 258.7 Form and content of upplicu- 

Hon. 

(a) • * * 
(4) * • * 
(v) Estimated rate of return on the 

project, calculated in accordance with 
the methodology set forth in subpart C 
of part 260 of Title 49 of the Code of 
Federal Regulations (42 FR_Janu¬ 
ary 25, 1977). 

« * « # * 

(8) Detailed assessment of the impact 
of the project on the envirwiment, in the 
general fonnat and including the infor¬ 
mation set’forth in the appendix to this 
part. 

7. The word “and” following the semi¬ 
colon in § 258.7(a) (9) is deleted, § 258.7 
(a) (10) is remunbered as § 258.7(a) (12). 
and two new sections numbered 258.7(a) 
(10) and (11) are inserted which read: 

(a) • • • 
(10) A narrative statement detailing 

management’s long-term program to 
achieve or maintain applicant’s ability to 
provide essential rail freight services as 
a viable business enterprise. The state¬ 
ment shall Include as a minimum a dis¬ 

cussion of each ot the eluents listed 
as (1) through (vlil) in this section in¬ 
cluding how each relates to the four year 
financial forecasts provided in E^chibits 
E and G of the application. TTie state¬ 
ment should not be limited, however, to 
the next four years, but should cover a 
period sufficient in managemoit’s judg¬ 
ment to demonstrate applicant’s ability 
to maintain adequately on a continuing 
basis plant and equipment and meet all 
present and futiu-e financial obligations. 

(1) An>llcant’s ciurent and prospective 
traffic base, including by commodity and 
geographic region major markets served, 
major interchange points, and market 
development plans. 

(11) Applicant’s current operating pat¬ 
terns, and plans, if any, to enhance its 
ability to serve the prospective traffic 
base identified in (a) (i) of this section. 

(ill) Ssrstem-wide plans to maintain 
(A) equipment and (B) right-of-way by 
major segments at levels adequate to 
serve markets and maintain operating 
patterns discussed in (1) and (ii) above. 

(iv) Active or proposed plans, if any, 
including any appllcatloa currently 
pending before the Commissloii, to seek 
a corporate merger with anoUier carrier. 
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(V) Specific plans for ratlonal4zati<m 
of marginal or uneconomic services in¬ 
cluding coordination with other carriers 
in Jointly served markets, withdrawal 
frcwn markets served by two railroads 
other than the applicant and in which 
the applicant’s services produce mar¬ 
ginal or no earnings, and the abandon¬ 
ment of uneconomic facilities. 

(vi) Facilities and services not dis¬ 
cussed in (v) above that are physically or 
operationally susceptible to consolidation 
or coordination with other carriers (w 
internally, and siunmmary of plans or 
discussions with other carriers regarding 
same. 

(vii) Relationship of cvurent requests 
for Federal financial as^tance to the 
program discussed in this section, includ¬ 
ing a specific explanation of the impact 
of the assistance as stated in the financial 
forecasts of applicant in Exhibits E 
and G. 

(vlii) Any plans to seek further finan¬ 
cial assistance from the FRA: or as¬ 
sistance from any other public source. 

(ix) A full explanation of the meth¬ 
odology and reasoning used in making 
the analyses specified in this section to¬ 
gether with supporting dociunentation as 
appropriate. 

(11) Any information that the appli¬ 
cant deems ai^wopriate to convey a full 
and ccwnplete understanding of the proj¬ 
ect and its impact or to assist the Admin¬ 
istrator in making the statutorily pre¬ 
scribe determinations; and 

§ 258.9 [Amended] 

8. Section 258.9(a) and (b) are de¬ 
leted, and i 258.9 (c) through (1) are 
redesignated as S 258.9 (a) through (j), 
respectively, with conocxnitant changes 
in the lett^lng of the exhibits required 
therein. 

9. The portion of renumbered § 258.9 
(c) through the cx^on is revised to read: 

• • • • • 
(c) Exhibit C. A copy of aivlicant’s 

most recent year-end general balance 
sheet certifled by applicant’s independ¬ 
ent pi^Uc accountants, if avaflable, and 
a copy of api^cant’s most recoit un- 
au^ted goieral balance sheet as of a 
date no less recent than the end of the 
thM month preceding the date of filing 

the application. The unaudited bal¬ 
ance sheet shall be presented in account 
form and detail as required in schedule 
200 ct the Commission’s annual report 
Rr-1 or Rr-2, as appn^rlate, together with 
the following schedules (where changes 
in accounts from the end of the prior 
year to date of the application have not 
been significant, copies of the appropri¬ 
ate schedules in the prior year’s R-1 or 
R-2 with marginal notations listing the 
changes may be submitted). 

10. R^umbered § 258.9 (d) and (e) 
are revised to read: 

• • • « • 
(d) Exhibit D. Applicant’s most re¬ 

cent annual Income statement certifled 
by applicant’s Independent public ac¬ 
countants. if available, and a spread 
sheet showing unaudited monthly uid 

year-to-date income statement data for 
the calendar year in which the applica¬ 
tion is filed in account form similar to 
that required in column (a) of schedule 
300 of annual report R-1 or R-2, as ap¬ 
propriate. For those months preceding 
and ending upon the date of the im- 
audited balance sheet presented hi Ex-' 
hlbit C, the income statement data shall 
be reported on an actual basis and so 
noted. For those months between the 
dates of the unaudited balance sheet 
and the filing of the application, the 
Income statement data shall be reported 
on an estimated basis and so not^ and 
shall be submitted in conjunction with 
corresponding estimated nmnth-end bal¬ 
ance sheets. For those months between 
the dates of the application and the end 
of the year, the income statement data 
shall be presented mi a forecasted basis 
and so noted and shall be submitted in 
conjunction with a forecasted balance 
sheet as at the year end. 

(e) Exhibit E. Spread sheets showing 
for each of the four years subsequent to 
the year in which the application is 
filed, both before and after ^ving effect 
to the proceeds of the assistance re¬ 
quested in the application: 

(1) Forecasted annual Income state¬ 
ment data in account form and detail 
similar to that required in column (a) 
of schedule 300 of annual report R-1 or 
R-2 as appropriate; and 

(2) Forecasted year-end bcdance sheets 
in account form and detail similar to 
that required in schedule 200 of annual 
report R-1 and R-2, as appropriate. 

These spread sheets shall be accom¬ 
panied by a statement setting forth the 
bases for such forecasts. 

11. Reniunbered S 258.9(f) (1) is amend¬ 
ed by Inserting the word "unaudited” 
immediately prior to the words "balance 
sheets” and by striking "Exhibit E” and 
inserting in lieu thereof "Exhibit C”. 

12. Sections 258.13 and 258.15 are de¬ 
pleted, and S§ 258-17 and 259.19 are re¬ 
numbered as S§ 258.13 and 258.15, re¬ 
spectively. 

13. A new Subpart B is added which 
shall read: 
Subpart B—Standards for Evaluation and Dotar- 

minatlons Under Section 50S(b)(2) of ttie Act 

Sec. 

258.17 Purpoee. 
268.19 Definitions. 

258.21 EivBluatlon process. 

258.23 (Tost of funds available from other 
sources. 

268.25 PubUe Intmcst In supplementing 

total railroad funding. 

258.27 Public benefits and costs. 
268.29 Order of funding. 

(Sec. 505, Railroad Revitalization and Regu¬ 

latory Reform Act of 1978 (Pub. L. 94-210, 

as amended).) 

Subpart B—Standards for Evaluations and 
Determinations Under Section 505(b) 
(2) of the Act 

§ 258.17 Porpose. 

This subpart i»escrlbes standards In 
accordance with which the Adminlstn^* 
tor will make the evaluatkms and deter¬ 
minations required undM: section 505(b) 
(2) of the Act. 

§ 258.19 Definitions. 

As used in this subpart— 
(a) "Consolidation” means the com¬ 

bination of separate rail facilities into 
fewer facilities and the abandonment of 
the excess facilities. 

(b) "Ccwrdlnation” means the combi¬ 
nation of rail freight trafiBc flows 
through the use of joint facilities ar¬ 
rangements C)r internally that result in 
a partial or complete discontinuance of 
service on the less essential facility. 

(c) "Corridor of consolidation poten¬ 
tial” means a corridor of (xmsolidation 
potential as identified In the Final 
Standards, Classification and Designa¬ 
tion of Lines of Class I Railroads In the 
United States, published by the United 
States Department of Transportation 
pursuant to section 503(e) of the Act, 

(d) “Excess Working Capital” means 
the amount, if any, by which the current 
assets of an applicant (consisting of 
cash, cash equivalents, and accoimts and 
notes receivable) exceeds the sum of (i) 
current liabilities of the applicant and 
(ii) long-term debt due within Mie year, 
deducting special funds, if any, to be 
used to pay that debt, and the deploy¬ 
ment of which working capital is not 
likely to impair the continuing opera¬ 
tions of the railroad. 

(e) “Mainline” means a line that has 
an overall annual traffic density (ff at 
least five million gross ton-mfles per 
mile.' 

(f) “Ratio” means the applicant’s fis¬ 
cal 1975 rate of return (m total capital, 
represented by the ratio which such w>- 
plicant’s net income. Including interest 
on long-term debt, bore to the sum of 
average shareholders’ equity, iMig-term 
(idst, and accumulated deferred income 
tax credits in fiscal year 1975. 

(g) "Return” means the anticipated 
after-tax, internal rate of return on a 
proposed project, computed in accord¬ 
ance with the meth<xlology set f(»i2i in 
SulHiert C of Part 260 of 'ntle 49 the 
Code ot Federal Regulations (42 PR 4652, 
January 25, 1977). 

§ 258.21 Evaluation process. 

(a) Section 505(b) (2) of the Act re¬ 
quires the Administrator to consider the 
following three factors in determtning if 
fizwmclal assistance w^iUed ftw imder 
this pctrt is in the public Interest: 

(1) The availability of funds from 
other sources at a cost which is reason¬ 
able under principles of prudent railroad 
financial management in light of the 
railroad’s projected rate of return for 
the project to be financed and the ap¬ 
plicant’s Ratio. 

(2) The Interest of the public in sup¬ 
plementing such othM* funds as may be 
available tor railroad financing; and 

(6) The public benefits to be realized 
from the project to be financed in rela¬ 
tion to the public costs ot such financing 
and whether the iWHxised project will 
return public benefits sufficient to justify 
such public costs. 

(b) Ih accordaiKe with section 505(a) 
of the Act, this subpcurt sets f(nrth stand¬ 
ards for each of the three factors listed 
above, by which the Administrator will 
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make his determination of whether the 
requested financial anlstanoe k in the 
public interest. Except where otherwise 
stated in this subpart, ah of the stand¬ 
ards must be satisfied In order for ttie 
applicant to qualify for the requested 
financial assistance. The AdminlstratcNr 
retains discretion to determine the I4>- 
proprlate level funding for all projects 
that qualify for assistance. 

§ 258.23 Cost of funds available from 
other sources. 

(a) General. Funds available from 
other sources may take the form of bor¬ 
rowed money, excess wmicing csq>ital, or 
new equity capital. Where the form of 
alternative financing cmnbines one or 
more of these forms, an analysis of each 
affected form will be made independ¬ 
ently. For example, if convertible debt is 
available, the cost of such debt will be 
evaluated against the standards below 
as if the convertible debt were borrowed 
money, as if conversion to new 
equity ci4>ital would occiu: immediately 
on issuance. The Administrator will re¬ 
view the statement submitted under 
i 258.7(a) (7) of this part to determine 
whether iq^licant has thoroughly ex¬ 
plored all altemaUve somces of funds, 
including funds available from affiliated 
companies or pursuant to transactions 
imder section 15(19) of the Interstate 
Commerce Act, 49 n.S.C. 15(19). 

(b) Standards. (1) Borrowed Money. 
The cost oi borrowed money will be 
deemed to be unreasonable under prin¬ 
ciples (ff prudent railroad finmicial 
management if any of the following is 
true. 

(1) The aft^-tax. effective, annual¬ 
ized cost (expressed as a percentage and 
including interest, placement, trustee’s 
and other r^ated charges) oi bmrowed 
money (hereafter in this {258.23(b)(1) 
referred to as "CJost”) is equal to or 
greater than the Return, and the Cost is 
higher than the current market yield cm 
debt securities of like tenor of the appli¬ 
cant or, if ncme, then the market yield 
on debt seciudties of like tenor oi other 
cennpanies having a similar Moody’s bond 
rating; 

(ii) The financial ccxidition and oper¬ 
ating results of the applicant (after giv¬ 
ing effect to a project’s net cash stream) 
appear inadequate to enable the appli¬ 
cant to service its total debt; or 

(iii) The amoimt of borrowed mcmey is 
less than 25% of the denominator of the 
applicant’s Ratio and the borrowing 
wo^d result in a reduction of more than 
10% in the applicant’s Ratio, computed 
by adding an amemnt equal to the prod¬ 
uct of the Return and the borrowed 
money to the numerator of the Ratio, and 
an amount equal to the product of (I) 
the borrowed mcmey and (II) the sum of 
100% and the spread between the Return 
and the Cost (computed by subtracting 
the Cost from the Return) to the de¬ 
nominator of the Ratio. 

(2) Excess Working Capital. The cost 
of Excess Woikiog Capital wiH be 
deemed to be unreeeonaUe under prin¬ 
ciples of prudent raOroad financial man¬ 
agement if (i) the after-tax opportunity 

cost, expressed as an annual percentage 
rate r^wesenting the return available on 
short term securities customarily invested 
in by the applicant (hereafter in this 
1258.23(b) (2) referred to as **Oost”), of 
aiKdicant’s Excess Working Capital is 
equal to or greater than the Return; and 
(ID the railroad’s Ratio is reduced 
nuure than 10% when an amoimt equal 
to the product of the Excess Working 
Capital to be used for the project and 
the n^ative spre^ between the Return 
and the Cost (computed by subtracting 
the (Tost fnun the Return), is added to 
both the numerator and the denominator 
of the Ratio. 

(3) New Equity Capital, (i) Common 
Stock. The cost of new common stocky 
equity will be deemed to be imreasonable* 
under principles of prudent railroad fi¬ 
nancial management if either of the 
following is true. 

(A) An amount equal to the product of 
the consideration to be received by the 
applicant or its holding company upcm 
the issuance and sale of new common 
stock equity (hereafter in this { 258.23 
(b) (3) referred to as “Consideratiim”) 
and the sum of 100% and the Return is 
less than an amount equal to the product 
of the tangible book value per ccxnmon 
share immediately prior to the issuance 
and sale of new common stock equity 
and the number of shares of common 
stock to be issued and sold; or 

(B) The amount of (Consideration is 
less than 25% of the denominator of the 
aimlicant’s Ratio and the issuance and 
s^e would result in a reduction of more 
than 10% in the applicant’s Ratio, emn- 
puted by adding an amount equal to the 
product of the Return and the (Consider¬ 
ation to the numeratcMT of the Ratio, and 
an amount equal to the product oi the 
Consideration and the sum of 100% and 
the Return to the denominator of the 
Ratio. 

(ii) Preferred Stock. The cost of new 
preferred stock equity will be deemed to 
be unreasonable under princii^es iff pru- 
d^t railroad financial management if 
either of the following is true. 

(A) The effective annualized cost (ex- 
luressed as a percentage and including 
dividends and placemmt charges) of the 
preferred stock (hereafter in this sub- 
paragraph 258.23(b) (3) referred to as 
“Cost”) is equal to or greater than the 
Return; or 

(B) The amount (ff Cemsideratiem is 
less than 25 percent of the dencuninator 
of the applicant’s Ratio and the issuance 
and sale would result in a reductiim of 
more than 10 percent in the aiH}licant’s 
Ratio, cixnputed by adding an amount 
equal to the product ci the Return and 
the new prefored stock equity to the 
numerator of the Ratio, and an amount 
equal to the product of the new preferred 
stock equity and the sum of 100 percoit 
and the spread between the Return and 
the Cost (computed by subtracting the 
Cost from the Return) to the denomina¬ 
tor of the Ratio. 

(UD Notwithstanding subdivisions (b) 
(3) (D and (tt> of this sectiim, the stand¬ 
ard will not be deemed to be satisfied if 
the applicant’s long-term debt prior to 

the issuance and sale of new equity cairi- 
tal exceeds 67 percent of its total capi¬ 
talization. 

§ 258.25 Public interest in supplement¬ 
ing total railroad funding. 

(a) General. The standards set for^ 
in paragrtq>h (b) of this section will 
enable the Administrator to evaluate an 
applicant’s long-term role in a viable 
natkmal rail system in order to determine 
that the application is consistent with 
“the interest of the puUic in supplement¬ 
ing such other funds as may be available 
for railroad financing,” as stated in sec¬ 
tion 505(b) (2) (b) of the Act. 

(b) Standards, (i) Management’s long¬ 
term program sulunitted under § 258.7 
(a) (10) of this part is reasonably likely 
to assure that essential rail freight serv¬ 
ices currently provided by the applicant 
will cMitinue to be provided by the ap- 
jdicant as a viable business enterprise or 
by another carrier as the result of a 
merger of companies or c(Xis<didation of 
lines, and the financing applied for will 
contribute to that program. 

(ii) ’The applicant is reasonably likely 
to be aWe to redeem any preference 
shares issued to finance the project ac¬ 
cording to a dividend and redemption 
schedule which results in a yield as set 
forth in paragraph (b) (iii) of this sec¬ 
tion. 

(iii) The Return on the prmiosed proj¬ 
ect is not less than the yield on the re¬ 
deemable preference shares, expressed as 
the effective annual percentage rate ap¬ 
plicable from the date of issuance of the 
shares, which shall be: 

(A) in the case of shares whose pro¬ 
ceeds are to be expended solely to reduce 
the level oi deferred maintenance on 
facilities, equal to the i^plicant’s aver¬ 
age rate of return on total capital, as 
defined in section 506(a) (5) of the Act, 
for the three fiscal years preceding the 
date of sitomissiim of the application; 

(B) in the case of shares whose pro¬ 
ceeds result in no reduction in the level 
of deferred maintenance on facilities, 
equal to the cost of money to the govern¬ 
ment, except where the public benefits 
associated with the project clearly war¬ 
rant a lower yield; and 

(C) in all other cases, equal to a 
weighted average yield determined by 
applying the yields obtained in para- 
graihs (b) (iii) (A), and (B) (rf this sec¬ 
tion to the appropriate portion of the 
total project cost. In no evMit shall the 
yield under this subparagraph (iii) be 
lower than the minimum permissible 
yield determinable under sections 506<a > 
(3) and (4) of the Act. 

§ 258.27 Public bcne(il»> and ro^ts. 

(a) General. Each project for which 
assistance is sought must satisfy a set of 
public bmefit standards based on na¬ 
tional goals and objectives in order to 
qualify fmr funding. Public benefits and 
costs rdated to rail facility improve¬ 
ments oicompass a wide range of values 
and are not easily quantified. Because of 
the multiplicity of project types, varia¬ 
tions between applicants and their mar¬ 
kets, and the difficulty oi measuring cer- 
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tain benefits and costs, consideration of 
public benefits and costs is accomplished 
through identification of broad categor¬ 
ies of projects for which the public bene¬ 
fits associated with proposed projects are 
substantial and will equal or exceed 
whatever monetary and social costs are 
involved, subject to an assessment of its 
environmental impact. 

(b) Standards. The public benefits as¬ 
sociated with a proposed project will be 
deemed to justify the public costs as¬ 
sociated with the project if the project 
satisfies any of the following standards. 

a) Essential Freight Services. The 
proposed project enhances the ability of 
the applicant or other carriers to pro¬ 
vide essential freight services by acquir¬ 
ing by lease, purchase or merger, con¬ 
structing, rehabilitating, or significantly 
Improving mainlines, including yards or 
other facilities used primarily to serve 
traffic moving on such lines, which are: 

(i) Located in a corridor of consolida¬ 
tion potential and as a result of a con¬ 
solidation of mainlines or coordination 
of traffic of the applicant and at least 
one other carrier will have a cmrent or 
reasonably prospective annual traffic 
density of not less ttian 20 million gross 
ton-miles per mile; 

(il) Not located in a corridor of con¬ 
solidation potential and as a result of a 
consolidation of mainlines or coordina¬ 
tion of traffic by the applicant or between 
the applicant and at least one other car¬ 
rier will have a current or reasonably 
prospective annual traffic density of not 
less than 20 million gross ton-miles per 
mile; 

(iii) Not located in a corridor of con¬ 
solidation potential and have a current 
or reasonably prospective annual traffic 
density of not less than 20 million gross 
ton-miles per mile; 

<iv> Located in a corridor of consolida¬ 
tion potential and as a result of a con¬ 
solidation of facilities or coordination 
of traffic of the applicant and at least 
one other carrier will have an annual 
traffic density of not less than two mil¬ 
lion net tons of revenue freight per mile 
originating or terminating on the line 
but have an overall annual traffic density 
of less than 20 million gross ton-miles 
per mile; 

(V) Not located in a corridor of con¬ 
solidation potential and have a current 
or reasonably prospective annual traffic 
density of not less than two million net 
tons of revenue freight per mile origi¬ 
nating or terminating on the line but 
have an overall ciu'rent or reasonably 
prospective annual traffic density of less 
than 20 million gross ton-miles per mile; 

(Vi) Located in a corridor of consoli¬ 
dation potential and have a current or 
reasonably prospective annual traffic 
density of not less than two million net 
tons of revenue freight per mile origi¬ 
nating or terminating on the line; or 

(vil) Not located in a corridor of con¬ 
solidation potential and have a current 
or reasonably prospective annual traffic 
density of less than two milli(Hi net tons 

revenue freight per mile originating 
or terminating (m the line, but have an 
overall current or reasonably prospective 

annual traffic density of less than 20 
million gross ton-miles per mile. 

Hie current annual traffic density of a 
line imder this standard in net tons of 
revenue freight per mile originating or 
terminating on the line (w gross ton- 
miles per mile will be deemed to be the 
average annual traffic density for the 
three calendar years preceding the filing 
of the application. In segmenting lines 
for the purpose of determining traffic 
density in (Iv), (v), (vl) and (vil) above, 
originating and terminating traffic is 
measured from its originating or termi¬ 
nating point to the next operationally 
feasible Interchange point consistent 
with traffic flows. A forecasted level of 
traffic w’Ul be deemed to be “reasonably 
prospective’’ imder this standard if the 
increment of traffic above the average 
annual traffic density for the three cal¬ 
endar years preceding the filing of the 
application is accounted for by newly 
generated traffic which applicant dem¬ 
onstrates is the result of an increase in 
the capacity of shippers or receivers cur¬ 
rently located on the line to produce or 
consume commodities that are tradi¬ 
tionally shipped by rail or is the r^ult 
of new shippers or receivers locating on 
the line and cannot be shipped by an al¬ 
ternate rail carrier. 

(2) Competitive Freight Services. The 
application provides for: 

(i) Rehabilitation or Improvement of 
a line of an applicant who is competi¬ 
tive with no more than one rail carrier 
in the market served by the line and is 
shown by applicant to be economic in 
light of the current or reasonably pros¬ 
pective levels of traffic In the market 
and the number of alternative rail car¬ 
riers in the market; or 

(il) Financial assistance to enable an 
applicant to withdraw from a market 
which has more than two competing rail 
carriers, where the applicant demon¬ 
strates that the reasonably prospective 
levels of traffic in the markekt are insuf¬ 
ficient to enable all of the railroads com¬ 
peting in that market to earn a reason¬ 
able rate of return. 

(3) Special Projects. The proposed 
project will eliminate identifiable and 
severe public safety hazards. 

(4) Equipment Rebuilding. The pro¬ 
posed project provides for rebuilding 
equipment whliffi the applicant requires 
in order to serve adequately traffic which 
originates or terminates on applicant’s 
lines at levels which are consistent with 
the applicant’s average market share in 
the commodity hauled for the three cal¬ 
endar years preceding the filing of the 
application or are reasonably prospective 
as defined in subparagraph (b) (1) of 
this section, and, in the case of loco¬ 
motives, are necessary to the perform¬ 
ance of local service and switching. 

§ 258.29 Order of funding. 

(a) Where appropriated funds are in¬ 
adequate to finance all projects which 
qualify for Federal assistance, projects 
will be funded in the order In which the 
categories in which they fall are set forth 
in section 258.27 of this subpart; that Is, 
in descending order of priority ftom 

J 2£8.27(b)(l) to § 258.27(b) <4) and 
within S 258.27(b) (1), from paragraph 
(i) to paragraph (vii). 

(b) Where appropriated funds are 
adequate to finance some but not all 
projects which qualify for Federal as¬ 
sistance within any one of the categories 
described in paragraph (a) of this sec¬ 
tion, priority for funding will be given 
to projects that provide safety improve¬ 
ments and signals, including under¬ 
passes or overpasses at railroad crossings 
at which injury or loss of life has fre¬ 
quently occurred or is likely to occur. 

(c) As between two projects within 
the same category, as described in par¬ 
agraph (a) above, which both either 
provide or do not provide safety Im- 
provanents and signals, priority for 
funding will be given to the project 
which was first proposed in a complete 
application. 

14. An Appendix is added to Part 258 as 
follows; 

Appendix—^Envieonmentai, Assessments 

Part I: Description of the environment in 
the area of the project before commence¬ 
ment of such project, together with state¬ 
ment of other Federal activities in the area 

which are known, or should be known, to 

the applicant. This description shall in¬ 
clude, without limitation, the following 
information: 

(A) Demographic data. Statement of pop¬ 
ulation and growth characteristics of area 
and of any population and growth assump¬ 

tions made by applicant in planning the 

project. Such statement should use the rates 

of growth in the projection compiled for 
the Water Resotuxies Coimcll by the Bureau 
of Economic Analysis of the Department of 
Commerce and Uie Economic Research Serv¬ 
ice of the Department of Agriculture, com¬ 
monly referred to as the OBEB8 projection 

of regional economic activity in the United 
States. AppUcants should refer to 1972 
OBERS projections for economic areas, and 

provide 1969 data and 1980 projections for 
the following: population; manufacturing 

earnings; transportation, communications 
and public utUltles earnings; agriculture, 
forestry and fisheries earnings; and mining 
earnings. Information should be provided 
for economic areas which the c^plicaut’s 
proposal would affect. 

(B) Current land use patterns. Statement 

of the project’s relationship to proposed land 

use plans, policies, and controls of affected 
communities. Including, where appropriate, 

maps or dia^ams. Where the project is in¬ 
consistent with any such plans, policies, or 
controls, the statement should describe and 
explain in detail the reasons for such 

inconsistency. 

(C) Characteristics of current operations 

The Applicant should indicate the maximum 
allowable speed and frequency of current rail 

traffic on any affected line, the number and 

location of grade crossings, and the length 
of time such grade crossings are blocked dur¬ 

ing a typical day. The Applicant should in¬ 
dicate derailments and fatalities or injuries 

resulting from accidents involving trains and 
motor vehicles or pedestrians on such lines 

The Applicant should also indicate the hours 
of operation on such lines and noise levels 

of rail operations at 100' from the right of 

way. Applicants should refer to the United 

States Environmental Protection Agency 

document titled “Information on Levels of 

Noise Requisite to Protect Public Health and 

Welfare with an Adequate Margin of Safety”, 
whlOh provides a system of measuring day 

and night .noises on a weighted average. 
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(D) Air quality. The Applicant should ln> 
dicate the air quality in the region, as found 
In the state Air Quality Implementation 
Plans to meet ambient air quality stand¬ 
ards. Each state is required to prepare such 
a plan under the Clean Air Act (42 XT.S.C. 
1857). Some states are required to have 
Transportation Oontnd Plans to meet am¬ 
bient air quality standards where transpor¬ 
tation sources pose maj<« air quality prob¬ 
lems. Applicants should refer to state air 
quality agencies or to the Regional Offices of 
the U.S. Environmental Protection Agency 
for guidance. 

(E) Wetland or coastal zones. Location, 
types, and extent of wetland areas or coastal 
zones that might be affected by the project. 

(P) Properties and sites of historical or 
cultural significance. Identification of dis¬ 
tricts, sites, buildings smd other structures, 
and objects of historical, architectural, 
archeological, or culttirad significance that 
may be affected by the project. This should 
be accomplished by consulting the National 
Register and applying the National Register 
Criteria (36 CPR Part 800) to determine 
which properties that may be affected by the 
project are Included in or eligible for In¬ 
clusion in the National Register of Historic 
Places. The National Register is published 
in its entirety each February in the Pedebal 
Registeb. Monthly additions and listings of 
eligible properties are published in the Fed¬ 
eral Register the 'first Tuesday o^ each 
month. The Secretary of the Interior will 
advise, upon request, whether properties are 
eligible for the National Register. Officials 
designated by their Governors to act as State 
Historic Preservation Officers responsible for 
state activities under the National Historic 
Preservation Act may also be consulted. A 
listing of these state officials may be found 
at 36 CFR 60.5(d), or may be obtained from 
the Director, National Parks Service, U.S 
Department of the Interior, Washington, D.O 

^ 20240. 
(Q) Publicly-owned parklands, recrea¬ 

tional areas, and waterfowl refuges, and his¬ 
toric sites (45 U.S.C. 1653(f)). (i) Protected 
land proposed to be used. Describe any pub¬ 
licly-owned land from a public park, recrea¬ 
tion area or wildlife and waterfowl refuge or 
any land from an historic site or wildlife 
and waterfowl refuge or any land from an 
historic site which would be affected or taken 
by the proposed program or project, includ¬ 
ing the size of the land proposed to be af¬ 
fected or taken, available activities on the 
land, use, patronage, unique or irreplaceable 
qualities, relationship to other similarly used 
land in the vicinity of the proposed project, 
and maps, plans, slides, photogr^hs, and 
drawings in sufficient scale and detail to 
clearly show proposed project. Include a de¬ 
scription of Impacts of the proposed project 
on the land and changes in vehicular or 
pedestrian access. 

PROPOSED RULES 

(11) significant area. Include a statement 
of the national. State, or local significance of 
the entire park, recreation area, wildlife or 
waterfowl refuge, or historic site as deter¬ 
mined by the Federal, State or local officials 
having Jurisdiction thereof. In the absence of 
such a statement, protected land Is presumed 
to be located In an area of national, State 
or local significance. 

Part n: The probable impact of the project 
on the environment and measures which can 
be taken to mitigate adverse Impacts. The 
applicant shall (1) assess the positive and 
4iegatlve environmental effects, including pri¬ 
mary, secondary, and other foreseeable effects, 
on each of the areas specified in Part I above. 
Including long-term Impacts associated with 
the Increased intensity. If any, of rail opera¬ 
tions, and (2) list measures which can be 
taken to mitigate adverse impacts. Mitiga¬ 
tion measures- include control of hours of 
operation, coordination of street blockages 
with adjacent communities, dust and erosion 
control measures, and proposed methods of 
tie disposal. In addition, the applicant shall 
provide the following. 

(A) Statement of the extent to which any 
of the Impacts of the project represent irre¬ 
versible or irretrievable commitments of re¬ 
sources. This requires identification of the 
extent to which implementation of the proj¬ 
ect irreversibly curtails the range of potential 
uses of the environment. “Resources” include 
the natural and cultural resources lost or 
destroyed as a result of the project. 

(B) Statement of the relationship between 
local short-term uses of man’s environment 
and the maintenance and enhancement of 
long-term productivity. This shall include a 
brief discussion of the extent to which the 
proposed action involves trade-offs between 
short-term environmental gains at the ex¬ 
pense of long-term losses, or vice versa, and 
a discussion of the extent to which the pro¬ 
posed action forecloses future options. 

(C) Statement of any probable adverse en¬ 
vironmental effect which cannot be avoided, 
such as changes in exposure to noise and 
changes in level of noise or vibration; water 
or air pollution; undesirable land use pat¬ 
terns; impacts on public parks and recrea¬ 
tion areas, wildlife and waterfowl refuges, or 
historic sites; damage to life systems; con¬ 
gestion of street traffic in adjacent commu¬ 
nities; delays in the provision of essential 
services (police, fire, ambulance), anticipated 
changes in accident patterns and other 
threats to health; and other consequences 
adverse to the environmental goals set out in 
section 101(b) of the National Environ¬ 
mental Protection Act, 42 TJ.S.C. 4331(b). In 
considering noise levels, applicants should 
note any conflicts between projected noise 
levels from rail operations and HUD stand¬ 
ards for noise at sensitive sites, such as 
schools, hospitals, parks and residential loca¬ 
tions. (U.S. Department of Housing and 
Urban Development, “Noise Abatement and 
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Coutrcfi: Department Policy Implementing 
Responsibilities and Standards,” Depart¬ 
mental Circular 1390.2, Chart; External Noise 
Exposure Standards for New Construction. 
April 4,197.) 

(D) Statement of construction inq>acts. 
identifying any special problem areas and 
including: (i) Noise impacts frcHn construc¬ 
tion and any specifications setting maximum 
noise levels: 

(11) Disposal of spoil and effect on bor¬ 
row areas and disposal sites (Include any 
specifications). 

(iU) Measures to minimize effects on traf¬ 
fic and pedestrians. 

(iv) Consideration of non-point source 
pollution such as might result from water 
runoff. 

(E) Statement of any positive or negative 
impacts on energy supply and natural re¬ 
source development, including, where ap¬ 
plicable, any effect on either the produc¬ 
tion or consumption of energy or other natu¬ 
ral resources. Discuss such effects if they 
are significant. 

(F) Discussion of problems and objections 
raised by other Federal. State or local agen¬ 
cies, and citizens with respect to impact of 
the project on the environment. 

Part III. Discussion of any alternatives to 
the project that have been considered with 
respect to impact on the environment. If 
cost-benefit analyses have been performed, 
the extent to which environmental costs 
have been reflected in the analysis should 
be stated. Underlying studies, reports, and 
other Information obtained and considered 
in preparing each section of the statement 
should be identified. For energy comparisons, 
a possible source is Oak Ridge National 
Laboratory Report, “Energy Intensiveness of 
Passenger and Freight Transport Modes” by 
Dr. Eric Hirst, April, 1973. For analyzing 
community impacts, the following report 
may be useful: “The Impacts on Communi¬ 
ties of Abandonment of Railroad Service,” 
July, 1975, prepared for the U.S. Railway 
Association by the Public Interest Economics 
Center, Washington, D.C. In examining the 
environmental effects of highway transport 
as an alternative to rail service, applicants 
may wish to use the following publication: 
"A Study of the Environmental Impact of 
Projected Increases in Intercity Freight Traf¬ 
fic, Augtist, 1971, prepared for the Associa¬ 
tion of American Railroads by Battelle, Co¬ 
lumbus, Ohio.” 

(Sec. 505, Railroad Revitalization and Regu¬ 
latory Reform Act of 1976 (Pub. L. 94-210), 
as amended.) 

Dated: January 19,1977. 

Asaph H. Hall, 
Administrator, 

Federal Railroad Administration. 
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