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On behalf of the largest state railroad association in the United States, we welcome
the opportunity to make this presentation to your committees. As most of you
know Keystone State Railroad Association is truly an entrepreneurial effort,
organized just 3 1/2 years ago and now the largest such state association and we
believe - one of the best.

This growth has not been without some pain and turmoil. Government and even
some companies have sometimes struggled with the concept that such an
organization could so quickly organize and request a position at the policy-making
table of government.

Some view us as competition to government, which is unfortunate because our goal
is to be an effective partner. To be effective, however, we must change the image of
our industry and we must become better at attracting customers and capital
investment to areas served by our industry, a primary focus of today’s meeting.

First, some background: Railroads are at a major crossroads as we enter a post
merger phase of a new millennium. Railroads require huge capital investments,
now some $2.5 billion per year with a current anemic rate of return and a slow
increase in carload growth.

We are concluding a decade of dramatic merger consolidations , a reduction in
cost, a reduction in overall employee costs and major improvements in size, quality
and efficiency of equipment. Now the decade of opportunity is upon us when the
industry will either grow or die.

Government, and especially the legislative branch, will play a major role, including:

e Assuring a level playing field.

e Partnering with railroad industry to create industrial magnet centers of
companies who want timely, quality, cost effective customer service.

¢ Focusing anew on infrastructure financing, which is not so much a question
of more dollars, as getting the most efficient combination of financing,



® Realizing that timing is almost everything, a theme familiar to the political
world and equally significant in attracting capital investment.

In each case, your most reliable rail transportation consultant is your local rail
provider and in many cases, the railroad’s other Class I partners.

The Keystone State Railroad Association is often your coordinating agency to bring
the partners together and to bring a focus to various proposed programs and
solutions. There are major changes in policy occurring in the railroad industry.

Several of these changes will have a major impact on your decision making,
including:

* The 286,000 pound car is already here as the new standard, which was
previously 265,000. Many Pennsylvania short line and regional railroads
will need major bridge and infrastructure upgrades to handle this new
standard.

® Boxcars are now 80 feet, not 40 feet, which makes many railroad spurs
obsolete and in some cases inoperable.

¢ Class [ partners, In Pennsylvania’s case, NS, CP, & CSX want to partner with
public agencies to finance infrastructure development and improvements.
Previously, these entities opposed public financing except for the
rehabilitation of track for short lines, which was previously abandoned by
the Class I carriers. This will require state government to consider increased
funding or short line and regional railroads will see a sharp decrease in
available financing.

* As you might now suspect, capital for maintaining and upgrading our rail
infrastructure is in short supply. The new Federal rail loan funds and state
programs need to be meshed so as to fund larger projects. In some cases,
incremental financing may be part of the answer.

¢ Pennsylvania’s Rail Freight Assistance Program has been exemplary but
every year, a much greater portion goes to traditional economic
development projects (siding and industrial parks). This does nothing to
improve the short line or regional railroad infrastructure servicing the area.
Some of these expenditures are being made in a speculative manner,
without regard to the servicing rail line or its capability.



* Yesterday the ASLRRA announced that the organization will explore two
options:

1. Feasibility of diverting a portion of existing transportation funding
to a dedicated infrastructure fund, similar to that used for mass
transit.

2. Seek more flexible funding for intermodal related projects designed
to relieve current congestion and environmental problems.

* The recent CSX/NS purchase of Conrail is redefining the core functions of
many short line and regional railroads, at least for the short term, i.e.,

a) Classification of traffic.
b) Blocking of specific destination trains.

¢) Synchronization of information systems.

How does this all relate to economic development? If we partner together, a
solution to many of the issues may be found. Railroads will be a major player and
originating rail traffic and jobs will grow in Pennsylvania. Railroads could again
become a major growth industry.

Conversely, if we ignore the problems and let other states control the location of
industrial jobs and shipping gateways, our rail transportation system will be
reduced to corridor overhead traffic and our overall transportation system will be
more costly to maintain and probably deteriorate.

One of the biggest problems is the lack of understanding of the railroad system by
legislators, administrative officials, congressional representative and senators.

We live in a very competitive country, constantly challenged by an equally
competitive world. As an example, the little state of Maine has embarked on an
aggressive rail infrastructure program, which addresses many points made in this
presentation.

Major short line and regional railroads in the United States are the preferred
operator of many foreign rail systems being privatized by their national public
owners. The major reason is their ability to dramatically cut operating costs and
their emphasis on customer service,



The key customer slogan is - More and better service on a scheduled, timely basis.
As an industry we want to be an aggressive partner in attracting and expanding the
field of customers. But serving these customers may often depend on our ability to
work together. No one has yet found the silver bullet but we can tell you that new
and expanded government regulations, antagonistic government officials, and a sea
of misunderstanding will certainly deter our best efforts.

I appreciate the opportunity to share with you our future goals and vision.
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