FRA/ORD-82/07
DOT-TSC

1-20

Analysis of Railroad Track
Maintenance Expenditures for
Class | Railroads 1962-1977

J.E. Tyworth
A.J. Reinschmidt
R.S. Koot

J.C. Spychalski

Pennsylvania State University
Pennsylvania Transportation Institute
University Park PA 16802

February 1982
Final Report

This document is available to the public
through the National Technical Information
Service, Springfield, Virginia 22161.

Q

US.Department of Transportation
Federal Railroad Administration

Office of Research and Development
Office of Rail Safety Research
Washington DC 20590

vj ‘."v



NOTICE

This document is disseminated under the sponsorship
of the Department of Transportation in the interest
of information exchange. The United States Govern-
ment assumes no liability for its contents or use
thereof.

NOTICE

The United States Government does not endorse prod-
ucts or manufacturers. Trade or manufacturers'
names appear herein solely because they are con-
sidered essential to the object of this report.




Technical Report Documentation Page

1. Report No. 2. Government Accession Ne.

FRA/ORD-82/07

3. Recipient’s Catalog Ne.

4. Title and Subtitle

ANALYSIS OF RAILROAD TRACK MAINTENANCE EXPENDITURES
FOR CLASS I RAILROADS 1962-1977

5. Report Date

February 1982

6. Performing Orgonization Code

DTS-731

7. avther's J E, Tyworth, A.J. Reinschmidt, R.S. Koot,
and J.C. Spychalski

8. Performing Organization Report No.

DOT-TSC-FRA-81-20

9. Performing Orgonization Name and Address
Pennsylvania State University*
Pennsylvania Transportation Institute
University Park PA 16802

10. Work Unit No. (TRAIS)

RR219/R2309

11. Contract or Gront No.

DOT-TSC-1675

1 ongpring Agency Name Address

0. & Bepartnent s ransportation
Federal Railroad Administration
ffice of Research and Development
Office of Rail Safety Research

Washington DC 20950

13. Type of Report and Period Covered

Final Report
Jan 1978 - Dec 1980

14. Sponsoring Agency Code

RRD-10

15. Supplementary Notes

*Under Contract to:

U.S. Department of Transportation

Research and Special Programs Administration
Transportation S{Stems Center

Cambridge MA 02142

16. Abstroct

This study investigates the decision-making process for railroad track
maintenance (T/M) expenditures. The objectives are to (1) describe how Federal
track safety standards have influenced this process and (2) try to predict the
impact of changes in safety regulations on T/M spending for all U.S. Class I rail-
roads on selected groups of railroads. A related objective of this study was to
use publicly available data to build models of track-related accidents and train
speeds.

The approach used in this research included a literature search, field inter-
views, hypotheses testing through models and case analysis, and multivariate
analysis of time series data in cross sections. The scope of the study was limited
to the Class I railroads operating in 1978 and from 1962 to 1977.

The results suggest that imposition of FRA standards has had the predicted
impacts on both T/M spending and on train speeds. Since the standards were
imposed, railway revenues for T/M have increased. In addition, the standards
appear to have has a negative influence on average train speeds, though they
have not effected a reduction in track-related accidents.

17. Key Words 18. Distribution Stotement
-Track Maintenance Expenditures, Track
Safety Standards, Track-related
Accidents, Train Speeds, Class I

Railroads

DOCUMENT IS AVAILABLE TO THE PUBLIC
THROUGH THE NATIONAL TECHNICAL
INFORMATION SERVICE, SPRINGFIELD,
VIRGINIA 22161

20, Security Classif. (of this page) 21. No. of Poges | 22. Price

Unclassified 142

19. Security Clossif. (of this report)

Unclassified

Form DOT F 1700.7 (6-72)

Reproduction of completed page outhorized







PREFACE

This study was performed under the auspices of the Pennsylvania Trans- -
portation Institute (PTI) at Pennsylvania State University and under
Contract DOT-TSC-1675. The project's-technical monitor was Mark Hollyer of
the Transportation Systems Center (TSC). John E. Tyworth was the project
supervisor and co-principal investigator.

Other individuals also contributed to this research. Albert J.
Reinschmidt, co-principal investigator, was primarily responsible for guidance
on technical railway engineering issues and data collection efforts; he also
participated in the interviews of senior railroad officials. Ronald S. Koot
was a key contributor to the development of the analytical framework and was
primarily responsible for the computer programs used in the statistical analy-
ses. John C. Spychalski participated in the survey of senior railroad
officials and provided guidance and expertise throughout the course of the
study. Likewise, Srikanth Rao contributed technical expertise; he also per-
formed a major role in the identification and direction of additional research.

Project members spent considerable time with many senior executives at
seven Class I railroads. Special thanks are due to these officials for their
time, consideration, and valuable insights. In addition, the project team
wishes to acknowledge TSC staff members, Mark Hollyer and Robert Smith, for
providing valuable assistance with respect to the objectives and strategy of
this research. Finally, special appreciation is due to the PTI staff,
especially Linda Nigh, Vicki Spadaccio, Del Sweeney, Jean Smith, and Eileen
Deinl.



Jo ol 02 0z- M" -
Dﬂ— 1 o.n 1t s i n..v_ 1 1 1 m ] 1 11
L T T Ll L] L L L L L L] LB T 1 L
ooz 21 ]] ozl M os (114 —. 0 oy-
R (3 13 2 o
ED
ssmusodwey {z¢e ppe wnyesedwe)
3, Noyuenje] uog) 9/8 *ME)9) 2,
(vauxe) JUNLVHISNIL

n! spued 21qnd [ asmiew 21qnd n“..

¥ 198 Jrqn3 o€ 3900 SN g
(L4 suojjed 4 L] i
» auend 208 s ]
] sund [ %4 st ]
o4 983un0 piny) €00 s w

INNTOA
w0y poys '8 7 {6 ooot) seuwwoy ’
L] spunod T swesbofry 1]
20 293un0 9%€0°0 suwn [ ]
Tiliem] SSYN
sade (¥4 (g 000°0L) s8I0y "y
"= 901w osenbe o )0 0um| 1} Ssembe u_.i
ul spsuid esenbs T 1010w esenby N
& 04Uy aenbs n'o S1010un U8 BNdY 2
vauy
w s 0 ss08umyiy any
ph spi (M8 s w
1] we (34 simew w
w sapur »o [ U e w
u oo »0°0 s200un| |1 uay
NI9NDY

|oquAg poig o} Ay Aidninmg mouy 894 oM joquig

SeINSEsyy IO Wes) susisieaus) sjewmineiddy

SHOL2V4

inchas

1

*geZ:01'C1D "ON Boimed QS *§7°2s 2311 ‘samswe puw siubien jo svn

“9BZ ‘IGhd IS SEN 98S ‘S2(qRI PANIQNN) BIOWU PUE SUOISIDAUCD 1IBXD JAUIO 0y “(A1DERI} PG’ = W .

ST j2t Jll o1 ¢

14

IIIIlIIlI IIIIIlIll III||IIII |l|||l|l| lIll|IIIll IIII|IIII IIIIIIIII Illllllll Illllllll ||II'IIII IIII‘IIII

18 JoB |61 |#T (&1 91 |81

'|'['l'|'l'|'l' 'I'I'I'I'I'l'l' 'I°|‘I'|'|'|'I' L 'I'|'I'|'|'|'I' 'l'|'|'|'l'|'|' 'I'|'|'l'l'|'|' 'I'I'I'l'l'l'l' '|'|'I'i'|'|'|'

IIIIlIHI I,IIlIllII IIII’IIII IIIIlIIll IIII‘IIII IIIIIIIII Illllllll IIII|III| Illllllll |Il||llll II||lI|II |||I|l||

NOISYIANOGD JIULIW

“E'.E%'E 2 ol

§5¢eS§

foqmig

{ze
omwiodwey ] q d
snis|e) wye) 6/9 noyuesysy
{13ex0) JYNLVHIIWIL
siot0w 21qnd 9o spiwA 21gnd
si010u J1qn3 €00 198) 21gnd
s e suo||eB
960 suenb
oo ayund
| 74 ] adna
[73 292un0 pingy
91 svoodsejqn)
I [ suoodseey
JNNT0A
{q1 000Z)
Souuoy 60 Suoy JI0ys
sweboyiy 90 spunod
sued (1] 03un0
(1yBiom) sSYNY
seimoey o 008
sie)eum|1y 8senbe [ )¢ 4 sojiut uunbe
ssoow oxnbs 0 spmi wenbe
si1s10w aienbs €0'0 e srenbe
S110wW1IUeD ssenbs T 0] exnbs
VIHY
sssowo] 1y ”L ooy
sisow 60 spieh
2s010WNUeD ot (117
Lmeunued 92, seydwm
H1INTT
puj3 op Ay Adnyegy mowy mej wogm

SOINSESHY IO O) SUOISIBAUDY) djsuitxorddy

=% E

(oquiig’

iv



TABLE OF CONTENTS

Section Page
1. INTRODUCTION . . . & v v o et e v o e v v e e e e e . o s % s 1
Purpose and SCOPE . « + v v 4 v v 4t b b e e e e e e e e e e 1
Research Plan . . . u v o o st mion & o % % @i & & & g 3
Organization of the Report . . . . . . . « . . . « . « « . .. 6
2. DECISION FRAMEWORK . . & & & v v v e e e e e e e e e e e e e e 8
Decision-Making Process . . . + « ¢ &« v v v v v 4 e e e 0w a 9
Case Study 51w % # 3 5§ 8« F @ @@ s s 3 5§ @ G55 & £ 5 & 19
3. METHODOLOGY . « & & v i v i e et e e e e e e e e e e e e e e 47
Factors Affecting Maintenance of Way . . . . . . . . . . . .. 47
Data Collection . . . . & ¢ & & & i i e e e e e e e e e e e e : 60
Analytical Techniques . . . . . . & . & v v v v 4 v v v v v 63
Tests of Hypotheses . . . . . . & & & v v v v v 4 v v v v v .. 65
4. STATISTICAL ANALYSES . « + .« & « e « i o & & % 10 % o ol oo o 5 6§ 66
Overview of Statistical Study and Key Findings . . . . . . . . 66
Analysis of Track Mairtenance . . . . . . . . . . . . . . ... 71
Accidents and Train Speed . . . . . « & .« . i L e e e e 88
5. SUMMARY . . . wie s o 5 8 ¥ 6 RS @GR E b 8 & & 8 § &% 56 & 4 92
Limitations of the Data . . . . . . . . . . . . . . . .. ... 92
Use of the Model . . . . . & & & ¢ ¢ o v v v v v v e v e u 96
Findings . & & ¢ v v v i e e e e e e e e e e e e e e e e e 97
Additional Research . . . . . . . . « « . . . . v v v e w v . 98
REFERENCES . . . . & & o i i e e e e e e e e e e e e e e e e e e e 100
APPENDIX A - DATA BASE DOCUMENTATION , , ., . . . . .. A Lk 105
APPENDIX B - REPORT OF NEW TECHNOLOGY . v v & & & v v o o « . . v e e 113



Figure

10

LIST OF FIGURES

Focus of Study . . . « ¢« v v ¢ ¢« v v o« b e e e e e e e e
Project Tasks « « ¢« & v ¢ ¢ ¢ ¢ v o 4 o o « s o 4 o o o o o

Maintenance-of-Way Decision Framework . . . . . . . . . . .

Main Line (N) Speed Deterioration Curves for Leve1syof

Investment (L) . . v & v v v o v v e e e e e e e e e e e

Main Line (S) Speed Deterioration Curves for Levels of

Investment (L) . . & & & ¢« v i i e e e e e e e e e e e e e

Branch Line (N) Speed Deterioration Curves for Levels of

Investment (L) . & v v ¢ v v o ot v b e e e e e e e e e e

Branch Line (S) Speed Deterioration Curves for Levels of

Investment (L) - « « v ¢ ¢« v v 0 v v et e e e e e e e e
Factors Affecting Maintenance of Way . . . . . . . . . . . .

Structural Model of Track Maintenance (T/M) . . . . . . ..

Relationships Among Maintenance, Track Conditions,

and Safety . ¢ ¢ ¢« ¢ i d h e e e d e e e e e e e e GoE e

vi

33

33

34

34
49
50

99



Table

O 00

10
11
12
13
14

15

16

17

18

19

20

LIST OF TABLES

Line Segments . . . . . . . o v v i e e 0 e . .
Annual Track Maintenance Programs . . . . . . .
Track Condition Model Factors and Value Ranges .

Increased Annual Ordinary T/M Expenses from Track
Deterdioration . . . « « « . . ¢ ¢ v e 4 e . .

Overtime and Re-Crew Savings per Minute . . . .
Main Line (N) T/M Program Summary . . . . . . .
Main Line (S) T/M Program Summary . . . . . . .
Branch (N) T/M Program Summary . . . . . « . .
Branch (S) T/M Program Summary . . . . . . . .
Financial Analysis Summary . . . . . . « « . . .
Model Variables and Working Definitions . . . .
Characteristics of Class I Railroads . . . . . .

Class I Railroads and Assimilated Companies . .

-------

. . . .

-------

.......

-------

-------

Random Coefficients Regression'for A11 Railroads -- Track

Maintenance Expenditure Models 1962-1977 . . . .

Random Coefficients Regression for A1l Railroads -- Track

Maintenance Expenditure Models 1967-1977 . . . .

-------

Random Coefficients Regression for Track Maintenance

Expenditure Models Estimated by Speed Groups . .

Random Coefficients Regression for Track Maintenance

Expenditure Models Estimated by Size Groups

Random Coefficients Regression for Track Maintenance -

Expenditure Models Estimated by ROI Groups . . .

Random Coefficients Regression for Track Maintenance

Expenditure Models Estimated by Density Groups . .

Random Coefficients Regression for Track Maintenance

Expenditure Models Estimated by Region Groupings

vii

31
35
38
39
40
41
43
51
55
61

73

74

77

80

82

86



Table
21

22

LIST OF TABLES (Continued)

Random Coefficients Regression for Track Maintenance
Expenditure Models Estimated by Passenger Service
GroUPS « = v o & « o & s e 5 s o s o s o o s o o o o o & 35 o @

Aggregate Random Coefficients Regression Results for

Determining Total Number of Accidents (ACC) and Speed,
A1l Railroads, 1962-1977 . . . . ¢ ¢ v ¢ v ¢ v o ¢ o o v + = &«

Covidi



SYMBOLS AND ABBREVIATIONS

FRA Federal Railroad Administration
T/M Track Maintenance

TOFC Trailer-on-Flat Car

IRR Internal Rate of Return

RCR random coefficients regression
TMEXP track maintenance expenditures per track mile
TMRATIO track maintenance ratio model
REV revenue per track mile

ASPEED change in average annual system train speed
DUMMY | Dummy Variable

(ACC)t_] Accidents lagged one period

ROI Return on Investment

Weight average system carload weight
PIR price index ratio

CWRAIL continuous welded rail

MGTs million gross tons

TCM track condition model

HEF track condition factor

OT&R Overtime and Recrew Costs

NPV Net Present Value

HEE Interstate Commerce Commission

ix



EXECUTIVE SUMMARY

A. OVERVIEW OF TRACK MAINTENANCE PROJECT

The subject of deferred maintenance in railroad plants and equipment,
and the consequences thereof, has received considerable national attention
since the late 1960s. An issue of particular concern within this general
subject area has been the frequency and impact of freight train accidents
caused by deficient track conditions or inappropriate train speeds. Public
reaction to this issue led Congress to direct the Federal Railroad Administra-
tion (FRA), in 1971, to establish track safety standards setting forth
minimum safety requirements for specific track conditions. The promulgation
of such regulations together with the passage of time since their enactment
raises two interrelated questions: (1) Have the track safety standards
contributed to the reduction of track-related accidents? and (2) Have the
track safety standards encouraged the allocation of higher levels of resources
for track maintenance with the purpose of reducing or eliminating deferred
maintenance?

The purpose of this study was to investigate and, as far as possible,
quantify the decision-making process for railroad track maintenance (T/M)
expenditures in order to: (1) describe how federal track safety standards
have influenced this process and (2) explore the possibility of predicting
the impact of changes in safety regulations on T/M spending for all U.S.
Class I railroads or selected groups of railroads. A related objective
was to use publicly available data to build models of track-related accidents
and train speeds.

FINDINGS

In spite of the limitations imposed by the use of publicly available
data, this research has produced several interesting insights into the effects
of the federal track safety standards. The standards were intended to reduce
track-related accidents by imposing speed restrictions in accordance with
track conditions. If the reduced speeds were imposed on high density Tines,
the increased operating costs associated with decreased car and Tocomotive



utilization would provide the economic justification to increase maintenance
expenditures. If, on the other hand, the increased operating costs were

not sufficient to stimulate increased maintenance activity, the lower train
speeds would enhance safety.

Track Maintenance Expenditures

The results do indicate that the imposition of the standards has had
the predicted impacts on both track maintenance spending and on train speeds.
In the years since the standards were imposed, there has been a statistically
significant increase in the proportion of railway revenues which has been
devoted to track maintenance. As might be expected, those railroads which
operate trains at higher speeds appear to be more sensitive to the introduction
of the safety standards than those which operate with lower system speeds.
In contrast, the group of carriers which have very low system speeds were
not affected by the standards, possibly because the speeds at which they
operate were already lower than those which might be imposed by the federal
standards. Profitable railroads were also found to be more sensitive to
the standards, perhaps because they possess the resources to undertake
rehabilitation efforts.

Train Speeds

Average train speeds have also been influenced by the imposition of
the standards. The models indicate that the standards have had a statis-
tically significant negative influence on average train speeds. However,
this result must be considered in 1ight of other influences, such as fuel
conservation efforts, which may also have had negative influences on
operating speeds.

Accidents

The major area in which the standards have not had the intended effect
is in the reduction of the number of track-related accidents. In spite
of the imposition of the standards, the accident rate has not decreased;
rather, it has increased. It is possible, of course, that the imposition
of the standards prevented a much larger increase in the accident rate,
but it is not possible to investigate this hypothesis.

X1



The industry, however, is sensitive to accident rates in the maintenance
budgeting process. Carriers which are profitable at higher average speeds,
or which have numerous high density lines, are more sensitive to the accident
rate than are slow, unprofitable, or low density carriers.

STRUCTURE OF THE RESEARCH

In order to relate the objectives of this research to the general problem
of reducing track-related accidents through safety standards, and in order
to define the scope of this study, it is useful to conceptualize the inter-
actions which are involved (see Figure ES-1). The operating speed limits and
T/M expenditures have an effect on track-related accidents, income, market
share, equipment utilization, etc., which in turn provide feedback to the
decision-making processes, both directly and indirectly, through public
track safety regulations.

The area of this study is encircled in Figure ES-1 and is limited to under-
standing the decision-making processes related to the selection of speed
Timits, the setting of track maintenance expenditure levels, and the direct
and indirect feedback effects on these processes. The scope of the study
was limited to the Class I railroads that operated in 1978 and the 16
year period from 1962 to 1977.

Finally, it is important to note that, in this study, the term "track
maintenance" (or, simply, "maintenance") has a different meaning than the
industry's standard notion of "maintenance of way"; track maintenance expen-
ditures include expense and capital items primarily related to track and
exclude expenditures for some structures.

Research Plan

The approach used to accomplish the objectives of this research included
a literature search, field interviews with Federal Track Safety Inspectors
and railroad officials, formulation and testing of hypotheses through conceptual
models and case analysis, and multivariate analysis of time series data in cross
sections. The specific tasks and the products from each are shown in Figure ES-2.

xii
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Task 1

Task 2

Task 3

Task 4

Task 5

Task Description

\

Expected Product

Interviews Hypotheses of
T/M Spending

Hypothetical Case
Study of Decision Role of Track
Process Safety Regulations

. Speed Limits
. T/M Spending

\

. ;ggeEXPe”dit“re Machine-Readable
Data
. Develop Data Base

[

Analyze Data Base

. Historical Trends
. Impacts of Regu-
Tations

. T/M Spending =

. Accident Rates
. Train Speeds

\

Explore possibility
of predicting effect
of changes in safety
regulations on T/M
spending

Figure ES-2. Project Tasks

Xiv

. Statistical
Analysis

Discussion of
model uses
and limitations




Task 1--Interviews

The purpose of Task 1 was to explore the decision-making process for
T/M expenditures, identify potential explanatory variables, and develop
hypotheses to be tested. Task 1 was divided into two phases. The first
phase, a Titerature search, was conducted to identify information available
on railroad managerial processes, especially in relation to T/M expenditures,
and to discover how these processes have varied over time.

In the second phase, a total of eight interviews were conducted, seven
with senior officials of Class I railroads and one with a Federal Track
Safety Inspector. The railroads which were chosen for interviews were
selected by the project team with the advice and consent of the Technical
Monitor.

The railroads that were selected for interviews were chosen on the
basis of (1) size, (2) financial condition, (3) overall composition of lines
(e.g., main vs. branch), (4) traffic characteristics, (5) maintenance
philosophy or policy, and (6) method of organization (to the extent such
characteristics were clearly discernible).

The main objective of these interviews was to characterize the railroad
decision-making process for setting T/M expenditure levels and the role
of federal track safety regulations in this process.

Important considerations in the selection of railroads include: (1) size,
(2) financial condition, (3) overall composition of Tlines (e.g., main vs.
branch lines--to the extent that overall composition is clearly distinguishable)
and track miles, (4) basic traffic characteristics (e.g., coal in unit trains
vs. [TOFC], (5) maintenance philosophy or policy and extent of mechanization,
and (6) method of organization (to the extent such characteristics are clearly
discernible). Many of these characteristics overlapped, so that even with
a small sample, it was possible to obtain a fairly good cross section.

Task 2--Hypothetical Case Study

In Task 2, the research team formulated and parametrically solved a
series of hypothetical railroad decision problems. These problems simulated
railroad decision-making with regard to the selection of speed limits and

XV



associated levels of scheduled track maintenance expenditures on individual
lines of road. Research questions of interest were: (1) How do railroad
managers make decisions on operating speed 1imits on individual Tines? and
(2) How do they decide on the level of T/M spending which should be under-
taken for given speed limits? In addressing these questions, a key parameter
was the federal role (in the form of track safety regulations).

Task 3--Compilation of Data

In Task 3, hypotheses of T/M expenditure behavior and a 1ist of explana-
tory variables were developed. In order to test these hypotheses, a data
base was prepared consisting of historical T/M expenditures and physical
quantities of rails and ties, as well as the explanatory variables.

Task 4--Analysis

This task required a statistical study, using the data developed in
Task 3, of the level of track maintenance performed by the U.S. Class I
railroads. Several explanatory variables were included: a measure of the
railroad's need to perform maintenance, as determined by its level of traffic;
amount of track; train speeds; the railroad's ability to perform maintenance,
as measured by its financial condition; and the potential benefits of
increased T/M investment, as measured by train speeds, accident levels,
and costs.

Special attention was given to the period covering the imposition of
the FRA track safety standards to determine what effect, if any, the standards
have had on track maintenance. If, during this period, maintenance expendi-
tures rose and train speeds and accident rates decreased (noting the time
lag between maintenance expenditures and decreased accident rates), it could
be assumed that the track standards achieved their objective. If, on the
other hand, maintenance expenditures decreased and accidents and/or train
speeds increased, it could be assumed that the standards failed to achieve
the intended effect.

Task 5--Impacts of Changes in Safety Regulations

In Task 5, the research team explored the question of how the results
of the preceding tasks might be used to predict the impacts which hypothetical

Xvi



changes in federal track safety regulations could have on T/M expenditures
by Class I railroads.

THE NEXT STEP

While these findings have illuminated some of the effects of the FRA
safety standards, they do not say anything about how the standards might
be altered or improved to increase their effectiveness. This cannot be
accomplished without an objective measure of track condition which has been
statistically related either to the occurrence of track-related accidents
or to the level of maintenance expenditures. Figure ES-3 illustrates the re-
lationship between maintenance activities, track condition, accident rates,
and safety standards. The research detailed in this report investigated the
relationships labeled "A" and "B".

The next logical phase of research is noted as "C" and "D" in Figure ES-3.
The collection of specific, disaggregate track condition data on specific
railroad 1ine segments, as well as the corresponding accident data, will
permit a statistical analysis of the relationship between the two data sets.
Alternative means of representing track condition should be explored,
jncluding the possible formulation of a weighted Track Quality and Use Index.
The development of such an index would provide a meaningful basis on which
to predict accident probability. Moreover, the index can provide the means
to assess what maintenance expenditures would provide the greatest reductions
in accident probability.

Xvii



Track Maintenance Programs

FRA
Safety
Standards
. Monetary and Physical / B
Measures ™~
E A
; . Track-related
(Objective Measures of) C Aecidents

v

Track Condition

Note: A-B = research performed using aggregate data

C-E = proposed research using disaggregate, line-specific data

Figure ES-3. Relationships Between Maintenance, Track Condition, and Safety
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B. METHODOLOGY

Besides a survey of the literature, two methods were used to explore the
decision framework for T/M spending. Initially, project members interviewed
FRA and senior railroad officials. After all interviews were completed,

a comprehensive hypothetical case study was used to explore key relationships
suggested in the literature and in the discussions with railroad managers
and FRA safety officials.

Interviews

The basic purpose of the interviews was to investigate the role of
the Federal Railroad Administration's track safety standards and the cost
of track-related accidents in the overall decision-making process for railroad
maintenance-of-way spending. Important research questions included:

1. What is the influence of FRA track standards on operating
speed 1imits, and the influence of speed 1limits on the
provision of maintenance funds?

2. Do FRA track standards cause railroads to increase
maintenance-of-way expenditures for the improvement
of deteriorated track conditions?

3. Have the track standards improved the safety experience
of railroads?

To address these research questions, in-depth personal interviews were
conducted with 40 senior officials of 7 Class I railroads. The selection
of sample railroads was designed to encompass a full range of differences in
climate, terrain, size, financial conditions, network characteristics, and
traffic mix. Many carriers had overlapping characteristics, so that even
with a small sample it was possible to obtain a fairly representative cross
section.

Xx1x



Project Identification

Inspections, standard maintenance programs, and safety all play important
roTes in project. identification. Section men, assistant track supervisors,
roadmasters, and senior officers (sometimes including the company president)
perform on-site inspections. Visual inspections concentrate on roadbed,
ballast, rail sections, and ties. Section men usually perform detailed
monthly inspections, while senior staff members inspect at least the principal
line segments as often as three to four times per year. In addition, rail
test car inspections are made two to three times per year over main lines
and once per year over branch lines; some railroads also make track geometry
car inspections.

Safety

Accident experience, hazardous materials routes, and FRA track safety
standards are part of the project identification process. While accident
experience is considered to be extremely important, no explicit "trigger
levels" (in terms of cost per accident or number of accidents) guide project
jdentification. Instead, management relies on a case-by-case approach and
subjective judgment.

The general pattern of decision making also requires the identification
of key hazardous materials routes. These routes usually receive greater
attention in the work plan, particularly when the routes include Tower density
branch Tines.

The imposition of FRA track safety standards has, in general, increased
the number of visual inspections performed each year. The influence of
track standards on cycle maintenance planning, however, varies inversely
with the carrier's financial strength. For weak roads, it is often FRA
standards that prescribe levels of required maintenance. For strong roads,
track standards often do not significantly affect the work plan.

Project Evaluation

In general, decision making in the evaluation phase occurs on a
system-wide basis within the framework of strategic objectives and Tong-range
planning. Project evaluation, however, is highly centralized. While division-
level decisions in both the identification and evaluation phases concentrate
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on replacement-in-kind projects, major capital programs and planning are

part of the top-level review process. Most firms are pursuing more sophis-
ticated and accurate methods for identifying and evaluating work requirements
and capital programs. To a significant degree, however, the level of sophis-
tication, as well as the Tength of the planning hor1zon, depends on the

financial resources of the carrier.

Operations/Service Objectives

Consistent, on-time performance over strategic routes was cited by
the railroads as the primary service objective. Train speeds depend primarily
on the carrier's service strategy, which, in turn, is a function of the
geographic, traffic, and financial profile of the carrier. For most of
the carriers, operating speeds set in accordance with service priorities
ranged from 35 to 50 mph on main lines and from 20 to 30 mph on branch Tines.
Where network and geographical conditions permitted, carriers that faced
stiff competition for time-sensitive traffic operated trains at speeds of
60 mph or more.

For several carriers, the provision of specialized types of equipment
for key market segments was also an important service goal. Although senior
officials were aware that heavier cars would require considerably more track
maintenance, a formal analysis of the relationship between increased mainte-
nance costs and increased car size or weight was not undertaken.

Maintenance-of-Way Objectives

The objectives of the maintenance function are keyed to the achievement
of strategic service goals and priorities. Generally, the goal was to provide
an infrastructure capable of supporting the firm's service objectives. For
carrier management teams which explicitly assumed a viable, profitable opera-
tion in the Tong run, i.e., over the next 30 years or more, preserving the
structural integrity of the system was a top priority. Policies and programs
were designed, therefore, to prevent substantial borrowing against the future.
A Tong-term goal for most of the carriers, of course, was to abandon some
line segments.

The basic short-term objective for the more prosperous railroads was
to stay even, i.e., to maintain and preserve existing levels of plant integrity
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where the level of traffic or earnings justified normalized maintenance.

More precisely, the typical policy was to recoup maintenance deferred during
Tean years on important lines (those experiencing ten million gross tons

per year) and/or upgrade segments when estimated future earnings warranted

new investment and funds were available. Low density or marginally profitable
line segments, on the other hand, received only "adequate" maintenance--
maintenance that met minimum safety standards.

For carriers that were confronted, after years of deferred maintenance,
with deteriorated track and structures, the overall short-term goal was
to restore main line track and yard to meet short-term objectives without
compromising, if possible, short-term profitability. Although it was hard
to make a mistake in project selection, priority was given to strategic
routes with subsequent "cascading" of rail, replacing of defective rail,
upgrading of crews (using fewer men with better equipment), and providing
only minimum maintenance necessary to correct FRA inspection violations
(thereby concentrating on the "really weak areas"). The immediate concerns
were to maintain strategic routes above the minimum Tevels required by FRA
standards for desired speeds, keep important traffic moving, and provide
consistent deliveries. Slow orders on important Tine segments had to be
removed in order to permit main line speeds in excess of 30 mph. The basic
strategy was to establish financial viability, seek rate increases, expand
maintenance programs, rebuild the system, and provide safe and dependable
service.

Safety

Safety considerations had varying levels of influence on project evalua-
tion and maintenance decisions. Although safety had Tlittle overall impact
on the size of the total maintenance-of-way budget, accident experience
and, sometimes, track safety standards significantly influenced the allocation
of maintenance funds. While senior officials knew that derailments created
"enormous" losses and that operating safety was an important objective,
it was well known that causes of the derailments were difficult to assess.
The prevailing viewpoint was that not much was known about the effects on
track-related accidents of large cars and unit trains moving over well-
maintained track at relatively high speeds (but consistent with maintenance
conditions). It was argued, for example, that half of all accidents reported
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as track-related were not really caused by track problems. Unexplained
accidents had occurred on strategic line segments with the highest maintenance
standards. That accident experience led some carriers to reduce train speeds
while still maintaining track at levels required for higher speed operations.
The reduction in high train speeds on main lines, in turn, led to a dramatic
reduction in unexplained accidents and has become an important part.of the
rationale for establishing consistent, rather than fast, delivery times

as a strategic service objective.

For financially strong carriers, track safety standards had little
effect on the amount or allocation of funds. Their view was that FRA standards
prescribed minimal maintenance conditions. On high-density lines, company
standards substantially exceeded FRA requirements, i.e., maintenance practices
at least met the standards for the next higher class of track. On low density
but important branch lines, the same practice was followed. When traffic
or earnings did not support this maintenance policy, minimum safety requirements
were essentially the only consideration; maintenance activity was placed in a
holding pattern, and temporary siow orders were accepted. Eventually, the Tine
segment was downgraded to the next lower class of track, and permanent slow
orders were accepted. Minimum FRA standards then became the normal maintenance
requirements.

On the other hand, FRA track safety standards often prescribed the
maintenance-of-way requirements for financially weak carriers. In order to
attain strategic service objectives, these firms had to eliminate slow orders
or upgrade track to meet minimum standards for the class of track that
permitted desired operating speeds over strategic routes. In this situation,
the rail defect car test results generated considerable pressure to relay
rail.

Finally, FRA regulations caused the carriers to devote additional (albeit
minor) resources to administrative tasks (e.g., training) and, in some cases,
to more frequent visual inspections. The prevailing view, however, was that
additional inspections add Tittle if anything to safety and are made only to
comply with regulations. Senior executives of prosperous carriers, in
particular, felt that track safety standards worked to dilute the effective-
ness of ongoing programs. Managers pointed out, for example, that FRA

regulations treat many defects identified by an inspection car as equally
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in need of corrective action. Although some defects are obviously worse
than others, each must be repaired jmmediate]y. Often 10 mph slow orders
are applied to defective rail that is not replaced, even if the repair adds
nothing to safety. Such actions have caused resources to be diverted to
repair track segments that were already scheduled for maintenance, thereby
disrupting planned maintenance cycles and reducing the efficiency of mechanized
maintenance gangs. Thus, a disincentive for inspecting more track than the
law requires is created: the firm cannot afford to find minor defects that
have little to do with actual safety but must be repaired immediately. Test
car inspection instruments, moreover, are viewed as imprecise. Managers see
safety more as a function of age (of rail), traffic density, equipment (axle
loads, type and length of car, or load capacity), and speed rather than of
technical specifications set forth in FRA track standards, e.g., the number
of defective ties per line segment. Thus the prevailing viewpoint is that
track standards mean fewer maintenance options and a less effective mainte-
nance program.

Key Findings

« The Tlevel of maintenance expenditures is a function of several
factors, the most important of which is the available operating
revenue.

« Maintenance expenditures are frequently viewed from the perspective
of the percentage of operating revenues devoted to maintenance.

- The percentage of operating revenues devoted to track maintenance
is normally determined by the profit targets of the carrier.

« During periods of declining traffic and revenue, the track mainte-
nance budget is often dealt a double blow since (1) the available
revenues are reduced and (2) the percentage of revenues devoted to
track maintenance is often reduced.

« Identification of maintenance projects is usually initiated in the field.
At each successive level of review the scope of the work plan is reduced
to conform with the budget limitations.

« Safety and accident experience are major considerations in both the

project identification and project evaluation phases. Hazardous
material routes frequently receive special considerations.
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« The effect of the FRA safety standards on large railroads is minimal.
The most severe problems stem from the disruption of planned mainte-
nance activities to correct problem areas identified by inspectors,
even if the area is scheduled for work at a later date. Additionally,
the standards exerted pressure to 1imit rail inspections to the
number of defects that can be replaced quickly.

. On financially weak carriers, the standards often served as goals
that carriers attempt to meet in order to satisfy service objectives.
The elimination of slow orders imposed by the standards is often a
primary objective of the maintenance program.

Hypothetical Case Study

The hypothetical case study provided an effective vehicle for identifying
and discussing the complex set of interactions among key factors. The purpose
was to develop and refine further the conceptual foundation necessary for the
construction of hypotheses about T/M decision-making behavior. The focus,
in particular, was on the relationships between safety (track standards,
accidents, and hypothetical policy options), train speeds (including the
economic incentives that influence train speed), and levels of T/M spending.

Alternative track maintenance programs were evaluated for hypothetical
main and branch line segments of a medium-sized and financially weak Class I
railroad. Other than abandonment, the program levels of investment considered
were minimum short-term, minimum long-term, and rehabilitation long-term. The
short-term minimum level effort means the level of spending required only to
meet present FRA track class requirements for the short-term. Accelerated
track deterioration and increased risk and incidence of accidents will result.
Eventually, temporary speed restrictions will become permanent when the track
is downgraded to the next lower track class.

The minimum level long-term program will permit main line segments to
stay in the same (Class 3) track status, and permit 30 mph train speeds on
designated sections of the N branch line. This program, however, does not
provide the spending necessary for normalized requirements. Consumption of
the infrastructure will occur at a greater rate than maintenance replacements.

The long-term rehabilitation program will restore the track to normalized
conditions at the end of 5 years. The substantial investment in property
will assure train operations at Class 3 speeds (< 40 mph) on main lines and
25 to 30 mph on both branch Tines.

XXV



Besides initial project costs, increased track maintenance expenditures
that result from increased track deterioration for different program levels of
investment were included in the analysis. Benefits included savings in ordinary
track mairtenance and savings in train operations. Savings in train operations,
in turn, were estimated for equipment, labor, fuel, and accident avoidance.

Several fundamental relationships emerged from the cost-benefit analyses.
The following results, however, should not be viewed as generalized principles,
but rather as illustrations of relationships and issues confronting the decision-
maker.

. Speed-related benefits (labor and equipment savings) have the greatest
jmpact on the IRR results for high density Tine segments. For example,
for main lines, speed-related savings comprise from about one-half to
two-thirds of the total dollar benefits, while corresponding savings
for branch lines represent Jess than one-tenth of the total; the reason
is that equipment and labor savings are a function of the reduction in
time and the volume of traffic.

. Conversely, on low density lines, T/M or accident cost avoidance has
the greatest influence on internal rates of return.

. Track safety regulations, at least to some extent, affect the decision
process. If, as suggested in this case study, speed-related savings for
high density line segments range from 50 to 67 percent of total savings
and, as already noted, speed (length and consistency of transit time)
is a key determinant of service and, ultimately, of freight revenues,
then speed restrictions should provide a very effective incentive
for rajlroads to meet corresponding track safety standards.

. On low density lines, however, the case analysis indicated that speed-
related savings and service were not key factors in the investment
decision. Instead, avoidable (accident and track maintenance) costs
were dominant. Safety standards for the lowest track classification,
therefore, will probably serve as a floor. Higher levels of investment
will be made only when (1) the avoidable costs are sufficient to justify
the decision; or (2) the actual or potential revenue generating capacity
of low density line segments (individually or in the aggregate), when
viewed as part of the entire system, justifies the investment.

STATISTICAL ANALYSES

The statistical analyses focused on three areas: track maintenance
spending, track-related accidents, and system train speeds. To a considerable
extent, the accuracy, aggregation, and availability of data from public sources
restricted this task. Given publicly available data, the smallest unit of
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observation is the Class I railroad, while the unit of time is 1 year.
Variable measurements, therefore, represent annual systemwide averages. This
level of aggregation means that the study results provide only a general
profile of track maintenance, accident, or train speed behavior in response
to the multiplicity of overlapping influences on such behavior.

The analytical technique used to develop final statistical models
and test hypotheses was random coefficients regression (RCR). The
nature of the study (time series and cross sectional) made RCR essential
from a statistical, theoretical, and logical point of view.

Track Maintenance Expenditure Models

Although statistical analyses were conducted in three related
areas, the primary objective was to explain track maintenance behavior.
Both financial and physical measures were used to represent track mainte-
nance activity. For expenditure models, the research questions were:

« Which variables best explain how current operating revenues
available to a railroad are allocated to track maintenance?

+ Does a railroad devote a decreasing, constant, or increasing

proportion of its available resources to track maintenance

in response to key variables?
To answer these questions, regression models with track maintenance
expenditures per track mile (TMEXP) and track maintenance expenditures
as a proportion of total annual operating revenues (TMRATIO) were
estimated. Both for a priori reasons and for purposes of regulation and
control, variables representing speed (the change in average system
train speed or A SPEED), accidents (the number of accidents per million
gross ton miles, lagged one year (ACC)t_], and the frequency-severity
accident indexes (SI])t_] and (SIZ)t_1), and the introduction of FRA
safety standards (DUMMY) were entered into models on an obligatory
basis. Because measurements for accident indexes were available only
for an eleven-year (1967-1977) period, models were developed for two
time frames: (1) 1962-1977, where (ACC),_; was used and (2) 1967-1977,
where the indexes (SI])t_] and (SIZ)t_1 were included.
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In addition, analyses of track maintenance expenditure models were
made for two different levels. Initially, industry models were developed
and evaluated. Subsequently, final industry models were tested on six
subgroups.

Key Findings

The results indicate that available operating revenues heavily
influence industry track maintenance expenditures. Yet, operating
revenue per track mile (REV) is highly collinear with other a priori
variables of interest. Thus, the track maintenance ratio model (TMRATIO),
which permits REV to be removed as an explanatory variable but keeps REV
in the model equation and avoids the use of possibly deficient deflator
data, was conceptually superior.

Safety-Related Variables

In TMRATIO models, safety-related variables are statistically
significant predictors. In particular, the years since FRA standards
were instituted are associated with a 1 percent increase in the
proportion of revenues allocated to industry track maintenance expen-
ditures. Also, track maintenance expenditure allocations showed a
significant positive response to unit increases in accident rates. The
1ink between safety standards and track maintenance expenditures, however,
must be viewed with caution. The statistically significant upward shift
in average track maintenance spending after 1972 may be the result of
factors such as major renewal programs which, in turn, may have been the
result of growing revenues or of anticipated growth--in coal or grain
traffic for example--or of strategic goals that require upgrading service
quality.

Furthermore, the analyses of railroad groups indicate that safety-
related variables exhibit differential effects on various groups. Track
maintenance decisions of railroad companies that operate trains at
higher speeds appear to be more sensitive to accident rates and the
introduction of FRA safety standards than similar decisions of companies
that have slower average system train speeds. As one might intuitively
expect, railroads with very Tow operating speeds seem not to be affected
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by FRA standards in their track maintenance allocations perhaps because
the speeds are already so low that the standards do not serve as a
disincentive to low track maintenance allocations, or perhaps because
the carrier lacks the resources to undertake the major upgrading which
would be required.

Large railroads appear to be more sensitive in their maintenance
decisions to accident rates, perhaps because they possess the resources
to undertake major rehabilitation. Profitable railroads appear to be
more sensitive to accident rates and to the establishment of the FRA
standards, while high density lines seem more sensitive to accident
rates than low density lines.

For regional groups, the track maintenance expenditures of southern
railroads appear more responsive than the expenditures of northern
carriers to accident rates. Finally, for the passenger group, all
models show accident variables with statistically significant coefficients
that are larger for the passenger than for the nonpassenger groups. Not
surprisingly, TMEXP and TMRATIO for railroads with passenger operations
are more responsive to (ACC)t_] than carriers without such operations.

Train Speed and Car Weight

Overall, the change in average annual system train speed (A SPEED)
was not a significant factor in the study of track maintenance spending.
In regression equations for all railroads, A SPEED was not a statistically
significant predictor of TMEXP or TMRATIO. In the analyses of subgroups,
only TMEXP was responsive to A SPEED in medium size, Tow ROI, or low
density railroad groups. For these groups, a reduction in average
annual system train speed has a significant positive effect on the
prediction of nominal track maintenance expenditures per track mile.

On the industry level, although average system carload weight
(WEIGHT) has a significant direct effect on nominal track maintenance
expenditures per track mile (TMEXP), it is not a significant predictor
of real resources devoted to track maintenance (TMRATIO). For speed
groups, although significant relationships are found in the Tow speed
group, WEIGHT has a significant influence on the prediction of both
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track maintenance expenditure measures only in the medium speed group.
Unlike speed groups, network-size groups show no significant relation-
ships between WEIGHT and TMRATIO; when TMEXP is the dependent variable,
statistically significant relationships occur only for the medium and

the large network levels. For ROI groups, WEIGHT does have a significant
effect on both track maintenance measures, but only at the Tow ROI

level. The results for density groups are mixed; contrary results for
medium and high groups as opposed to Tow density groups make interpre-
tation difficult. The results are clear, however, for regional operations.
Track maintenance expenditures of the northern group appear more sensitive
to changes in average system carload weight. Finally, for passenger
operation versus nonpassenger operation groupings, no patterns are
apparent with respect to WEIGHT and track maintenance measures.

Tie and Rail Replacement Models

The second approach taken for the analysis of track maintenance
activity was to estimate tie and rail replacement models. Besides the
variables found statistically significant in the industry Tevel study of
track maintenance expenditures, a price index ratio (PIR) and the proportion
of continuous welded rail (CWRAIL) were tested. - Other operating variables
such as DENSITY, SIZE, and LENGTH were not evaluated because they measure
much of the same theoretical influences as WEIGHT.

Other than REV, no variable is significant in any regression equation
for all railroads, and REV is significant only in the TIES model. In
equations for carriers, other variables are significant, but changes in
signs or in significance make interpretation difficult.

Accident and Speed Models

In developing final accident and speed models, variables considered
essential (both a priori-and from the point 6f view of regulation and
control) as well as nonobligatory variables were tested. For accident
models, the obligatory predictors were DUMMY, WEIGHT, and alternatively,
(TMRATIO), 1, (TMEXP), 4, or (REV),_q; others tested were ROI, (TIE); 1>
(RAIL)t_], LENGTH, and DENSITY. Regardless of the combination of
variables, accident models did not give useful results, primarily
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because a meaningful measure of track condition could not be included in
the models tested, and because the level of aggregation tended to blur
the effects of the variables that were included.

Except for the substitution of LENGTH for WEIGHT, the same set of
obligatory variables was specified for models of average system train
speed. Nonobligatory variables, however, included only (TIES)t_1,
(RAIL)
show that a significant reduction in average system train speed occurred
after the introduction of FRA track safety standards. LENGTH, (REV)t-l’
and the nonobligatory variables were not statistically significant. The

£-1° DENSITY, and SIZE. The regression results for all railroads

results for lagged track maintenance measures are unclear and must be
used cautiously. Although there are several possible explanations for
the negative signs of the significant (TMRATIO)t_1 and (TMEXP)t_]
cients, the results were contrary to initial theoretical expectations.
Finally, no other variables proved statistically significant in regression
models for all railroads.

coeffi-
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1. INTRODUCTION

The subject of deferred maintenance in railroad plants and equipment
and the consequences thereof, has received considerable national attention
since the late 1960s. An issue of particular concern within this general
subject area has been the frequency and impact of freight train accidents
caused by deficient track conditions or inappropriate train speeds. Public
reaction to this issue led Congress to qirect the Federal Railroad Adminis-
tration (FRA), in 1971, to establish track safety standards setting forth
minimum safety requirements for specific track conditions. The promulgation
of such regulations together with the passage of time since their enactment
raises two interrelated questions: (1) Have the track safety standards
contributed to the reduction of track-related accidents? and (2) Have the
track safety standards encouraged the allocation of higher levels of resources
for track maintenance (T/M) with the purpose of reducing or eliminating de-
ferred maintenance?

PURPOSE AND SCOPE

The purpose of this study was to investigate and, as far as possible,
quantify the decision-making process for railroad track maintenance (T/M)
expenditures in order to: (1) describe how federal track safety standards
have influenced this process and (2) explore the possibility of predicting
the impact of changes in safety regulations on T/M spending for all U.S.
Class I railroads or selected groups of railroads. A related objective was
to develop a data base and build statistical models of track maintenance
spending that related T/M expenditures, both in dollar and physical terms,
to significant explanatory variables such as traffic levels, train operation
parameters, trackage, accident experience, financial and geographical
characteristics, and track safety regulations.

In order to relate the objectives of this research to the general
problem of reducing track-related accidents through safety standards, and
in order to define the scope of this study, it is useful to conceptualize
the interactions which are involved (see Figure 1). The operating speed
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limits and T/M expenditures have an effect on track-related accidents,
income, market share, equipment utilization, etc., which in turn provide
feedback to the decision-making processes, both directly and indirectly,
through public track safety regulations.

The area of this study is encircled in Figure 1 and is limited to
understanding the decision-making processes related to the selection of
speed Timits, the setting of track maintenance expenditure levels, and the
direct and indirect feedback effects on these processes. The scope of the
study was limited to the Class I railroads that operated in 1978 and the
16-year period from 1962 to 1977.

Finally, it is important to note that, in this study, the term "track
maintenance" (or, simply, "maintenance") has a different meaning than the
industry's standard notion of "maintenance of way"; track maintenance expen-
ditures include expense and capital items primarily related to track and
exclude expenditures for some structures. Specific details are highlighted
in the Appendix.

RESEARCH PLAN

The approach used to accomplish the objectives of this research
inciuded a literature search, field interviews with Federal Track Safety
Inspectors and railroad officials, formulation and testing of nypotheses
through conceptual models and case analysis, and multivariate analysis of
time series data in cross sections. The specific tasks and the products
from each are shown in Figure 2.

Task 1--Interviews

The purpose of Task 1 was to explore the decision-making process for
T/M expenditures, identify potential explanatory variables, and develop
hypotheses to be tested. Task 1 was divided into two phases. The first
phase, a Titerature search, was conducted to identify information avail-
able on railroad managerial processes, especially in relation to T/M
expenditures, and to discover how these processes have varied over time.
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In the second phase, a total of eight interviews were conducted,
seven with senior officials of Class I railroads and one with a Federal
Track Safety Inspector. The railroads which were chosen for interviews
were selected by the project team with the advice and consent of the
Technical Monitor.

Important considerations in the selection of railroads included: (1)
size, (2) financial condition, (3) overall composition of lines (e.g., main
vs. branch lines--to the extent that overall composition is clearly distin-
guishable) and track miles, (4) basic traffic characteristics (e.g., coal
in unit trains vs. TOFC), (5) maintenance philosophy or policy and extent
of mechanization, and (6) method of organization (to the extent such
characteristics are clearly discernible). Many of these characteristics
overlapped, so that even with a small sample, it was possible to obtain a
fairly good cross section.

Task 2--Hypothetical Case Study

In Task 2, the research team formulated and parametrically solved a
series of hypothetical railrcad decision problems. These problems sinulated
railroad decision making with regard to the selection of speed Timits and
associated levels of scheduled track maintenance expenditures on individual
1ines of road. Research questions of interest were: (1) How do railroad
managers make decisions on operating speed Timits on individual Tlines? and
(2) How do they decide on the level of T/M spending which should be under-
taken for given speed Timits? In addressing these questions, a key
parameter was the federal role (in the form of track safety regulations).

Task 3--Compilation of Data

In Task 3, hypotheses of T/M expenditure behavior and a list of explana-
tory variables were developed. In order to test these hypotheses, a data
base was prepared consisting of historical T/M expenditures and physical
quantities of rails and ties, as well as the explanatory variables.



Task 4--Analysis

This task required a statistical study, using the data developed in
Task 3, of the level of track maintenance performed by the U.S. Class I
railroads. Several explanatory variables were included: a measure of the
railroad's need to perform maintenance, as determined by its level of traffic;
amount of track; train speeds; the railroad's ability to perform maintenance,
as measured by its financial condition; and the potential benefits of
increased T/M investment, as measured by train speeds, accident levels, and
costs.

Special attention was given to the period covering the imposition of
the FRA track safety standards to determine what effect, if any, the
standards have had on track maintenance. If, during this period, mainte-
nance expenditures rose and train speeds and accident rates decreased (noting
the time lag between maintenance expenditures and decreased accident rates),
it could be assumed that the track standards achieved their objective. If,
on the other hand, maintenance expenditures decreased and accidents and/or
train speeds increased, it could be assumed that the standards failed to
achieve the intended effect.

Task 5--Impacts of Changes in Safety Regulations
In Task 5, the research team ‘explored the question of how the results
of the preceding tasks might be used to predict the impacts which hypothetical
changes in federal track safety regulations could have on T/M expenditures
by Class I railroads.

ORGANIZATION OF THE REPORT

This report is divided into five sections keyed to the tasks just
described. Section 1 contains an introduction and overview of the report.
Section 2 includes a review of the work accomplished in task 1 (Interviews)
and task 2 (Case Study) and a comprehensive discussion of the decision frame-
work for T/M spending. Section 3 describes the specific structural model,
variable measurements and hypotheses, the data collection and editing
procedures (task 3), and the analytical techniques. Section 4 presents



the results of the work accomplished in the Statistical Analysis task.
Section 5 explores the problem of how the model and supporting data might
be used to predict the impact of changes in FRA track safety standards on
T/M expenditures of Class I railroads (task 5). Finally, the appendix
provides additional information relevant to this report.



2. DECISION FRAMEWORK

Besides a survey of the literature, two methods were used to explore the
decision framework for track maintenance (T/M) spending. Initially, project
members interviewed Federal Rajlroad Administration (FRA) and senior rail-
road officiais. After all interviews were completed, a comprehensive hypo-
“thetical case study was used to explore key relationsinips suggested in the
Titerature and in the discussions with railiroad managers and FRA safety
officials.

The basic purpose of the interviews was to investigate the role of the
FRA track safety standards and the costs of track-related accidents in the
overall decisjon-making process for railroad maintenance-of-way spending.
Important research questions included:

1. What is the influence of FRA track standards on operating

speed 1imits, and the influence of speed Timits on the
provision of maintenance funds?

2. Do FRA track standards cause railroads to increase
maintenance-of-way expenditures for the improvement of
deteriorated track conditions?

3. Have the track standards improved the safety experience
of railroads?

To address these research questions, in-depth personal interviews were
conducted with forty senior officials of seven Class i railroads. The selection
of sample railroads was designed to encompass a full range of differences in
climate, terrain, size, financial conditions, network characteristics, and
traffic mix. Many carriers had overlapping characteristics, so that even with
a small sample it was possible to obtain a fairly representative cross section.

Senior officials interviewed included the president or chief executive
officer, the vice president of operations or the general manager, and the chief
engineer. During some visits, financial officers and subordinate staff members
of the engineering department were interviewed. Individual interviews generally
lasted one hour. The format was flexible--to permit open-ended and candid
discussion; a free response environment was considered essential to elicit
desired information. It was the consensus of the interviewers that virtually
every executive gave frank answers which provided valuable insights into the
decision-making process.



DECISION-MAKING PROCESS

The interviews revealed a clear-cut pattern of decision making for
maintenance-of-way spending. As shown in Figure 3, from an organizational
perspective,the budget process is bi-directional. Top-level management
establishes a ceiling for the annual operating budget after evaluating fore-
casted operating revenues, formulating strategic objectives, and specifying
profit targets. Proposed budgets for maintenance-of-way expenditures are based
on work plans which are developed initially at the division level and reviewed
and refined at successively higher levels. During top-level review, management
must reconcile the maintenance-of-way budget with the other departmental budget
proposals and with the revenue ceiling.

Administrative Channels

The maintenance-of-way budget is developed within the framework of total
operating budgets and strategic plans and programs. The work plan forms the
basis of the budget request. A 1list of projects, developed initially at the
division level, is reviewed and screened as it progresses through channels.
In larger companies, roadmasters or section foremen initiate the work plan
when they submit work requests through division and regional engineers to the
chief engineer. Lower level requests concentrate on replacement-in-kind
decisions, while major requests are normally identified and evaluated as part
of the top-level review process. To a considerable extent, work plan requests
at this level represent a "wish list" that must be carefully screened at each
higher level of review. When the work plan reaches the chief engineer, it
provides the basis for estimating maintenance-of-way expenses and budget
proposals.

The procedural path leading to the final preparation and review of the
budget request varied among the railroads studied. Most carriers use a formal
budget committee to initiate the top-level review. Smaller roads (in terms of
revenues and geographical extent), however, relied less on the formal budget
committee structure and more on successive individual reviews by senior officials.
In one case, a formal planning and costing model was developed which attempted
explicitly to account for basic trade-offs. With this system, management felt
lTittle need for a formal committee review.
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Regardless of differences in the specific procedures for final budget
review, the process requires an evaluation of trade-offs among major organi-
zational units and a reconciliation of the maintenance budget request with
other departmental budget requests, the established revenue ceiling, and the
strategic objectives and plans. Ordinarily, carriers establish Tong-range
plans (5 years or more) for capital programs. Such planning, however, is
a function of financial viability. The planning horizon for a weak carrier is
much shorter because the overriding concern simply is to survive.

In most cases, trade-offs are evaluated in budget committee meetings.
Each officer defends his department's interests on the basis either of a
return on investment or of need. Although several firms employ sophisticated
planning tools, the results are typically determined by strong personalities,
subjective judgments, and a recognition of the need "to come up with a figure
the president can live with," rather than by any systematic modeling/planning
information. Moreover, although trade-offs are formally addressed in committee,
the resolution of conflicting functional objectives (particularly for small
carriers) frequently is accomplished through informal meetings and discussions
among senior executives. The chief executive officer is the final arbiter
when conflicting objectives are not resolved informally or in committee. In
most instances, the president or chief executive officer plays a strong, active
role in the formulation of maintenance-of-way work plans and in the coordination
of functional units in the organization. In one case, however, a coordinator
was appointed to ensure cooperation between operations and engineering because
the inability of the maintenance-of-way department to obtain sufficient track
time from the operating department made it impossible to complete programmed
maintenance.

The president and the board of directors make the final decision on the
annual operating budget as well as on the maintenance-of-way and infrastructure
capital expenditure budgets. The basic approach is that staff planners forecast
traffic, estimate gross ton miles and, in turn, annual operating revenues, and
establish the target profit. ~The size of the total budget is the difference
between the expected total revenues and the annual profit target. The size of
the maintenance-of-way budget is then calibrated to meet profit goals and other
departmental requirements. Initially, the allocation of revenues to each
functional unit is based on standard ratios ranging from 14 to 18 percent for
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maintenance of way and from 12 to 13 percent for mechanical operations. Sub-
sequently, trade-offs are discussed, evaluated, and negotiated in high-level
budget committee meetings as well as through informal channels. Ultimately,
specific projects are selected on the basis of economic factors and subjective
judgment. In addition, periodic reviews of projected revenues are used to
modify planned expenditures. An adopted- budget may be further modified to
reflect actual business levels. Deletion or deferment of scheduled maintenance
projects is common during an unexpected downturn in the economy.

The railroads considered an allocation of 17-18 percent of operating
revenues to be standard for maintenance-of-way and structures expenditures,
while an amount less than 14 percent was generally considered unsatisfactory.
The assumption, of course, is that maintenance-of-way costs vary directly with
the level of traffic. Little attention has been given to the economies that
potentially can be derived from increased maintenance activity in slack periods,
e.g., more track time and better maintenance productivity without service
interruptions, as well as more favorable material prices. Instead, short-term
profitability dominates the management philosophy of most companies. In some
cases, this perspective apparently stems from board members who insisted on
maintenance of earnings per share, even at the expense of maintenance of way.

In addition, maintenance-of-way expenditures suffer from the relatively
fixed nature of planned expenditures in other departments. When traffic is
declining, the operating department may be slow to reduce its expenditures by
reducing the number of trains, switch engine hours, etc., and fhis delay
increases the proportion of available funds spent by the operating department.
Often, the source of these additional funds is the maintenance-of-way budget.
Thus maintenance-of-way activities are reduced as a result of a reduction in
the total budget and an increase in the share of the budget used by other
departments. In "lean" years, the proportion of the budget allocated for
maintenance-of-way expenditures may be reduced to 12-15 percent.

Since the primary objective is to meet the annual profit target established
by the board, usually maintenance will be deferred in order to support the profit
goal. In a recession, therefore, expensive projects are frequently postponed,
for these projects represent the most dramatic changes in the annual budget
and the most significant contributions to the profit target. In lean years,
moreover, the carrier can mask deferred maintenance in order to retain proper
levels of profit.
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Proiact Identification

Inspections, standard maintenance programs, and safety all play important
roles in project identification. Section men, assistant track supervisors,
roadmasters, and senior officers (sometimes including the company president)
perform on-site inspections. Visual inspections concentrate on roadbed, ballast,
rail sections, and ties. Section men usually perform detailed monthly inspec-
tions, while senior staff members inspect at least the principal line segments as
often as three to four times per year. In addition, rail test car inspections
are made two to three times per year over main lines and once per year over
branch Tines; some railroads also make track geometry car inspections.

Important inspection information, therefore, includes the track geometry car
test results, the measurements of rail wear or defects, and the more subjective
judgments of experienced inspectors.

Cycle Maintenance Planning. In the 1950s, large-scale mechanization of
maintenance operations led to the development of cycle maintenance planning

(CMP). CMP attempted to establish normalized conditions or standards for
maintenance of way and, thereby, determine the minimum amount of maintenance
required to prevent track conditions from falling below standard.

Although the comprehensiveness and the sophjstication of cycle maintenance
planning vary considerably among railroads, there is widespread recognition of
the need for more precise and accurate indices, measurements, and methods to
judge whether more is taken out of track than put into it. Both financially
weak railroads and those that are financially strong used outside consultants
to help develop cycle maintenance programs. The quality of in-house maintenance-
of-way analysis is higher for stronger railroads, which understandably tend to
use more sophisticated planning techniques. Some railroads, for example, use
simulation and standard cost models that attempt explicitly to evaluate inter-
actions among track structures, equipment, capacity, and speed. Most weaker
carriers, however, do not have normalized maintenance programs in force. The
property's most urgent arrearages must be overcome before such approaches can
be implemented. )

Safety. Accident experience, hazardous materials routes, and FRA track
safety standards are part of the project identification process. While
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accident experience is considered to be extremely important, no explicit
"trigger levels" (in terms of cost per accident or number of accidents) guide
project identification. Instead, management relies on a case-by-case approach
and subjective judgment.

The general pattern of decision making also requires the identification
of key hazardous materials routes. These routes usually receive greater
attention in the work plan, particularly when the routes include lower density
branch lines.

Finally, the imposition of FRA track safety standards has, in general,
increased the number of visual inspections performed each year. The influence
of track standards on cycle maintenance planning, however, varies inversely
with the carrier's financial strength. For weak roads, it is often FRA standards
that prescribe levels of required maintenance. For strong roads, track
standards often do not significantly affect the work plan.

Project Evaluation

In general, decision making in the evaluation phase occurs on a system-wide
basis within the framework of strategic objectives and long-range planning.
Project evaluation, however, is highly centralized. While division-Tevel
decisions in both the identification and evaluation phases concentrate on
replacement-in-kind projects, major capital programs and planning are part of
the top-level review process. As already indicated, most firms are pursuing
more sophisticated and accurate methods for identifying and evaluating work
requirements and capital programs. To a significant degree, however, the level
of sophistication, as well as the length of the planning horizon, depends on
the financial resources of the carrier.

Operations/Service Objectives. Consistent, on-time performance over
strategic routes was cited by the railroads as the primary service objective.
Although, in a few instances, speed of delivery was ranked with consistency

as a top service priority, on-time performance was generally considered more
important. In addition, many carriers cited the provision of specialized
equipment (car type, size, and availability) as an important service goal.

These transit performance priorities were based on a number of factors:
network characteristics, geographical constraints, and traffic profile. For
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smaller networks, increasing train speeds would not significantly reduce
delivery times between major nodes on strategic routes, j.e., major traffic
lanes. For some carriers, an operating philosophy that called for long,

heavy freight trains running at speeds of 60-65 mph was abandoned because

the time saving from higher speeds was dissipated in yard and terminal
activities, the consumption of fuel and the risk of derailments increased
significantly, and the maintenance cycle was considerably shortened. A
consistent service strategy, moreover, was viewed as better suited to networks
characterized by (1) numerous nodes and relatively short distances between
nodal pairs or (2) numerous and widely dispérsed branch 1ines for gathering
important traffic, because these characteristics Timited the opportunities for,
and thus the savings (e.g., in labor and per diem) from, higher operating speeds.
Likewise, hilly terrain and numerous curves were geographical conditions that
restricted opportunities for high-speed operations. Furthermore, in colder
regions, winter weather may offset maintenance-of-way improvements designed to
improve train speed.

Key aspects of the traffic profile were mix, volume, and competition. For
some railroads, a small number of commodities were hauled over the strategic
routes, but these commodities produced most of the operating revenues. When
these commodities had relatively low dollar and weight densities, consistent
rather than fast delivery better met shippers' needs. The primary objective,
therefore, was to meet customers' delivery needs and to provide prompt return
of empty cars to meet shippers' loading requirements. For other roads, intense
intramodal and intermodal competition combined with a highly diversified traffic
mix led to a service strategy of consistent and fast delivery time. In one
case, senjor executives considered that train speeds in excess of 60 mph were
essential to maintain or to strengthen their competitive position. It was also
believed that faster train speeds meant additional savings in crew and equipment
costs; however, a formal analysis of incremental savings measured against
additional costs (labor, maintenance cycles, fuel efficiency, or accidents)
was not undertaken. The service strategy for financially troubled carriers
was simply to restore consistent and safe service, at least over key traffic
lanes. The implementation of this strategy meant the elimination of slow
orders on strategic routes to provide minimum 30 mph service.

Thus, train speeds depend primarily on the carrier's service strategy,
which, in turn, is a function of the geographic, traffic, and financial
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profile of the carrier. For most of the carriers, operating speeds set in
accordance with service priorities ranged from 35 to 50 mph on main lines and
from 20 to 30 mph on branch Tines. Where network and geographical conditions
permitted, carriers that faced stiff competition for time-sensitive traffic
operated trains at speeds of 60 mph or more.

For several carriers, the provision of specialized types of equipment
for key market segments was also an important service goal. Usually, this
meant supplying shippers with 100-ton hopper cars. Although senior officials
were aware that heavier cars would require considerably more track maintenance,
a formal analysis of the relationship between increased maintenance costs and
increased car size or weight was not undertaken. In at least one case, instead
of increasing the maintenance budget to match the marketing effort (the provision
of 100-ton cars), top executives expected the maintenance function to adjust
by becoming more productive.

Maintenance-of-Way Objectives. The objectives of the maintenance function
are keyed to the achievement of strategic service goals and priorities.
Generally, the goal was to provide an infrastructure capable of supporting
the firm's service objectives. For carrier management teams which explicitly
assumed a viable, profitable operation in the long run, i.e., over the next

30 years or more, preserving the structural integrity of the system was a
top priority. Policies and programs were designed, therefore, to prevent
substantial borrowing against the future. A long-term goal for most of the
carriers, of course, was to abandon some line segments.

The basic short-term objective for the more prosperous railroads was to
stay even, i.e., to maintain and preserve existing levels of plant integrity
where the level of traffic or earnings justified normalized maintenance. More
precisely, the typical policy was to recoup maintenance deferred during lean years
on important lines (those experiencing at least ten million gross tons per year)
and/or upgrade segments when estimated future earnings warranted new investment
and funds were available. Low density or marginally profitable line segments,
on the other hand, received only "adequate" maintenance--maintenance that met
minimum safety standards. It should be noted that, although the use of traffic
density to identify important lines is almost universal, density cutoffs vary
widely from one company to another; a "light density" line for a larger
carrier, therefore, may be the "main Tine" of a small carrier.
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For carriers that were confronted, after years of deferred maintenance,
with deteriorated track and structures, the overall short-term goal was to restore
main line track and yard to meet short-term objectives without compromising,
if possible, short-term profitability. Although it was hard to make a mistake
in project selection, priority was given to strategic routes with subsequent
"cascading”" of rail, replacing of defective rail, upgrading of crews (using
fewer men with better equipment), and providing only minimum maintenance
necessary to correct FRA inspection violations (thereby concentrating on the
"really weak areas"). The immediate concerns were to maintain strategic routes
above the minimum levels required by FRA standards for desired speeds, keep
important traffic moving, and provide consistent deliveries. Slow orders on
important line segments had to be removed in order to permit main line speeds
in excess of 30 mph. The basic strategy was to establish financial viability,
seek rate increases, expand maintenance programs, rebuild the system, and provide
safe and dependable service.

The pattern of priorities for the allocation of maintenance expenditures
is thus relatively straightforward. Not surprisingly, economic criteria,
especially potential earnings, dominate priorities. In most cases, the volume
of traffic is used as an indicator of potential earnings and to identify key
line segments, defined as those on which there is a minimum of one million gross
tons (MGTs) per year; usually, ten MGTs per year indicate a strategic route.
One notable exception occurred when the actual earnings (traffic density and
rate structure) on line segments were evaluated. This process led to a major
renewal program for low-density branch lines that played a major role in
gathering important traffic. A1l firms use discounted cash flow or rate of
return methods to evaluate potential earnings and to allocate funds; minimum
ROI requirements for projects ranged from 18 to 30 percent. But these firms
frequently found it difficult to guantify savings related to conditions such
as running time, equipment costs, crew costs, and shorter maintenance cycles.
Occasionally, projects were completed without ROI analyses, because management
deemed these projects necessary in order to "stay in business."

Safety. Safety considerations had varying levels of influence on project
evaluation and maintenance decisians. Although safety had little overall
impact on the sjze of the total maintenance-of-way budget, accident experience
and, sometimes, track safety standards significantly influenced the allocation
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of maintenance funds. While senior officials knew that derailments created
"enormous” losses and that operating safety was an important objective, it
was well known that causes of the derajlments were difficult to assess.

The prevailing viewpoint was that not much was known about the effects on
track-related accidents of large cars and unit trains moving over well-
maintained track at relatively high speeds. It was argued, for example, that
half of all accidents reported as track related were not really caused by
track probiems. Unexplained accidents had occurred on strategic line segments
with the highest maintenance standards. That accident experience led some
carriers to reduce train speeds while still maintaining track at levels required
for higher speed operations. The reduction in high train speeds on main
Tines, in turn, led to a dramatic reduction in unexplained accidents and has
become an important part of the rationale for establishing consistent, rather
than fast, delivery times as a strategic service objective. Thus, to a large
extent, top-Tevel management has relied upon subjective judgment and a case-
by-case approach when evaluating accidents. No explicit numbers (either rate
of incidence or costs of accidents) were used to guide maintenance-of-way
expenditures; nonetheless, accident experience was an important element in
the budget allocation process. The factors considered included statistical
details, location, costs, and causes by road type and yard. Similarly,
hazardous materials routes were identified and evaluated on a subjective
basis, but these routes received special attention in the project evaluation
phase.

The impact of FRA track safety standards on maintenance-of-way spending
is largely a function of the carrier's financial condition. For financially
strong carriers, track safety standards had 1ittle effect on the amount or
allocation of funds. Their view was that FRA standards prescribed minimal
maintenance conditions. On high-density Tines, company standards substantially
exceeded FRA requirements, i.e., maintenance practices at least met the standards
for the next higher class of track. On low-density but important branch lines,
the same practice was followed. When traffic or earnings did not support this
maintenance policy, minimum safety requirements were essentially the only
consideration; maintenance activity was placed in a holding pattern, and
temporary slow orders were accepted. Eventually, the line segment was down-
graded to the next lower class of track, and permanent slow orders were
accepted. Minimum FRA standards then became the normal maintenance requirements.
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On the other hand, FRA track safety standards often prescribed the
maintenance-of-way requirements for financially weak carriers. In order to
attain strategic service objectives, these firms had to eliminate slow orders
or upgrade track to meet minimum standards for the class of track that permitted
desired operating speeds over strategic routes. In this situation, the rail
defect car test results generated considerable pressure to relay rail.

Finally, FRA regulations caused the carriers to devote additional (albeit
minor) resources to administrative tasks (e.g., training) and, in some cases,
to more frequent visual inspections. The prevailing view, however, was that
additional inspections add little if anything to safety and are made only to
comply with regulations. Senior executives of prosperous carriers, in
particular, felt that track safety standards worked to dilute the effectiveness
of on-going programs. Managers pointed out, for example, that FRA regulations
treat many defects identified by an inspection car as equally in need of
corrective action. Although some defects are obviously worse than others,
each must be repaired immediately. This requirement has caused resources to
be diverted to repair track segments that were already scheduled for maintenance,
thereby disrupting planned maintenance cycles and reducing the efficiency of
mechanized maintenance gangs. Thus, a disincentive for inspecting more track
than the law requires is created: the firm cannot afford to find minor
defects that have 1little to do with actual safety but must be repaired imme-
diately. Test car inspection instruments, moreover, are viewed as imprecise.
Managers see safety more as a function of age (of rail), traffic density,
equipment (axle loads, type and length of car, or load capacity), and speed
rather than of technical specifications set forth in FRA track standards,
e.g., the number of defective ties per Tine segment. Thus the prevailing
viewpoint is that track standards mean fewer maintenance options and a less
effective maintenance program.

CASE STUDY

As indicated in the discussion of the decision-making process, many
interrelated factors enter into the T/M decision. The following hypothetical
case study provides an effective vehicle for identifying and discussing the
complex set of interactions among key factors. The purpose is to develop
and refine further the conceptual foundation necessary for the construction
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of hypotheses about T/M decision-making behavior. The focus, in particular,
is on the relationships between safety (track standards, accidents, and
hypothetical policy options), train speeds (including the economic incentives
that influence train speed), and levels of T/M spending. The results, there-
fore, should not be viewed as generalized principles, but rather as illustra-
tions of relationships and issues confronting the decision maker.

The conditions described characterize a medium-sized and financially weak
Class I railroad. As already noted, top railroad executives at strong roads
indicated that they do not believe track safety standards are a significant
factor in project evaluation. The selection of a medium-sized railroad,
moreover, reduces complexity, while still permitting identification and
discussion of key relationships. The system conditions are derived (to
the extent possible) from public sources. T/M requirements for selected
line segments, however, are hypothetical but representative and generally
consistent with information gathered from the literature (cited in sub-
sequent sections of this report) and the interviews.

System Profile

Eighty-five percent of the route structure is main line, single track rail-
road. The remainder is classified as branch line. The main lines are divided into
northern and southern territories. In the northern territory, lines are located
in hilly terrain; gradients are frequently in excess of .5 percent but never
exceed 1.5 percent. Heavy curvature is also encountered with two to three
1°-2° curves per mile, frequent (1-2 mile) curves in the 3°-5° range, and
occasional curves up to 8°30'. Southern lines are much flatter, with grades
seldom exceeding 0.5 percent, although grades approaching 1 percent can be found
at several isolated locations. Curvature on the southern lines is also heavy
with several miles of 8° curves.

Network Condition

Main Lines. As shown in Table 1, hypothetical but representative main
line conditions vary from fair to poor. In both N and S territories, worn rail
conditions prevail. In particular, the 112 1b jointed rail, rolled in the
1930s, is generally bent and has some rail-end batter. Furthermore, rail
transposing is needed, insulated joints are in poor condition, and surface

20



Jo00d = ¢
ated = 4
X%
OoN L 0°L> oL > d d d oL g S
ON 2 0°2 G2 > d-4 d-4 d-d 0 oL N
youeug
Sa S 0°0L o€ > d-1 d-4 d-4 ool S
ON g 0°'Se o€ > d-4 d-4 d-d 051 0S N
uLey

(ON °S34) (u) (Lw/19w) (ydw)
Jobuassed SIUSpLIOY  OLiseal paads

suoLjedadQ

aoejung Ssaikl fley

qL 2el qLoet AL ell

qL 06  S3uSUB3S
auLT

4UOL1LpU0) 33N0Y

(seLLw) uoL3I3S 3ovd]

sjuswbag auLl | Ialqey

21



grinding efforts are inadequate. Tie condition is fair to poor. Major tie

renewals were performed in the early 1950s. Derailments, single shoulder

plates, and lack of plate-holding spikes have contributed to the population
of defective ties and the reduction of tie Tlife.

Rail conditions, tie renewal requirements, and poor drainage are the
primary factors, in turn, that have led to significant surface and alignment
problems. During the recent work season, 10.3 miles of the main 1ine were
under 5 mph slow orders. In addition, numerous 10 mph slow orders existed on
bridge approaches and at road crossings which were badly out of alignment.

The volume of traffic is considerably greater in the N than in the S
territory. The 25 MGT moved annually over the N segment requires about 5,250
trains, with 3 locomotives and 70 cars per train. Only 1,000 trains per year
handle the 10 MGT for the S segment, with a similar number of Tocomotives and
cars per train. Despite the Tower traffic density on the southern (S) main
line, passenger operations over this route require maintenance to at least
Class 3 standards.

Branch Lines. Like the main routes, the N branch line is in fair to poor
condition. Most of the segment meets Class 2 standards. Temporary slow orders
(< 20 mph) are in effect at numerous locations. On the average, 350 trains per
year, 2 locomotives per train, and 30 cars per train operate over this branch
line.

The S branch 1ine is in the worst condition, and some locations do not meet
Class 1 standards. The 90 1b rail should be replaced because Sperry inspection
car defects are very high--5.7 per mile per year. In addition, the tie condition
is poor; defective ties exceed 1,000 per mile. Train speeds are restricted to
10 mph or less. The average train consists of 2 Tocomotives and 20 cars. About
150 trains move over this line each year.

Track Maintenance Programs

Alternative T/M programs for main and branch line segments are shown in
Table 2. T/M investment cost is defined as the total expenditure to improve
line segments from one set of conditions to another. Unit costs were derived
primarily from interviews and industry sources [1-5].* The short-term minimum

*Numbers 1in brackets refer to the list of references at the end of the report.
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Tevel (L(Min-ST)) effort means the level of spending required only to meet
present FRA track class requirements for the short term. Accelerated track
deterioration and increased risk of accidents will result. Eventually,
temporary speed restrictions will become permanent when the track is down-
graded to the next lower track class.

The minimum level long-term (L(Min-LT)) program will permit main Tine
segments to stay in the same (Class 3) track status, and permit 30 mph train
speeds on designated sections of the N branch Tine. This program, however,
does not provide the spending necessary for normalized requirements.
Consumption of the infrastructure will occur at a greater rate than maintenance
replacements.

The long-term rehabilitation (L(Rehab-LT)) program will restore the
track to normalized conditions at the end of five years. The substantial
investment in property will assure train operations at Class 3 speeds
(< 40 mph) on main lines and 25 to 30 mph on both branch Tines.

In addition to the three program alternatives, a fourth option is to
discontinue operations on the line segment. In summary, the four levels of
spending are identified as follows:

1. L(No) - discontinuance

2. L(Min—ST) - minimum level, short-term program
3. L(Min-LT) - minimum level, long-term program
4. L(Rehab-LT) - long-term rehabilitation program

Problem

The problem to be studied is how managers determine the level of T/M
spending for each line segment and what roles train speed, track safety
standards, and accidents have in the spending decisions.
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Costs

Besides initial project costs, it is necessary to estimate the subsequent
increased T/M expenses that result from increased track deterioration for levels
L(No) and L(Min-ST)‘ The increased expenses will be a function of the relative
change in track conditions and the unit costs for ordinary maintenance. The
estimated annual unit cost for rail is $3,000 per track mile, while for ties,
surface, and line the cost is $1,500 per track mile. The chief engineer, however,
must assess track conditions before and after the initial investment in order to
estimate the incremental level of ordinary maintenance required, i.e., to what
extent the T/M stems from track deterioration. Frequently, this process, although
supported by quantitative information, is largely subjective and is based on
many years of experience in the field. In this regard, some of the larger or
more profitable railroads are using more sophisticated information systems and

modelling techniques to support decision making [6,7].

In order to understand this judgmental process and its complexity, as
well as explore the effects of speed restrictions and safety standards on the
decision process, a hypothetical track condition model, based on information
gathered during interviews and derived from other industry sources and litera-
ture on the subject, is developed and discussed.

Track Condition Model. The objective of the track condition model (TCM)
is to quantify the relative importance of major factors that affect track
conditions and arrange the factors in a way that systematically yields reason-
able estimates of relative differences. A multiplicative arrangement, where

one is the base on a scale that measures relative importance, provides a method
for attaining this objective. A value of one, of course, means no change, while
values greater or Tless than one reflect the relative influence of various factors
on the condition of track. With this approach, it is possible to quantify and
better evaluate the subjective judgments in the decision process.

As shown in Table 3, important factors that affect track conditions
include rail characteristics (physical attributes and track modulus), defective

ties, surface and line (profile and end batter), and terrain (grade, curvature,
and subgrade) [2,8,9,10,11]. Operating conditions (tonnage, axle loads, train
length, and speed), of course, also affect track conditions [2,12,13,14]. The
TCM combines these factors as follows to produce a track condition factor

(TCF) measure:
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Table 3. Track Condition Model Factors and Value Ranges

Factors | Values
(TCF) (Range)
Network
1. Modulus
- Rail Weight 1.0-1.2
+ Ballast 0.9-5.5
+ Subgrade 0.5-1.0
2, Rail
« Age 0.9-1.0
« Length 0.9-1.0
- Type 0.9-1.0
3. Ties 0.5-1.0
4, Surface and Line
- Profile 0.9-1.0
» End Batter 0.9-1.0
5. Terrain

» Curvature 0.9-1.0
+ (Grade 0.9-1.0

Operations
- Tonnage 0.5-3.0
Speed 1.0-1.5
- Axle Loads 0.8-1.5
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TCF = (Rail) (Modulus) (Ties) (S&L) (Terrain)
(Operations)

Thus, for network factors, larger values increase the TCF, while for operation

factors, larger values greater than one indicate greater consumption of infra-
structure and produce a downward influence on the TCF. \

The values shown in Table 3, although hypothetical, are in general
consistent with findings reported in the literature as cited below and the
interviews. Obviously, for each of the factors, specific relationships between
condition values and factor levels would have to be determined empirically and
would vary, to some extent, from railroad to railroad. In this case, the
condition values are calibrated to produce a standard of 4.00 to represent
normalized conditions when train speeds approach 40 mph, when there are no unit
train operations, when curvature and grade are not significant, and when traffic
volume is about 25 MGTs. Specifically, values are based on the following
rationale.

(1) Track Modulus

Track modulus is a measure of the track structure's ability to resist deflec-
tion under load. Traditional methods of track analysis often utilize modulus as
the single measure of track strength. Deflection, in turn, greatly affects the
rate of deterioration of the track [10,15,16]. The weight of rail, the type, depth,
and condition of ballast, and the condition of the subgrade are important elements
in the track modulus. Ballast and subgrade characteristics are usually the most
significant elements in the modulus and are, therefore, important factors in the TCM.

(2) Rail

The age, type, and length of rail have much less influence on overall
track condition than track modulus. The effects of age, in particular, are
not well defined, although, generally, oider rail is less serviceable. Most
rail in main Tine use is adequate from a bending strength standpoint. Even
assuming that the rail is approaching the maximum allowable headwear (25-30%),
bending strength is not a problem [17]. If the rail has a histofy of being
subjected to heavy wheel loads, however, the rate of internal defects may
rise substantially as the rail ages [18,19,20]. Premium rails will wear more
slowly and be subject to lower defect rates than standard rail [21-24]. Yet
this does not substantially affect the condition of the track.
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Finally, longer rails with fewer joints, or Continuous Welded Rail (CWR),
with its elimination of joints, may represent substantial maintenance savings
because rail joints represent a major expense item (joints must be tightened
and inspected), and rail ties in the joint area are subjected to higher stress
levels than rail and ties in other areas [11].

(3) Ties

Tie conditions affect the serviceability of track in several ways. Ties
that have obviously failed (broken, rotted through, etc.) will not support the
rail cross-level (horizontally or vertically) in a satisfactory manner. This can
lead to surface bent rail, which increases the dynamic loads on the track and may
render the rail unusable for high speed operations. Defective ties will also
decrease the service life of adjacent ties [11,15]. Lack of horizontal support
may give rise to wide-gauge-related derailments. The principal problem arises in
determining the effect of a deteriorated, but not completely failed, tie. The
performance of a tie which is partially rotted or is nearing the end of its
serviceable life is not clear. Thus, only completely failed or missing ties
can be seen as affecting the TCM.

(4) Surface and Line

The principal effect of surface and 1ine conditions is the resultant
dynamic forces generated in the track. As surface and line conditions
deteriorate, cars moving over the track at any speed will induce significantly
higher dynamic forces in the track structure [25]. The higher forces will
decrease the life of most track components, as well as give rise to potential
derailments.

Rail-end batter is a special case of localized surface irregularities.
Excessive deformation in the rail joint area, together with the associated
impact forces generated by moving wheels, can significantly shorten joint tie
1ife and lead to ballast and subgrade degradation and vice versa. Rail cost
may also be increased due to shortened rail 1ife and an associated welding
expense. CWR might eliminate the additional T/M expense from this condition.

(5) Terrain

Elements of terrain play a role in the Tife of the various components of
the track structure. Curvature, and to a lesser extent gradient, will shorten
the serviceable Tife of the components. Lateral forces generated during curve
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negotiation will: (1) cause the rail to wear faster as tonnage increases,

(2) possibly give rise to more defects in the rail, (3) increase wear on ties
and fasteners, and (4) require more alignment attention than tangent sections.
Although the relative effect of curvature is directly related to the degree

of curve, T/M costs are thought to be more dependent on the total central angle
than on the relative sharpness of the curve [15]. Sharp curves may, however,
require lower speeds and, thus, offset some of the expected costs.

Grades also affect the rafé of consumption of track resources. The
process of negotiating a grade requires that braking or traction forces be
applied to the rail--forces that will shorten the Tife of track components.

In addition, sand used to increase adhesion on grades will eventually

reduce the drainage capabilities of the track structure, and additional track
maintenance will be required to decrease the degradation rate of track
components.

(6) Operations

Traffic volume, train speeds, and axle loads affect track conditions.
The 1ife cycle for most track components is directly related to the volume of
traffic passing over the track [11,25,26]. Although several characteristics
of the traffic are important, the volume, measured in terms of gross tons, is
the most universally used and the easiest to measure. Since most track
components deteriorate with use, the density measure plays a significant role
in the TCM.

Speed primarily affects track maintenance in two ways. The dynamic forces
that are imposed on the track by moving vehicles increase approximately linearly
with speed [10,15,25]. Thus, trains moving at higher speeds will extract more
from the track structure. On the other hand, to minimize such dynamic forces,
high speed track is generally maintained to a higher degree of geometric
quality, and, therefore, minor irregularities in line and surface must be
corrected quickly.

Track deflection is often considered to vary linearly with axle load
[25]. Laboratory tests, moreover, have shown that increases in axle load can
cause significant reduction in the performance of such items as ballast and
subgrade [27]. In addition, heavy axle loads may increase significantly the
rate of defect formation in the rail [2,8,17,22].
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Benefits

Benefits fall into two major categories: (1) savings in ordinary T/M
and (2) savings in train operations.

Ordinary Track Maintenance. When track rehabilitation is performed, the

annual increase in T/M expenses that results from increased track deterioration
is avoided. The normalized track condition factor relative to the actual track
condition factor can be used to estimate the annual increase in T/M expenses.
For example, given a TCF of 4.00 that represents normalized conditions and an
actual TCF of 1.00, the estimated annual increase ($ T/M) is:

$T/M = ?'88 x annual unit costs.

Specific estimates of such avoidable costs for main and branch 1ines are
itemized in Table 4. As shown in this table, the southern territory main 1ine
(S) was given an actual TCF of 1.00, while the northern territory main line
(N) was assigned a 1.50 TCF. The initial values indicated that actual track
conditions were worse for (S) because deferred maintenance was assumed to be
more extensive on this main line. Both branch lines, however, were given the
same initial TCF of 1.25. Although the initial TCF value is greater for the
branch Tines than for the south main line, it still indicates comparably
poor track conditions because, given similar track conditions, the much lower
traffic volume on branch lines inflates the TCF.

In addition, it is assumed that replacing jointed rail with CWR generates
T/M savings, for surfacing requirements are reduced, joint maintenance is often
eliminated, and the 1ife of track materials is extended. The amount of savings,
of course, will depend on the level of traffic. The estimated annual saving per
mile of CWR for main 1ine segments N and S is $1,900 and $1,700, respectively.
For the N and S branch lines, the figures are $1,500 and $1,200 per mile per year
respectively. When worn CWR is relayed, only 50 percent of the estimated
savings per mile was assumed.

9

Train Operations. Train speed and accident avoidance are key elements

in realizing savings in train operations. During interviews, senior railroad
officials indicated that normally one-half to two-thirds of project savings
were speed related.
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(1) Equipment

Equipment costs are defined as the portion of Tocomotive and car costs
which is allocated by management to the particular line. Investment in trans-
portation equipment is clearly a function of equipment utilization. The latter
is, in turn, a function of operating speed. Depending upon the volume and
nature of traffic, low operating speeds could lead to Tow utilization and
equipment shortages and thereby require additional investments in equipment.
The task is to estimate the reduction (or difference) in running time (minutes
per year) that will result from L(Min-LT) and L(Rehab-LT) levels of investment
and the dollar savings per minute. Obviously, in practice, this is a complex
and difficult task. Hypothetical train speeds for a 6-year decision horizon,
each level of investment, and each line segment are shown in Figures 4 through
7. Based on system averages and utilization levels suggested during interviews,
the assumed unit cost for locomotives is $.06 per locomotive per mile per
minute and represents both ownership and maintenance costs. For freight
cars, the estimated unit cost is $.0016 per car-mile minute. Given these
conditions, the estimated annual equipment saving in the second year for
program L(Rehab-LT) on main line N, for example, is computed as follows:

1. 15,750 locomotives/yr x 50 miles x 4.5 minutes x $.06/Toco-miles
per minute = $212,625.

2. 367,500 cars/yr x 50 miles x 4.5 minutes x $.0016/car-mile
per minute = $132,300.

(2) Labor

Increased train speeds may reduce crew costs and overtime. The savings,
however, are not 1likely to be great unless re-crewing and overtime are initially
at relatively high levels and new investment reduces these levels significantly.
The amount of savings is a function of the overtime and re-crew costs (OT&R)
applicable to the line segment, the proportion of these costs attributable to
slow orders, and the time saved from faster train speeds. OT&R costs are
set at $5.00 per train mile for all line segments; this figure indicates a
realtively high level of labor costs. The approximately 30 percent of the
OT&R costs that are saved per minute are shown in Table 5.

(3) Fuel

Significant savings in fuel may be attained where slow orders for short
segments are removed and so is the requirement for repeated deceleration and
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acceleration. On the other hand, increased speeds normally result in greater
fuel consumption. This happens when slow orders applicable to long segments
are removed. In the analysis, any changes in fuel consumption are assumed to
negate each other and generate no savings.

(4) Accident Avoidance

As indicated in the discussion of decision making, senior railroad
executives consider track-<related accidents an important factor in project
evaluation. The Association of American Railroads, moreover, has taken the
position that the economic incentives of accident avoidance and assets preserva-
tion are sufficient for proper T/M [28]. The evaluation of accident costs (and
frequently, causes) though, is largely subjective. In this case study, the
savings that result from accident avoidance represent the difference between
the expected costs of accidents before and after T/M program investment.
Principal direct costs include damage to track, right of way, equipment and
structures, and wreck clearance. Studies have indicated that total accident
costs (direct and indirect) are about two to three times the direct costs
[4,5,29].

The breakdown of number of accidents per year by Tine segment is (see
Table 1) as follows: five each for main lines and two and one for branch lines
N and S, respectively. It is assumed that the number of accidents will stay
the same for the minimum short-term program L(Min-ST) but will become zero after
full rehabilitation L(Rehab-LT)' The minimum level long-term program L(Min—LT)
for main 1ine N will reduce the number of accidents to three for the first three
years and to two thereafter. This trend reflects the higher density on main N
and the installation of only one-third of the new rail required for full rehabili-
tation L(Rehab-LT)' In contrast, for main line S, program level L(Min-LT)
eliminates accidents. Main 1ine S is a lower density line, and Tevel L(Min—LT)
provided for half of the new rail required in program L(Rehab—LT)' Likewise,
program level L(Min-LT) is assumed to eliminate accidents on both branch lines.
Finally, the estimated cost per accident is the sum of the average system cost
per accident ($16,000) and the average system cost for wreck clearance ($5,000).
These figures were derived from 1977 FRA accident data for a representative
railroad.
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Financial Analysis

Program summaries itemize costs, cash flows, internal rate of return on
incremental investment (IRR), and net present values (NPV) for alternatives
L (Min-LT) (minimum maintenance--Tong-term) and L (Rehab-LT) (rehabilitation--Tong-
term) (see Tables 6-9). Programs were treated as one-time investment decisions.
The six-year cycle represented the elapsed time before the choice of new incremental
maintenance confronts the decision maker. Furthermore, the railroad was assumed to
be in a capital rationing situation. If both levels L(Min-LT) and L(Rehab-LT) met

a minumum cutoff rate (for’example, 15 percent), the alternative with the highest
IRR represented the most efficient use of capital. If neither alternative met the

cutoff, then minimum T/M L(Min-ST) or, possibly, abandonment L(No) was appropriate.

Finally, all cash flows illustrated here were assumed to be in constant
dollars of year zero. Inflation can be treated in two ways. First, the cash
flows can be increased at the compounded expected inflation rate. The proper
discount rate, then, is the true minimum desired return on capital plus the
inflation rate. With perfect forecasts of inflation, this method gives precise
estimates of hard cash figures for planning and control. Unfortunately, the
uncertainty surrounding the expected inflation rate makes perfect forecasts
of inflation rate rather difficult to achieve.

The second method (used here) is to ignore inflation as a factor in
evaluating a capital project. The discount rate is the minimum desired rate
of return on capital (usually determined by the price earnings ratio and
financial leverage plans).

Main Lines.  Although both program levels for main Tline N meet the 15
percent cutoff, the full rehabilitation program L(Rehab-LT) js optimal. Even
if L(Rehab-LT) cash flows are overestimated by 27 percent, the IRR still meets
the required 15 percent return. Furthermore, if either T/M or accident
savings are eliminated, L(Rehab-LT) remains optimal because operations have
a disproportionate influence on total savings.

By contrast, neither alternative L(Min-LT) (IRR = .122) nof alternative
L(Rehab-LT)(IRR = .081) for main line S attains the 15 percent level (see Table 7).
Altogether, however, a 10 percent i

would mean the program clears the 15 percent IRR hurdle. For full rehabilitation

ncrease in total saving flows of L(Min-LT)

37



‘L 19AB[ 404 350D [PLIlul
»

960°SE $ 0£5°12-% %52 @
2¥5°008$ 9z €51$ 251 @ AdN
962° yle: L) |
006°626 006°0S6 [/6°2€0°L LI6°260°L £[6°2€0°L 00£°BLL| 008°08 008°08 008°08 OVL‘269 OV/°269 008°SH Le10g
000°v8  000°SOL 000°SOL  000°SOL  000°SOL  000°SOL | 000°t2 000°lz 00D0°lZ 000°Z¢ 000°2¢ 000‘zy | S3uapiody
-0- -0- -0- -0- -0- -0- -0- -0- -0- -0- -0- -0- 1ang
000°0SE O000°0SE 2G/°€6E  2SL°€6E  2GL°E6E -0~ -0- -0- -0-  000°SlE 000°SlE -O- J0qe7
009°90¢ 009°90€ G26°thE  GZ6*YYE  G26°bE -0- -0- -0- -0~  0v6°G/2 Ov6°GL2 -0- Juaudinb3
suotjeaadg
00E°El  O0E‘El O0OE‘El ~ O00E°El 00g°EL 0OE'EL | 008°¢ 008°¢ 008°€ 008°C  008°'€  (Q0B‘E M)
000°9Z/1 000°9/L 000°9/L  000°9ZL  000°9LL -0- 000°9S 000°0S 000°95 000°9S 000°9%  -0- ou:mu_o)mul
3 W/L
(o'v)  (0°8)  (s°p) (s°v) (5°%) (0°0) (00) (0'0) (o'0) (9°€) (9°¢) (0°0) (utw)
9 S v € 2 l 9 S 14 £ 2 L {4K)
FLETY Jesj SBULARS
000°S12°€ 000°¥SE2Z tesoy
00048222 000° /86 LRUBWRLDU]
000° /8%° L 000°£9€°1L Le3oy
000°9/1 00095 alqepLoAy
#000°LLECLS L000°LLE“ LS Letatu]
$350)
(17-qey2y) (17-utw), 1143N38-1502
Adewwng weabouad W/l (N) duL] utey -9 alqel

38



‘L L3A3] 403 350D [@L3{u]
Yy

sbujARs G° Bunsse pue Av(aJ SILIW Gy

LL0“ES0" L -$ 862* £25-$ %52 @
b5 2€5- § 09¢ ‘2t 1-$ %51 @ AdN
180 2AN w1
09€°b89 09EHB9 09E°¥8I 09E°v89 O9E‘¥89 008°SLL | syl‘vey SYL‘v6y BYL'v6y 8YL‘¥6y BYL'b6y 00L'OLL Le30L
000°G0L 000°SOL 000°501 0G0°SOL 000°SOL 000°SOL | 000°G0L 000°SOL 000°S0L 000°G0L 000°SOL 000°S0L| SIUIPLIYY
-0- -0- -0- -0- -0- -0- -0- -0- -0- -0- -0- -0- tang
000°0£2 000°0/Z 000°0/2 000°0{2 000°0{2 -0- 00091z 000°9LZ 000°91Z 000'9lZ 000°91z -0- J0qey
095°26 095°2S 09625 09s°2 095°2s  -O0- gpo°2y 8r0*2h 8YO*ZY 8v0‘Zy 8vo‘ey  -0- juaudinb3
suoljedadp
0080l 008°0L 008°0L 008°0L 008°OL 008°OLs| O0OL'S 00l  00L°S  O0OL‘G  00L‘S  OOL'S UMD
000°9v2 000°9¥2 000°9v2 000°9vZ 000°9%2 -0- - | 000°92L 000°9zL 000°9zL 000°92L 000°92L -0- 3duepjoAy
WL
(s'v)  (s¥) (s'v) (sv)  (s'v) (0) (9°g) (9°€e) (9:€) (9€) (9°¢) (0) |(usw)

9 g b £ 2 L 9 § t € 2 t (4£) Sbutaes
000°£LE°E 006 £0£°2 Le3oL
000°829°2 005°8/9° L LUEITENED)
00064/ 000°629 - Lezol
000°9%2 000°9Z1 aiqepLoay

+x000°€05  § 4x000°€05 $ Let3u]
$150)
(11-92y3¥) | (L1-Uth)4 1143N38-150)

Adeung weaboad W/L (S) auL] utey -/ dlqel

39



*L 12A3] J40J 150D [BLILU]
x

1L9°1¢- § 96L°9¢- § %52 @
LA GO1°28% %51 © AdN
9¢¢” vie I
$0z°t0z ©0Z°t0Z b02°v0Z $02°%0Z Y0Z°HOZ 000°GYy | 000°LyL ®E9°PSL +BI“YSL ¥BI'¥SL ¥B9°vSL 000°SY Lejol
000°Z¢ 000°2b 000°2y 000°Zy 000°2y 000°2y | 000'2y 000‘2y 000°2y 000°2y 000°Zy  000°ZY SIU3pLIVY
-0- -0- -0- -0- -0- -0- -0- -0- -0- -0- -0- -0- Lang
00S°0L 00S°OL 00S°OL oOOS‘OL 0OS*OL -0~ -0- osv°6  O0Sv°6  0S¢‘6  0Sb°6 -0- Joqeq
VOL'Y  bOL'v YOLY YOL'Y YOLCY -0- -0- pez'v  vee‘v  veety  ved'y -0- Juaudnb3
suoijesadp
000°c  000°€  000°€  ODO'C  000°€  O00O'E | 000‘€  000‘€E  000'€  O0O‘E  000°€ 000°€ M
000'v¥L 000°vbL 000°vvL 000'¥¥L 000°'P¥L -O- 00096 000°96 000°96 000°96 000°96  -0- asueproay
W1
(o'v)  (o'¥)  (ot) . (ow)  (o%)  (0) (0) (9:€)  (9'¢) (9°€) (9'¢)  (0) (usw)

9 § b € z t 9 S t 3 4 L (4K) SBuraes
000°108 000°8Y9 1304
000° L0S 000°20Y LejuBuwRIU]
000° 62 000° 92 felo)
000° b1 000° 96 alqepLoay

,000°0ST$ ,000°051$ LeL3Lug
S}3S0)
| (11-gRu2). (171-ubH) 1143N38-150D
Kaeuuns weaboad W/L (N) youeag °g 3iqel

40



SEG*6b
00012
-0-
LTI
oty

000°¢

000°te

(9°¢)
9

622°5¢- §
ovL se- §
£80°
SEG°6Y SEG°6Y SES‘6Y SES6Y
000° 12 000°12 000° 12 000*12
-0- -0- -0- -0-
gzL'L Siz*l szLL sz1*L
oLy oLy oLy oLt
000°€ 000°€ 000°€ 000°e
000* 2 000*¥2 000° 2 000°¥2
(9°¢) (9°€) (9°¢) (9°€)
5 v £ z

"L 19A3L Jot 150D eL3tul
x

000°t2

000°12
lcl
IOI
l°l

000°€

006199
000102
006 “ 09%
0002
005°9¢et $

x

%s2 ©
%SL 9 AdN
41

Leiog

SIU3PLIDY

tsnd

Joqeq

juawdynby
suojjedsadg

UMI

alqepjoAay
W1

(usw)
(4h) SEUTATS

Le10)

—MHEUEG&UEm
LejoL

3| qep) oAy

Le}1pul

$350)

NFA-nm;mqu - (17-ut)

1143N38-150)

Kaeuning weabouad W/ L (S) youeag ‘g 3jqel

41



[F)

L(Rehab-LT)’ cash flows would have to increase 26 percent. The choice between
minimum maintenance short-term L(Min-ST) and long-term L(Min—LT)’ therefore, is
somewhat sensitive only to underestimation of Tevel iy 1) cash flows, of which
operation-related savings are most important. Thus, to the extent that ordinary
T/M expenses increase as a result of continuing track deterioration or accident
costs (understated because accidents are generally more costly on higher speed
main lines), L(Min-LT) will approach or exceed the cutoff.

Branch Lines. The IRR and NPV figures for branch Line N (see Table 8) show
full rehab111tat1on.L(Rehab_LT) to be optimal. This time, however, the program

decision is quite sensitive to cash flow estimates. Leve](Min-LT) cash flows
would only have to change by 4 percent to have an IRR equivalent to ]eVE](Rehab—LT)'

As shown in Table 9, program levels L(Min-LT) and L(Rehab-LT) are
equivalent for branch line S. The IRR on incremental investment required
for full rehabilitation is slightly more than half of the required 15 percent
return. Given IRR as the sole decision criterion, cash flows would have to
increase 22 percent for the additional investment required for rehabilitation
to cross the 15 percent threshold.

Relative Importance of Factors. Table 10 summarizes the results of each

financial analysis, the relative importance of T/M operation and accident
savings, and the sensitivity of program level selection decisions to changes

in savings flows. Several fundamental relationships emerge from the summarized
results. Speed-related benefits (labor and equipment savings) have the greatest
impact on the IRR results for high density line segments. For example, for
main lines, speed-related savings comprise from about one-half to two-thirds

of the total dollar benefits, while corresponding savings for branch lines
represent less than one tenth of the total; the reason is that equipment and
Tabor savings are a function of the reduction in time and the volume of traffic.
Thus, while speed-related savings still have the greatest impact on the invest-
ment decision for main line S, the traffic density is insufficient to generate
the total savings necessary to justify investment (given the 15% IRR cutoff)

" LiMin-LT) °" (Rehab-LT)"

Conversely, on low density lines, T/M or accident cost avoidance has the
greatest influence on internal rates of return. For the north branch line,
T/M is the most important single factor. The choice between program levels,
moreover, is very sensitive to estimated T/M savings flows. By contrast,
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accident cost avoidance is nearly equivalent to T/M savings in its influence

on IRR for the south branch line. Furthermore, unlike the branch N program
selection decision, the decision to select minimum short-term maintenance
L(Min-ST)’ or possibly abandonment L(No)’ is not very sensitive to changes in

any of the factors. To the extent that average accident costs overstate accident
savings (because accidents at lower train speeds generally incur less damage and
because subsequent delays in service, lost customers, per diem charges, etc., are
more significant for high density lines), program selection for branch lines is
more clearly defined.

Other Considerations

Thus far, the decision criteria have included only NPV and, in particular,
IRR. Other considerations, of course, enter into the decision process.

Service. An implicit assumption in the financial analysis has been that
program investment levels do not affect total traffic or revenues. Yet, speed,
frequency, unit carrying capacity (i.e., carload and trainload sizes), and
reliability are critical determinants of a rail freight carrier's competitive
strength and profitability. The carrier's ability to retain and attract traffic
and generate revenues is dependent upon the achievement (vis-é-vis competing
carriers) of (1) competitive origin-to-destination transit times for individual
shipments, (2) efficient carload and trainload size limits, (3) a favorable
level of transit time consistency, and (4) a low freight loss and damage
ratio [30]. The attainment of such attributes of rail freight service requires
a track structure sufficient to sustain required train speeds and axle loadings
and to conduct road and yard movements within acceptable limits of delay and
of shock to lading.

As the track condition model demonstrates, increased tonnage on a line
segment means less T/M cost avoidance, faster speed deterioration over time,
and, ultimately, a downward bias on savings flows included in the financial
analysis. Nevertheless, the net payoff is Tikely to be greater. A similar
chain of events occurs when 100-ton cars and unit train movements are included
in the analysis. While such equipment and operations may improve service and
utilization and, therefore, total revenues, the net payoff is less certain
in this instance because track consumption and, especially, structural
defects may increase substantially [2,6,8,9].
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Service quality thus presents itself as a determinant of the allocation
of funds to track maintenance. Particular segments of trackage should be
maintained at Tevels that maximize the net value (profit) of the principal
types of transportation service produced through use of those segments. Main
lines dedicated to the long-distance movement of highly time-sensitive (and
truck-competitive) merchandise traffic require maintenance standards commen-
surate with the operation of relatively high speed freight trains. ‘Likewise,
lines dominated by unit trains of 100-ton cars require maintenance outlays
sufficient to offset the higher rates of physical depreciation that such heavy
carrying units impose upon rail, ties, ballast, and subgrade. Yard trackage
also requires adequate attention if cars are to be moved through terminals
without excessive track-related delays. Other examples could also be cited
[31,32], but, fundamentally, they all involve the quest for a balance or
trade-off between (7) the revenues which relate to particular service quality
and capacity levels, and (2) the costs of providing such quality and capacity
levels, of which maintenance is an important element.

Safety. Besides the economic costs of accidents, track safety regulations,
at least to some extent, affect the decision process. If, as suggested in this
case study, speed-related savings for high density line segments range from
50 to 67 percent of total savings and, as already noted, speed (length and
consistency of transit time) is a key determinant of service and, ultimately,
of freight revenues, then speed restrictions should provide a very effective
incentive for railroads to meet corresponding track safety standards. On Tow
density lines, however, the case analysis indicated that speed-related savings
and service were not key factors in the investment decision. Instead, avoidable
(accident and track maintenance) costs were dominant. Safety standards for the
Towest track classification, therefore, will probably serve as a floor. Track
maintenance spending will be set at the minimum levels required to meet the
standards or prevent cessation of operations. Higher Tevels of investment
will be made only when (1) the avoidable costs are sufficient to justify the
decision; or (2) the actual or potential revenue generating capacity of low
density line segments (individually or in the aggregate), when viewed as part
of the entire system, justifies the investment.

Furthermore, track safety standards applicable to Tow density line segments
may be counterproductive. At jssue is the potential misallocation of resources
[12,13,28,33,34]. FRA regulations sometimes require immediate repair of track
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and related defects on, for example, 5 to 10 mph line segments (where hazardous
materials are involved). Such repairs may not affect track safety nor reduce
the number of accidents; however, such a requirement disrupts and dilutes
maintenance programs on high density line segments where the frequency and
severity of accidents are significantly greater.

Budget Process. Budget allocations for track maintenance expenditures
obviously must compete against other uses of corporate funds, e.g., investment

in, and maintenance of, rolling stock and motive power, and payments of interest
and dividends. The practice--made possible by use of so-called replacement

or betterment accounting--of deferring track maintenance during periods of
depressed earnings either to minimize reported net loss or to prevent reported
net income from falling below a certain level, is well known. Indeed, there is
evidence that some carriers have sacrificed maintenance essential to the long-
term integrity of their track for the purpose of maintaining earnings per share
and dividends within a short-term time frame. Finally, compounding the problem
is the inability or unwillingness of many railroads to estimate savings from
good track or to relate good track to profit [13,35-39].
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3. METHODOLOGY

As already indicated in Section 1, two primary objectives of this research
project were (]) to develop a model to explain T/M expenditure behavior and
(2) to develop a data base derived from publicly available sources that would
be adequate to test the model. The decision-making process and case study
described in the previous section were employed to develop a structural model
of T/M expenditures. This model, in turn, provided the basis for identifying
a list of variables that could be presumed to affect T/M. These variables
were then associated with alternative, available empirical measures. Various
ratios and transformations of variables were developed so that the model could
be formulated in real or normalized measures. All of these procedures are
discussed below. The structural model is discussed first. Then the data
collection is described; the sources, nature, and limitations of the data and
the editing procedures are discussed in detail. A comprehensive outline of
the data base and corresponding documentation are included in the Appendix.
Finally, the analytical methodology is reviewed. This review begins by
emphasizing the potential logical and statistical problems in this type of
data analysis. An explanation of a statistical methodology for managing
these problems is then provided, and a discussion of the relevant tests of
hypotheses is also presented.

FACTORS AFFECTING MAINTENANCE OF WAY

Decisions by railroad companies to provide normalized maintenance and
to upgrade or rebuild track depend on network characteristics, operations,
resources, and expected return on investment. From the discussion in
Section 2, and from an intuitive standpoint, one can see that these factors
are, to a large extent, interdependent. Financial and physical resources
both permit and 1imit expenditures. Maintenance equipment, manpower, operating
revenues, borrowing capability, and information systems affect the level of
spending and, ultimately, network conditions. Similarly, operating conditions
(train speed and length, car capacity, and tonnage), as well as the financial
and physical resources available, both affect and are limited by network
conditions. Operations and resources, in turn, are affected by the volume and
mix of freight traffic, the scope of passenger service, the strategic service
goals, the track safety regulation, and the number and cost of derailments.
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Thus, general economic conditions, government policies, and technological
innovations are the broad categories that affect maintenance-of-way spending
decisions. Figure 8 provides an overall view of some of the basic inter-
relationships. Dashed rectangles on the right hand side of this figure high-
light primary factors, while other less direct, but key factors are shown on
the left hand side.

Structural Model of Track Maintenance

The structural model shown in Figure 9 was derived from the interviews,
the case study, and the literature discussed in Section 2. As illustrated in
Figure 9, variables representing T/M behavior included both physical and
financial measures. Network characteristics were broken down into system
and route geometry categories. Variables associated with operations were
divided into three groups: traffic (density and gross ton miles), service
(train speed, equipment, and passenger operations), and safety (accidents
and presence or absence of safety standards). The variables that represented
the carriers' resources were gross operating revenue, return on investment,
and dividend payout.

To test this model, the variables shown in Figure 9 (or their surrogates)
had to be associated with measures developed from available empirical data.
For several variables, however, it was not possible to develop the desired
measurements from publicly available data. The results of this process are
shown in Table 11 where the specific model variables used in this study and
their working definitions are identified. The nature and rationale for
specific variable measurements are discussed below.

Dependent Variables. This study included four measures of track maintenance.

The physical measures (ties installed and miles of rails laid in replacement)
were divided by the total number of ties and the total system track miles,
respectively, to create tie (TIES) and rail (RAIL) replacement ratios. Replace-
ment measures provide some insight into the maintenance philosophy of a railroad.

Besides the physical measures of T/M, two financial measures were included in
the study. The first, nominal T/M dollar expenditures per track mile (TMEXP), was
used to address the following research question: Which variables explain how cur-
rent operating revenues available to a railroad are allocated to track maintenance?
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Since the physical size of Class I railroads varies considerably, and T/M
expenditures are a function of size, the T/M measure was adjusted by dividing
it by total system track miles in order to eliminate size as a confounding
influence.

Another important research question was: Does a railroad devote a de-
creasing, constant, or increasing proportion of its available resources to
track maintenance in response to key variables? To answer this question, the
ratio of T/M expenditures to gross operating revenues (TMRATIO) was used.
This track maintenance ratio addressed the research question and allowed the
research team to avoid the problem of having to use possibly inadequate price
level data to deflate nominal figures, for price was cancelled in the numerator
and denominator.

Explanatory Variables

(1) Network Characteristics

(a) System

The physical size of railroad systems, measured in terms of gross track
miles, was used in three different ways. Initially, as already noted, when
T/M expenditures were of interest, total system track miles (SIZE) was used to
adjust or normalize the T/M measure. Similarly, SIZE was used to adjust total
operating revenues (REV), for revenues are also a function of network size.

In the second instance, when T/M expenditures per gross track mile was not
the dependent variable of interest, SIZE was included as an independent
variable to control for possible economies of scale in track maintenance
operations. The third approach created three groups of railroads arranged
by size (see Table 12) in order to evaluate further the effects of size.

The condition of the track clearly affects the level of resources re-
quired for normalized track maintenance. If a large percentage of track
components approaches the end of a life cycle, a greater level of resources
must be devoted to maintenance and replacement. This often happens in
instances where a major track upgrading or replacement program was completed
30 to 40 years ago. In addition, when maintenance has been clearly deferred,
a greater-than-normal level of resources is required to maintain the track
in a "status quo" condition. Unfortunately, the level of data aggregation
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Table 12. Characteristics of Class I Rai]roads(a)

CHARACTERISTIC
PASSENGER

RAILROAD SPEED SIZE RO1 DENSITY OQPERATIONS REGION
ATSF H L H H Yes S
BLE L S H H No N
BM L M L L Yes N
BN M L M M Yes N
80 L M H M Yes N
CNW L L M L Yes N
co L M H M Yes N
OH L S L M Yes N
DMIR L S H L No N
DRGW M M H M Yes N
DTIR L S H L No N
EJE L S H L No N
FEC M S M L No S
GTW M M L L Yes N
ICG L L M L Yes Omit*
KCS L M H M No S
LN L L H H Yes S
MILW M L L L Yes N
MKT L M L L No S
MP M L H M Yes S
NW L L H H Yes N
PLE L S B M Yes N
RI L M L L Yes Omit*
SCL L L H M Yes S
SLSF M M H M No S
S00 M M H L No N
SOU M L H H Yes S
SPT M L M H Yes Omit*
up H L H H Yes N
WM L S H L No N
WP H M M H No N

aKey for grouping railroads:

low = less than 20
medium = 20 to 27
H = high = greater than 27

small = less than 1,500
M = medium = 1,500 to 10,000
L = large = greater than 10,000

ROI (return on investment): L = low = less than O
. M= medium = 0 to .035
H = high = greater than .035

Density (gross ton miles + track miles): L = low = less than 5
: M = medium = 5 to 7
H = high = greater than 7

Region (proxy for climatic conditions): N = North
S = South

Speed (average train speed): L
M

Size (track miles): S

*Indicates that roads are too heterogeneous.
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(measures for entire network systems) precluded any attempt to develop track
condition indexes in this study.

(b) Route Geometry

The heterogeneous nature of network systems made network measures (quan-
titative or qualitative) of grade or curvature too vague for analysis. An
attempt was made, though, to address the effects of climate on T/M activity.
Railroads were grouped into northern and southern regions (REGION) (see _
Table 12), except for carriers with a north-south route structure, or carriers
that were not clearly classifiable, ﬁhich were excluded. The assumption was
that railroads in the southern group would spend less on track maintenance
than the northern group of railroads because work seasons in the South are
Tonger, and weather is less severe. Cold weather, with freeze-thaw cycles,
increases subgrade-related maintenance. The shorter work seasons associated
with cold weather regions, moreover, decrease gang efficiency.

(2) Operations

The structural model included variables representing three facets of
operations: traffic, service, and safety.

(a) Traffic

As demonstrated in Section 2, traffic density (DENSITY), normally measured
by the railroad industry as million gross ton miles per mile, affects track
maintenance decisions. Senior rail executives normally identified high density
line segments as strategic routes, and, as demonstrated in the case study,
speed-related savings were most significant for these routes. Higher density
line segments, therefore, are normally maintained at (higher) levels commensurate
with strategic speed and service objectives. Thus, DENSITY should have a
positive effect on T/M measures. The effect, however, may be undetectable
because the level of aggregation is rather gross; the model was unable to
distinguish between high or Tow density line segments. Instead, only a broad
measure of density for the overall network system was available. Also, much of
the expected effect may be lost because, at the given level of aggregation,
traffic density might be no more than a proxy variable for operating revenues.
To address this potential problem, railroads were defined as Tow, medium, or
high density systems (see Table 12) and analyzed by group.

Market forces and traffic conditions have led most firms in the railroad
industry to use bigger cars and longer, heavier freight trains. This pattern
has meant increasing consumption of track and structures. As pointed out in
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the track condition model discussion, heavy cars usually are harder on

track and structures than light cars moving at the same speed. In addition,
a train of identical heavy cars may shorten track component 1ife by
establishing harmonic action in the track. In an attempt to capture the
effects of this pattern, two proxy variables were included in the model:

(1) average system carload wejght (WEIGHT) and (2) average system train
length (LENGTH).

(b) Service

In the service category, variables representing train speed and passenger
operations were developed. The first difference in average system train speed
(ASPEED) provided the only quantitative measure of speed in the T/M model.

The problem with using average speed (rather than the change in speed) was

that it varied greatly among railroads. Since the data were not of particularly
high quality, moreover, average system train speed might be more representa-
tive of track condition than speed. On the other hand, ASPEED normalized

the T/M - speed relationship because it established a measure that was inde-
pendent from the absolute level of speed (e.g., a reduction from 40 mph to

30 mph was equivalent to a change from 25 to 15 mph). Furthermore, from a policy
perspective, it was desirable to examine the influence of changes in train

speed (as a result of slow orders) on track maintenance expenditures. As
suggested in the case study, though, a reduction in speed from 40 to 30 mph is
likely to have less of an impact on T/M spending than a change from 25 to 15 mph.
Consequently, average system train speed (SPEED) was used to place carriers in
the three groups (low, medium, and high speed) shown in Table 12. The ASPEED
variable was then evaluated for each group.

In addition, carriers were classified by the presence or absence of
passenger operations (PAX). Each group was analyzed in order to isolate the
effects of PAX on the T/M spending decision.

(c) Safety

In the safety area, the model included several measures of track-related
accidents and a dummy variable representing the introduction of FRA safety
standards. Only the total number of track-related accidents for the entire
network system was available for the 16-year study period. Since the FRA
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threshold (in dollars) for reporting accidents changed during the time frame
of the study, only accidents that had deflated dollar values greater than
the larger of the two threshold values were counted. Further, the annual
number of accidents (ACC)t_] was lagged one year, the assumption being that
the number of accidents in the previous year affects budget decisions in the
subsequent year. In addition, this variable (ACC)t_] (as well as all other
accident variables) was normalized by dividing it by gross ton miles in
order to relate the number of accidents to the exposure o: potential for an
accident. The more traffic or cars that a railroad handles, the more there
is exposure to or likelihood of an accident. Similarly, the greater the
distance each car is moved, the greater the potential is for an accident.

The total number (or the total cost) of network system accidents per year,
alone, however, may produce misleading results since the total number of
accidents fails to indicate serious safety problems when few, but severe,
accidents occur. Similarly, total cost may be misleading because a few ex-
pensive accidents may be atypical and, therefore, not representative of any
serious safety problem. Thus, following the procedure of Shulman and Taylor,
frequency - severity accident indexes (SI])t_] and (SIZ)t_] were created for line
(main or branch) and yard (including siding or way switching) track-related
accidents [5 ]. Changes in reporting methods of FRA accident reports in 1973
made it impossible to develop separate safety index measures for main and
branch line accidents.

The effect of federal track safety regulations may be reflected in
increased levels of expenditure for track maintenance. If railroads were
maintaining lines to levels below those required by the federal regulations,
the FRA standards would require higher expenditures, unless train speeds were
reduced. Additionally, the often cited "Toss of maintenance efficiency"
resulting from rigid enforcement of the regulations would raise track mainte-
nance expenses, although physical measures (rail and ties) would probably
remain unaffected.

In an attempt to identify the impact of FRA track safety standards on
the T/M decision, a dummy variable (DUMMY), which indicated the presence or
absence of the standards, was included in the analysis. Unfortunately,
comparable railroads not subject to FRA track standards were not available to use
as controls. Thus, this approach and its results must be viewed with caution,
for rival hypotheses are available. For example, given that tie installation
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since the early 1950s and in the 1960s was less than normalized, as Dyer has
noted, and given a 30-year maintenance cycle, mounting tie replacement re-
quirements would place considerable pressure on management to increase
expenditures, regardless of FRA safety standards [40].

(3) Resources

The model included three variables to reflect the financial dimension
of the T/M spending decision. The clearest message promulgated by the rail-
road industry (in testimony before the FRA, during interviews, and in trade
literature) has been that operating revenues (REV) have the greatest single
influence on the size of the maintenance-of-way budget; the implication, of
course, is that if sufficient revenues were available, track-related accidents
would largely disappear. The fixed nature of track and structures combined
with the difficulty in recovering investment costs should bankruptcy occur, as
well as the betterment accounting system, make external sources of financing
for track-related programs difficult to obtain and place much greater reliance
for such expenditures on internally generated operating revenues. The practice
of deferring maintenance programs in lean years and implementing them in good
years, moreover, is probably widespread. Thus, when traffic and revenues
decline, not only are fewer funds available, but also a smaller proportion of
those funds may be allocated to maintenance programs.

The variable measuring rate of return on investment (ROI) provided an
indication of the carrier's ability to generate funds. In addition, ROI was
used as a qualitative (grouping) variable (see Table 12) to assess the impact
of key variables on financially weak or strong carriers. A confounding influ-
ence, however, is dividend policy; the amount of net income paid out in divi-
dends (DIVIDEND) 1imits revenues available for track maintenance expenditures.

Finally, the ratio of the AAR price index without the fuel component to
the total index (PIR) was included for control purposes. This ratio reflected
the additional budget needs of the operating departmziat vis a vis the mainte-
nance function as fuel prices increased.

Accident and Speed Models

In order to identify and evaluate statistically significant changes in the
incidence of track-related accidents, or the average system train speed since
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the introduction of FRA track safety standards, accident and speed models

were specified and tested with the same data base. In specifying the accident
model, only the variables in the original data set that were determined to be
essential, both a priori and from a regulatory and control point of view, were
included. These variables represented the presence or absence of track safety
standards (DUMMY), axle loads (WEIGHT), track condition/speed (SPEED), and
resources, i.e., lagged variables representing the carrier's ability to under-
take a commitment to track maintenance. Similarly, for the speed model, only
variables deemed essential were analyzed. Besides DUMMY and lagged resource
variables, only LENGTH was included in this model.

DATA COLLECTION

Track maintenance and related data for all the Class I railroads in 1978
essentially were developed from two secondary sources: the ICC's Annual R-1
Report and the FRA's Annual Safety Statistics. FRA accident data, however,
were available only in summary form prior to 1966; consequently, more detailed
accident data were collected only for the 1966-1977 period. Although variable
transformations or redundancy reduced the total number of variables for
analyses to nineteen, a complete raw data file containing the component parts
of variable transformations, as well as the redundant variables, was created
as part of this project. A detailed description of this file is found in the
Appendix.

Aggregation

With the exception of the Clinchfield, the Long Island, and Conrail, the
analysis was conducted with data for all Class I railroads in existence in
1978. During this period, several bankruptcies, mergers, and acquisitions
took place. In order to achieve comparable year-by-year statistics, the data
for assimilated railroads were aggregated with data for "parent" railroads
(see Table 13). In one case, although the name of the surviving entity was
the Norfolk Southern, the actual continuing firm was the Carolina and North-
western,and from 1965 until the merger, the Carolina and Northwestern was a
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Table 13. Class I Rajlroads and Assimilated Companies

Atchison, Topeka and Santa Fe
Boston & Maine Corp.
Baltimore & Ohio
Bessemer & Lake Erie
Burlington Northern
Chicago, Burlington & Quincy
Great Northern
Northern Pacific
Spokane, Portland & Seattle
Chicago & North Western Transportation Co.
Chicago Great Western
Chesapeake & Ohio
Colorado & Southern
Chicago Milwaukee, St. Paul & Pacific
Central R. R. of New Jersey*
Central R. R. of Pennsylvania
Conrail Corp.*
Chicago, Rock Island & Pacific
Chicago, Rock Island & Gulf
Clinchfield*
Delaware & Hudson
Denver & Rio Grande Western
Duluth, Missabe & Iron Range
Detroit, Toledo & Ironton
Elgin, Joliet & Eastern
Erie Lackawanna*
Florida East Coast
Fort Worth & Denver
Grand Trunk Western
ITlinois Central Gulf
Gulf Mobile & Ohio
Kansas City Southern
Louisiana & Arkansas
Louisville & Nashville
Monon (Chicago, Indianapolis & Louisvilie)
Long Island* )
Lehigh Valley*
Missouri-Kansas-Texas
Missouri Pacific
Chicago & Eastern I1linois
Texas & Pacific
Norfolk & Western
New York, Chicago & St. Louis
Pittsburgh & West Virginia
- Wabash
Pittsburgh & Lake Erie

*Not included in statistical analyses.
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Table 13.

Class I Railroads and Assimilated Companies (Continued)

Penn Central Transportation Co.
New York Central
New York Connecting Railroad
Pennsylvania
New York, New Haven & Hartford
Reading*
Seaboard Coastline
Atlantic Coastline
Seaboard Air Line
Piedmont & Northern
St. Louis-San Francisco
Soo Line R. R. Co.
Duluth, South Shore & Atlantic
Minneapolis, St. Paul & Sault Ste. Marie
Southern
Alabama Great Southern
Cincinnati, New Orleans & Texas Pacific
Georgia Southern & Florida
New Orleans & Northeastern
Norfolk Southern
Central of Georgia
Southern Pacific
Texas & New Orleans
Pacific Electric
St. Louis-Southwestern
Union Pacific
Western Maryland
Western Pacific

* Not included in statistical analyses.
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Class II railroad. For the purpose of consistency in aggregation, R-2
reports for the Carolina and Northwestern were obtained from the ICC and
included in the study.

Three carriers -- the Consolidated Rail Corporation, the Clinchfield,
and the Long Island -- were excluded from the study because of atypical
conditions. Conrail's massive federally financed track maintenance program
involved the elimination of enormous amounts of deferred maintenance in
the properties of the bankrupt carriers that were taken over when Conrail
was formed. Hence, Conrail had a maintenance program in a scale and time
frame completely different from that of other carriers. Conrail, moreover,
was developed from selected portions of the bankrupt carriers; thus, aggre-
gation of the bankrupt carriers' data would not have been meaningful. The
Clinchfield was excluded because of its unique ownership and funding status
within the Family Lines System. Finally, the Long Island was excluded
because it is primarily a suburban passenger carrier (relatively high train
frequencies and relatively low axle loadings) with track maintenance condi-
tions quite distinct from those of freight-oriented Class I carriers.

ANALYTICAL TECHNIQUES

In the current type of empirical study, the data analysis has the poten-
tial for certain statistical as well as logical problems. On the stqtistica]
side, a common data base suitable for model estimation is available only for
16 annual observations and for 31 Class I railroads.

If a time-series analysis is desired, the number of degrees of freedom
for measuring model error are likely to be too small for much trust in the
reliability of the model. If a cross-sectional analysis is desired, the number
of degrees of freedom--especially after the railroads are grouped according
to some single characteristic for homogeneity--are not Tikely to be large
enough to permit even a numerical solution.

This study is tractable only by augmenting the sample size with panel
data, i.e., by pooling time-series and cross-sectional data. This procedure
perfectly fits the research objective of explaining maintenance-of-way expendi-
tures by certain groups of railroads over time; however, it may cause statis-
tical difficulties of considerable magnitude. It is not unexpected to find
time-series relations subject to the problem of autocorrelation and cross-
section relations subject to the problem of heteroscedasticity. While the
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existence of either problem destroys the usefulness of the statistical model
for making inferences, these problems are easy to diagnose and to correct when
they exist singly in either a time-series or a cross-sectional relationship.
However, when panel data are employed, the problems may exist simultaneously
with the cross section being heteroscedastic and the time series being auto-
correlated. In this situation, diagnosis and remedial action is not simple;
unless a generalized estimation approach is employed which guarantees the
absence of both problems, the estimated model is not useful for statistical
inference.

Logical errors in analysis may be committed-when cross sections .of data
are used in testing a statistical model. As Swamy points out, there are two
types of difficulties which arise with the use of cross-sectional data [41].
The first difficulty is that it is unlikely that interindividual differences
can be explained by a simple regression equation with a few independent
variables. While individual cross-sectional units may respond to exogenous
influences over time, differences among units within a time period, when the
exogenous or "market" forces are constant, become much more difficult to
explain. The other difficulty is that, in cross-sectional models, the implicit
assumption is that all individual units are subject to identical behavioral
patterns in all regards. Unless this unlikely assumption is true (and this
study will treat this assumption as a statistically testable proposition), a
macro equation, obtained by aggregating a micro equation over micro units,
will have biased coefficient estimates.

Statistical Methodology

A1l of the difficulties mentioned above, statistical and logical, can be
managed and eliminated by employing a random coefficient regression (RCR) model
developed by Swamy [41]. The difficulties are managed by allowing the co-
efficient vector of a regression model to be a random variable to account for
interindividual heterogeneity (if, in fact, the heterogeneity assumption is
warranted). Thus, the RCR model allows corresponding coefficients to be
different among the various individual cross-sectional units. The RCR model
then focuses on estimating the mean and variance of the vector of regression
coefficients. It should also be noted that Swamy's procedure provides Aitken
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generalized least squares estimators - the estimator for the mean vector is
consistent and asymptotically efficient while the estimator of the variance-
covariance matrix of the coefficient vector is unbiased and consistent [41].
The Aitken procedure guarantees the absence of both autocorrelation and
heteroscedasticity in the estimated relationships. The resulting statistical
properties, particularly with the large sample size in this study, allow all
relevant statistical inference procedures to be employed.

TESTS OF HYPOTHESES

The RCR program provides a test statistic to test the null hypothesis:
o° Bp=Bp= ..o =By=8:

where 85 is a (Ax1) vector of fixed coefficients and where A is the number of
independent variables in the regression equation. If H0 is not rejected, it
can be concluded that all of the individual (cross-sectional)units are homo-
genous with respect to the coefficient vectors By~ The panel data can then

be pooled without bias in estimation. Even with fixed coefficient estimation,
the Aitken generalized least squares procedure is employed, and the resulting
estimations are free of autocorrelation and heteroscedasticity.

The test statistic has the asymptotic distribution of x> with A(N-1)
degrees of freedom, where N is the number of railroads in the equation. If
X2 is small, a fixed coefficient model is used; if x* is large, the RCR
model must be employed.

Other tests of hypotheses will be conducted on the coefficients of the
independent variables specified in Section 2 above. The RCR program provides
t-statistics for each independent variable used to perform single coefficient
t-tests of statistical significance on each variable. The final equation or
equations are selected on the criteria of good statistical fit and highest
significant t-statistics from among required groupings of variables.
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4, STATISTICAL ANALYSES

This section contains the statistical study of the track maintenance,
accident, and speed models presented in Section 3 and has three parts.
The first part provides an overview of the statistical study and a
summary of key findings. The second part contains a detailed discussion
of the track maintenance models. Finally, the third part includes the
analyses of accident and speed models.

OVERVIEW OF STATISTICAL STUDY AND KEY FINDINGS

The statistical analyses focused on three areas: track maintenance
spending, track-related accidents, and system train speeds. In general,
the task was to evaluate statistical models developed from the theoretical
framework formulated in Sections 1-3. To a considerable extent, the
accuracy, aggregation, and availability of data from public sources
restricted this task. Given publicly available data, the smallest unit
of observation is the Class I railroad, while the unit of time is one
year. Variable measurements, therefore, represent annual systemwide
averages. This level of aggregation means that the study results provide
only a general profile of track maintenance, accident, or train speed
behavior in response to the multiplicity of overlapping influences on
such behavior.

The analytical technique used to develop final statistical models
and test hypotheses was random coefficients regression (RCR). The
nature of the study (time series and cross-sectional) made RCR essential
from a statistical, theoretical, and logical point of view.

Track Maintenance Expenditure Models

Although statistical analyses were conducted in three related
areas, the primary objective was to explain track maintenance behavior.
Both financial and physical measures were used to represent track maintenance
activity. For expenditure models, the research questions were:
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« Which variables best explain how current operating revenues
available to a railroad are allocated to track maintenance?

. Does a railroad devote a decreasing, constant, or increasing
proportion of its available resources to track maintenance
in response to key variables?

To answer these questions, regression models with track maintenance
expenditures per track mile (TMEXP) and track maintenance expenditures
as a proportion of total annual operating revenues (TMRATIO) were
estimated. Both for a priori reasons and for purposes of regulation and
control, variables representing speed (the change in average system
train speed or A SPEED), accidents (the number of accidents per million
gross ton miles, lagged one year (ACC)t_1, and the frequency-severity
accident indexes (SI])t_1 and (SIZ)t_]), and the introduction of FRA
safety standards (DUMMY) were entered into models on an obligatory
basis. Because measurements for accident indexes were available only
for an eleven-year (1967-1977) period, models were developed for two
time frames: (1) 1962-1977, where (ACC)t_1 was used and (2) 1967-1977,
where the indexes (SI])t_1 and (SIZ)t_] were included.

In addition, analyses of track maintenance expenditure models were
made for two different levels. Initially, industry models were developed
and evaluated. Subsequently, final industry models were tested on six
subgroups.

Key Findings

The results indicate that available operating revenues heavily
influence industry track maintenance expenditures. Yet, operating
revenue per track mile (REV) is highly collinear with other a priori
variables of interest. Thus, the track maintenance ratio model (TMRATIO),
which permits REV to be removed as an explanatory variable but keeps REV
in the model equation and avoids the use of possibly deficient deflator
data, was conceptually superior.
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Safety-Related Variables. In TMRATIO models, safety-related variables
are statistically significant predictors. In particular, the years since

FRA standards were instituted are associated with nearly a 1 percent

increase in the proportion of revenues allocated to industry track maintenance

expenditures. Also, track maintenance expenditures show a significant

positive response to unit increases in track-related accident rates.

The 1ink between safety standards and track maintenance expenditures, '
however, must be viewed with caution. The statistically significant
upward shift in average track maintenance spending after 1972 may be the
result of factors such as major renewal programs which, in turn, may
have been the result of growing revenues or of anticipated growth--in
coal or grain traffic for example--or of strategic goals that require
upgrading service quality.

Furthermore, the analyses of railroad groups indicate that safety-
related variables exhibit differential effects on various groups. Track
maintenance decisions of railroad companies that operate trains at
higher speeds appear to be more sensitive to accident rates and the
introduction of FRA safety standards than similar decisions of companies
that have slower average system train speeds. As one might intuitively
expect, railroads with very low operating speeds seem not to be affected
by FRA standards in their track maintenance allocations perhaps because
the speeds are already so low that the standards do not serve as a
disincentive to low track maintenance allocations, or perhaps because
the carrier lacks the resources to undertake the major upgrading which
would be required. '

Large railroads appear to be more sensitive in their maintenance
decisions to accident rates, perhaps because they possess the resources
to undertake major rehabilitation. Profitable railroads appear to be
more sensitive to accident rates and to the establishment of the FRA
standards (contrary to indications given during interviews), while
high density network systems seem more sensitive to accident rates than
Tow density network systems.
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For regional groups, the track maintenance expenditures of southern
railroads appear more responsive than the expenditures of northern
carriers to accident rates. Finally, for the passenger group, all
models show accident variables with statistically significant coefficients
that are larger for the passenger than for the nonpassenger groups. Not
surprisingly, TMEXP and TMRATIO for railroads with passenger operations
are more responsive to (ACC)t_] than carriers without such operations.

Train Speed and Car Weight. Overall, the change in average annual
system train speed (A SPEED) was not a significant factor in the study

of track maintenance spending.- In regression equations for all railroads,
A SPEED was not a statistically significant predictor of TMEXP or TMRATIO.
In the analyses of subgroups, only TMEXP was responsive to A SPEED in
medium size, low ROI, or Tow density railroad groups. For these groups,

a reduction in average annual system train speed has a significant

positive effect on the prediction of nominal track maintenance expenditures
per track mile.

On the industry level, although average system carload weight
(WEIGHT) has a significant direct effect on nominal track maintenance
expenditures per track mile (TMEXP), it is not a significant predictor
of real resources devoted to track maintenance (TMRATIO). For speed
groups, although significant relationships are found in the low speed
group, WEIGHT has a significant influence on the prediction of both
track maintenance expenditure measures only in the medium speed group.
Unlike speed groups, network-size groups show no significant relationships
between WEIGHT and TMRATIO; when TMEXP is the dependent variable, statistically
significant relationships occur only for the medium and the large network
levels. For ROI groups, WEIGHT does have a significant effect on both
track maintenance measures, but only at the low ROI level. The results
for density groups are mixed; contrary results for medium and high
groups as opposed to low density groups make interpretation difficult.
The results are clear, however, for regional operations. Track maintenance
expenditures of the northern group appear more sensitive to changes in
average system carload weight. Finally, for passenger operation versus
nonpassenger operation groupings, no patterns are apparent with respect
to WEIGHT and track maintenance measures.
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Tie and Rail Replacement Models

The second approach taken for the analysis of track maintenance
activity was to estimate tie and rail replacement models. Besides the
variables found statistically significant in the industry level study of
track maintenance expenditures, a price index ratio (PIR) and the proportion
of continuous welded rail (CWRAIL) were tested. Other operating variables
such as DENSITY, SIZE, and LENGTH were not evaluated because they measure
much of the same theoretical influences as WEIGHT.

Other than REV, no variable is significant in any regression equa-
tion for all railroads, and REV is significant only in the TIES model.
In equations for carriers, other variables are significant, but changes
in signs or in significance make interpretation difficult.

Accident and Speed Models

In developing final accident and speed models, variables considered
essential (both a priori and from the point of view of regulation and
control) as well as nonobligatory variables were tested. For accident
models, the obligatory predictors were DUMMY, WEIGHT, and alternatively,
(TMRATIO)t_], (TMEXP)t_1, or (REV)t_]; others tested were ROI, (TIE)
(RAIL)t_1, LENGTH, and DENSITY. Regardless of the combination of
variables, accident models did not give useful results, primarily

t-1°

because a meaningful measure of track condition could not be included in
the models tested, and because the level of aggregation tended to blur
the effects of the variables that were included.

Except for the substitution of LENGTH for WEIGHT, the same set of
obligatory variables was specified for models of average system train
speed. Nonobligatory variables, however, included only (TIES)t_1,
(RAIL)t_1, DENSITY, and SIZE. The regression results for all railroads
show that a significant reduction in average system train speed occurred
after the introduction of FRA track safety standards. LENGTH, (REV)t_],
and the nonobligatory variables were not statistically significant. The

results for lagged track maintenance measures are unclear and must be

used cautiously. Although there are several possible explanations for
the negative signs of the significant (TMRATIO)t_] and (TMEXP)t_1
the results were contrary to initial theoretical expectations. Finally,

coefficients,
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no other variables proved statistically significant in regression models
for all railroads.

ANALYSIS OF TRACK MAINTENANCE

In this part of Section 3, track maintenance models are developed
and discussed. The initial focus is on financial measures (TMEXP and
TMRATIO) of track maintenance. In order to analyze financial measures,
industry models were developed and evaluated first. These models were
then tested on the six subgroups of railroads. The ensuing discussion
covers models that use physical measures as dependent variables. Although
a similar approach was taken for the analysis of physical measures of
track maintenance, the investigation was largely unproductive and the
discussion of it is Timited.

Track Maintenance Expenditure Models

In developing regression results for track maintenance expenditure
models, the two research questions asked were: Which variables best
explain how operating revenues available to a railroad are allocated to
track maintenance? Does a railroad devote a decreasing, constant, or
increasing proportion of its available resources to track maintenance in
response to key variables? To answer these questions, regression models
were estimated where track maintenance expenditures per track mile
(TMEXP) and track maintenance expenditures as a proportion of total
annual operating revenues (TMRATIO) were the dependent variables.

In developing explanatory equations, variables representing speed,
accidents, and the introduction of FRA track standards were entered into
the models on an obligatory basis, both a priori and for purposes of
regulation and control. Specifically, these variables were: the change
in average system train speed (A SPEED); the number of accidents per
million gross ton miles lagged one year (ACC)t_]; the severity-frequency
accident indexes for line (main or branch) and yard (including siding or
way switching) segments lagged one year (SI])t_1 and (SIZ)t_], respectively;
and the dummy variable for the introduction of FRA safety standards
(DUMMY). Subsequently, other independent variables, alone and in
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combinations, were evaluated in the presence.of the obligatory variables.
As later discussion will demonstrate, however, the results did not yield
any compelling reason for keeping (SI])t_1 in the final models.

Regression Results for A1l Railroads

(1) 1962-1977 and (ACC),_; as the Measure of Accidents

The random coefficients regression equations for the final industry
models are shown in Tables 14 and 15. Considering TMEXP models for the
16-year (1962-1977) period first (see Models 1 and 2, Table 14), it can
be seen that when the annual operating revenue variable (REV) is added
to A SPEED, (ACC). ;. and DUMMY, as well as average carload weight
(WEIGHT) (which was the only other nonobligatory predictor found signifi-
cant in other models), the results are those that appear in Model 1.
(See Table 11 for variable definitions.) Only the coefficient of the
REV variable is statistically significant.* Likewise, when other inde-
pendent variables are included in the model with REV and the obligatory
variables, only REV is statistically significant.

Plots of values among the independent variables, however, indicate
high collinearity of REV with other independent varjables. While the
importance of REV in explaining TMEXP is recognized, the collinearity
indicates that REV is capturing the independent effects of other variables
and is dominating the other coefficients and standard errors.

As shown in Model 2, when REV is removed and other independent varia-
bles are evaluated, only WEIGHT is statistically significant in the presence
of the obligatory variables. Nevertheless, every coefficient in Model 2,
except for A SPEED, is statistically significant at the .01 Tevel and has the
expected sign. Furthermore, when DENSITY, DIVIDEND, and ROI are added, none
is statistically significant. When the price index ratio (PIR) is added
to the equation, its coefficient is highly significant, but has the
wrong, i.e., negative sign. Since there is no a priori support for a

*
A1l t-tests for regression coefficients are one-tailed tests since
there are a priori expectations of signs of coefficients.
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negative coefficient, the result is judged to be a spurious relationship,
and PIR was eliminated from the regression.

Thus, Models 1 and 2 provide some evidence on which factors determine
levels of TMEXP. It appears that track maintenance expenditures per
track mile are positively related to current revenues, the number of
accidents in the previous period, average carload weight, and the introduc-
tion of FRA track safety standards.

However, a second research question, as noted above in the section
on delineation of the track maintenance model, was also of interest. A
determination was to be made whether railroads devote a decreasing,
constant, or increasing proportion of their available resources to track
maintenance in response to key variables. Hence, the analytical focus
in this case shifts to Model 3 (Table 14) and to the ratio of track
maintenance expenditures to operating revenues (TMRATIO). Furthermore,
when TMRATIO is employed as a dependent variable (see Model 3), the
model determines the railroad and industry action toward road rehabili-
tation, since TMRATIO represents commitment of real resources. Moreover,
because track maintenance is essentially funded from operating revenues,
TMRATIO represents the share of available financial resources the company
is willing to commit to the maintenance function vis-a-vis other
departments.

The random coefficients regression results indicate that the industry
as a whole does have a real resource position on maintenance of way that
is responsive to equation variables. Although WEIGHT is not a significant
predictor, the signs of variables correspond to those in Models 1 and 2,
and both DUMMY and (ACC)t_] are statistically significant at the .01
level.

(2) Alternative Accident Measures for 1967-1977

In Table 14, the track-safety variable was measured by (ACC)t_],
the total number of accidents in the previous year. However, this
measure has a major weakness because it fails to capture the impact of
the severity of accidents. To remedy this weakness, ACC was replaced by
two measures: SIT and SI2. Since the data necessary to calculate SII
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and SI2 were available only for the period 1967-1977, regressions with
the dependent variables TMEXP and TMRATIO were run for that period; the
results are presented in Table 16.

Table 16 shows that when (SI1)_; and (SI2)_; are both in the equation
(Model 1), the coefficients of DUMMY and WEIGHT are significant, while
the coefficient of A SPEED is not. This pattern is the same as when
(ACC)_] was employed as an explanatory variable. However, the coefficient
of (SI2)_; is significant, and the coefficient of (SI1)_4 is not. The
unimportance of (SI1)_; as a variable seems further to be borne out by
the small magnitude of the coefficient estimate. Since there did not
seem to be any compelling reason to keep (SI])_1 in the equation as a
maintained hypothesis, (SI])_] was eliminated. The preferred equation
is shown as Model 2 in Table 16.

The eleven-year industry models (3 and 4 in Table 15) with the
alternative accident measure essentially corroborate the results of the
corresponding industry models (2 and 3 in Table 14) for the 1962-1977
period. Accident variables have a significant influence on the prediction
of nominal (TMEXP) and real (TMRATIO) track maintenance expenditures.
Moreover, after the introduction of FRA track safety standards, there
was a statistically significant increase in the industry's track mainte-
nance expenditures (as defined in this study). An exception, however,
is WEIGHT. Although the average system car weight has a positive effect
on the prediction of nominal track maintenance expenditures, it is not a
significant predictor of real resources (as measured by TMRATIO) devoted
to track maintenance.* Finally, in no industry model was A SPEED a
significant variable.

*
It should be emphasized here that a]though consistent results for 16-
and 11-year models enhance confidence in the findings, it does not
necessarily follow that inconsistent results diminish the findings.
Differences may result not only from replacing (ACC) E 1 with (SI2)

but also from changing the sample from 16 to 11 year t-1
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Regression Results for Rajlroad Groups. Different levels of six
characteristics defined the groups into which railroads were classified
for analysis (see Table 12). The selected characteristics represented

various network, operating, or financial factors likely to affect track
maintenance expenditures of railroad groups in different ways. The
purpose was to present a descriptive comparison of such differential
effects, as well as to investigate the results of industry models applied
to particular subsets of railroads. The comparisons are descriptive
rather than statistical because, in random coefficients estimation, the
nroblem is that the total sum of squares will not necessarily partition
into an error sum of squares and a model sum of squares. This result thus
precludes, for example, any analysis based upon general analysis of
covariance.

In addition, although the primary focus is on the TMRATIO model
(Model 3, Table 14), the equivalent TMEXP model (Model 2, Table 14) was
included in the analyses of subgroups in order to provide additional
information and possible corroborative evidence. Tables were developed
to show simultaneously the results of all models (16- and 11-year models
for both TMEXP and TMRATIO) for each level of the grouping variable.
Although somewhat cumbersome, the arrangement of tables allows one, by
concentrating on a particular level (e.g., high speed) and variable
column (e.g., WEIGHT), to identify easily any differences in model
results. Finally, before proceeding to the results, it should be noted
that although carriers were placed into "like" groups with respect to
the blocking characteristic, x> tests of homogeneity indicated diverse
behavior even within groups to be the rule rather than the exception.

(1) Average System Train Speed

Focusing on A SPEED in Table 16, it is seen that, as in the aggre-
gate industry models, A SPEED is an insignificant predictor. By contrast,
accident measures are significant in eight of the twelve models. With
one exception (i.e., as a predictor of TMEXP in the high speed group),

coefficients of (ACC)t_] are significant predictors.
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The size of these coefficients increases as the level of speed goes
from Tow to high. This suggests that track maintenance expenditures
become more sensitive to the number of accidents per million gross ton
miles in the previous year as the group level of average system train
speed increases.

Eleven-year models with (SIZ)t_] as the measure of accidents confirm
the significant influence of accidents in predicting TMEXP, but not in
predicting TMRATIO. For the 11-year TMRATIO models, however, the signs
and the relative magnitudes of (SIZ)t_1 coefficients are consistent with

the findings for (ACC)t_].

A similar pattern of results occurs for DUMMY in the 16-year time
frame. A1l but one of the coefficients of DUMMY is significant, and the
same hierarchy appears. The results of the 11-year models, though, are
mixed. Medium and high speed groups show DUMMY to have significant
relationships with TMEXP, but the hierarchy of coefficients is reversed.
Furthermore, DUMMY is not a significant predictor of TMRATIO in the 11-
year models. Although significant relationships are found in the low
speed group, the medium speed group is the only group in which WEIGHT
has a significant influence on the prediction of both track maintenance
expenditure measures. Thus, it appears that WEIGHT is statistically
important only in the medium speed group.

(2) Network Size

While the response of both track maintenance expenditure variables
to (ACC)t_], (SIZ)t_1, and DUMMY varies among size groups, only TMEXP
has a statistically significant response to A SPEED and WEIGHT. As
shown in Table 17, a consistent pattern of results occurs for accident
measures for the large railroad networks. Both (ACC)t_1 and (SIZ)t_]
are significant predictors of TMEXP and TMRATIO. On the other hand,
DUMMY exerts its greatest influence in the medium size group. Although
the coefficients of DUMMY in the 16-year TMEXP models are greater in the
large group than in the medium and small group, only the medium group
shows DUMMY to have an effect on TMRATIO.
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A SPEED and WEIGHT are significant predictors of TMEXP only for
medium or large groups. The coefficients of A SPEED have negative
signs, an indication that a net reduction in average system train speed
has a positive influence on the prediction of TMEXP. In contrast, the
signs for WEIGHT are all positive, but coefficients are greater in the
large group.

(3) Return on Investment

As shown in Table 18, accident variables are significant in all
models for medium and high ROI Tlevels. Coefficients of (ACC), , and
(SIZ)t_] in regressions of the middie level group, however, are roughly
twice as large as corresponding coefficients found in the high ROI
level. Thus, it appears that track maintenance expenditure decisions of
less prosperous, though not poor, railroads (middle level) are relatively
more sensitive to accidents than similar decisions of relatively
prosperous or poor carriers (high and low ROI levels, respectively).

The third safety-related variable, DUMMY, is a consistently signifi-
cant predictor only for the high ROI group. Apparently, more profitable
carriers have had a significant increase in track maintenance expenditures
after the introduction of FRA track safety standards. Although the low
ROI group does show a significant positive relationship between the
introduction of the standards and dollars spent per track mile in each
time frame, real resource (TMRATIO) models do not show DUMMY to be
significant.

Altogether, with the exception of DUMMY's significance in the high
ROI group models, these results are basically consistent with the framework
developed in Section 2. Regardless of the financial condition of the
railroad visited, senior officials consistently indicated in interviews
that, while accidents are often important in the decision process, FRA
track safety standards had relatively 1ittle influence on track maintenance
spending decisions. Similarly, the case study presented above demon-
strated how accident costs might affect the investment decision, especially
for low density branch lines, and also highlighted the economic incentives
for accepting the slow orders, temporary or permanent (via downgrading
the track classification), that the FRA might impose on the branch lines
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where speed-related savings are not sufficient to justify normalized
maintenance. The significance of the exception, of course, is tentative,
for the high ROI group's increase in track maintenance expenditures

after the introduction of safety standards may simply reflect rising
levels of traffic and revenue during the same period or, possibly,
independent renewal programs for track laid just after World War II.

In three of the four models for the low ROI group, WEIGHT is a
significant predictor of either TMEXP or TMRATIO. In the high ROI
group, WEIGHT is significant in the TMEXP models for the 16-year period
only; in this group, TMRATIO is unresponsive to changes in average
system carload weight.

(4) Traffic Density

As shown in Table 19, safety-related variables affect density
groups differently. (ACC)t_1 or (SIZ)t_1 coefficients all exhibit
expected signs and are significant in ten of twelve models. Although
accident variables are consistently significant predictors of track
maintenance expenditures for all density groups, expenditure measures
essentially are successively more responsive to changes in (ACC)
(SIZ)t_] for medium and high density railroads.

-1 and

Like accident variables, DUMMY affects density groups differently.
The results, especially for TMRATIO models in the 16-year time frame,
are basijcally the same as the findings for accident variables in either
time frame. The significant coefficients of DUMMY indicate that DUMMY
has successively greater influence on the prediction of track mainte-
nance variables as density levels progress from low to high. Apparently,
many medium and high density railiroads have spent more nominal dollars
for, and devoted a greater share of operating revenues to, track mainte-
nance since 1972,

Unlike the results for safety-related variables, the results for
A SPEED and WEIGHT are mixed. A SPEED is a significant predictor of
TMEXP in the low density group, but the signs change in other models;
in addition, A SPEED is not significant in any of the TMRATIO models.

Likewise, Tlittle corroboratory evidence is shown in the results for
WEIGHT.
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(5) Regional Operations

The track maintenance expenditures of southern railroads appear
more responsive than the expenditures of northern carriers to accident
variables (see Table 20). A1l four models for the southern group show
(ACC)t_] and (SIZ)t_] as statistically significant variables that have
larger coefficients in the southern group than in the northern group.
The results for DUMMY, however, are mixed. While the southern group
appears more responsive to DUMMY in the 16-year models, 11-year models
suggest the opposite. Like the 11-year model results for DUMMY, the
coefficients of WEIGHT also indicate that track maintenance expenditures
of the northern group are more sensitive to changes in WEIGHT. A SPEED,
however, is uniformly insignificant.

(6) Passenger Operations

Not surprisingly, TMEXP and TMRATIO for railroads with passenger
operations are more responsive to (ACC), ; or (SI2), ; than carriers
without such operations. For the passenger group, all models show
accident variables with statistically significant coefficients that are
larger for the passenger than for the nonpassenger groups (see Table 21).
Although the results for DUMMY also exhibit a relatively high degree of
consistency, it is the nonpassenger group, rather than the passenger
group, that appears to have undertaken increased track maintenance
spending after the introduction of FRA track standards. The results for
WEIGHT, however, are mixed, and no patterns are apparent.

Tie and Rail Replacement Models

An attempt was made to estimate both tie replacement (TIES) and
rail replacement (RAIL) models. Both TIES and RAIL were regressed
against DUMMY, A SPEED, (ACC)_], and WEIGHT. Since the right-hand side
of the final track maintenance expenditure equations has no financial
variables, the explanatory variables in expenditure models should apply
equally to physical models. In addition, the analysis included the
price index ratio (PIR) and the proportion of CWR in the network system
(CWRAIL), because these predictors had a strong 1ikelihood of being
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significant. Other operating variables such as DENSITY, SIZE, and

LENGTH were not included in the physical models because, in track mainte-
nance expenditure models, they were highly collinear with WEIGHT; in

fact, these variables measure much of the same theoretical influences on
physical maintenance-of-way activity. WEIGHT, moreover, is the theoretically
superior and thus the preférred measure. Finally, as in the expenditure
models, REV was evaluated in the presence of the priori variables.

Unfortunately, in the priori models no coefficient is statistically
significant. Likewise, when the variables PIR and CWRAIL are added to
these models, both singly and in combination, no coefficients are significant.
When REV is added to the equation, however, it is significant, but only
in the TIES model. As before, no other predictors are statistically
significant. Thus, TIES is responsive only to changes in REV; i.e.,
industry tie replacement rates are directly related to the level of
industry revenue per track mile. Caution must be exercised when inter-
preting these results because multicollinearity was apparent in the
individual time series regressions. While significant coefficients for
REV were all positive, considerable shifts in sign or in significance
occurred for other variables in the individual equations.

The problem, of course, is that rail and tie replacement rates are
only two of several physical measures of track maintenance. Miles of
surfacing, cubic yards of ballast placed, and miles of ditching, are
other physical measures that could be used to represent track mainte-
nance efforts. RAIL and TIES were, however, the two variables for which
data were publicly available. Given the number of activities for which
track maintenance dollars can be spent, it is not surprising that the
physical models included in this study were disappointing.

ACCIDENTS AND TRAIN SPEED

Accident Models

In specifying an accident model, three variables are considered
essential to the model, both a priori and from the point of view of
regulation and control. The variables are DUMMY, WEIGHT, and lagged
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variables representing the carrier's ability to undertake a commitment

to maintenance of way. (The lagged variables were represented alterna-
tively by (TMRATIO)t_], (TMEXP)t_], or (REV)t_].) Besides the obligatory
variables, nonobligatory predictors included in the models tested,

either alone or in combinations, are ROI, (TIE), ;, (RAIL), ;, LENGTH,
and DENSITY.

In general, the accident models did not perform well statistically.
The results of estimating these models are given in Table 22. Using the
total number of accidents per year (ACC) as the dependent variable, only
weight is significant in explaining ACC, and then, only when (TMRATIO)t_]
is included in the equation. When (TMEXP)t_] and (REV)t_] are included
in the model, no coefficients are statistically significant. Thus, the
relationship between accidents and track maintenance expenditures appears
to 1ie in one direction, for while (ACC)t_] is significant in explaining
both TMEXP and TMRATIO, neither (TMEXP) nor (TMRATIO)t_.l is statistically
important in the prediction of ACC.

t-1

When nonobligatory variables are added to the equation, above or in
combination, no coefficient of any variable is statistically significant
in regression models for all railroads. Furthermore, the results of the
regression equations for individual carriers showed frequent changes in
the sign, significance, and size of variable coefficients as different
railroads and different models for the same railroad were examined.
Variable transformations and interaction terms did not make a difference.
Fluctuations in coefficient attributes, moreover, were apparent among
weak (Tow ROI) and strong (high ROI) railroads.

Two related reasons help to explain the poor performance of the
accident models. First, what should be the most important explanatory
variable, track condition, is not included in the model because the data
gathered from public sources and the level of aggregation precluded its
use. Second, the level of aggregation, which provides only average
network system measurements, tends to blur the effects of independent
variables in the accident models. To provide meaningful results for
assessing current track safety regulations or developing new safety
policies, accident models should be situation specific, that is, they
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should focus on specific line segments and include measurements of
explanatory/policy variables directly related to the given segments.

Speed Models

In speed models, the variables specified as essential to the model
from the a priori and the regulatory and control perspective included
DUMMY, LENGTH, and track maintenance expenditure measures lagged one
year. Final models were developed also by evaluating other independent
variables (DENSITY, (TIES)t-l’ (RAIL)t_], and SIZE) in the presence of
the obligatory predictors. The results of estimating final models are
shown in Table 22. Although LENGTH and (REV)t_] do not have a significant
influence on the prediction of SPEED, other variables do, e.g., DUMMY,
(TMRATIO)t_], and (TMEXP)t_].
that a significant reduction in average industry train speed occurred
after the introduction of FRA track safety standards. The results for
track maintenance expenditure measures, however, are not as clear and
must be viewed with caution. The statistically significant coefficients
of both (TMRATIO)t_] and (TMEXP)t_] have signs that are contrary to
initial theoretical expectations. When railroads, in a given year,
devote a greater share of their operating revenues per track mile to

The results for DUMMY clearly indicate

track maintenance and spend more nominal dollars per track mile, one
would expect these actions to have a positive effect on average system
train speeds in the following year. A possible explanation of the
actual results is that the introduction of the safety standards has
meant a reduction in average system train speeds, which has led, in
turn, to increased track maintenance expenditures (for example, to
restore service levels at least over strategic routes), but these
expenditures have been insufficient to stem a significant amount of
track deterioration. Furthermore, while track safety standards might
have led some railroads to spend more on track maintenance in order to
maintain desired train speeds, other roads not so sensitive to speed-
related savings might have responded by allowing operating speeds for
many nonstrategic line segments to decrease, while maintaining or
increasing track maintenance programs for strategic routes.

91



5. SUMMARY

This section contains a discussion of the limitations and possible
uses of the track maintenance models developed in this research. In the
first part, the nature of the data which were used to develop the models
is discussed. - Particular attention is given to the limitations of the
data and the effect of these limitations on the models. Next, potential
uses of the track maintenance models which have been developed are
discussed. Finally, a summary of the findings of the models is presented.
Included in this summary is a suggestion for additional research which
would be required before the effects of modifications in the track
safety standards can be examined.

LIMITATIONS OF THE DATA

Application of the models of (1) track maintenance expenditures,
(2) track maintenance ratio, (3) accidents, and (4) physical components
of the track structure, which are used to study the impact of changes in
the nature of federal safety regulations, must be examined with respect
to the limitations of the models. The limitations stem from two sources:
(1) the nature of the data utilized to develop the models and (2) the
time frame associated with the data.

Sources

As was previously discussed, the development of the track mainte-
nance models was limited to publicly available data. Data of sufficient
detail for purposes of this study and reasonably consistent throughout
the time period and between carriers were available from only two sources:
the annual reports of Class I railroads to the Interstate Commerce
Commission (ICC Form R-1) and the accident reports filed by the carriers
with the Federal Railroad Administration (FRA), formerly filed with the ICC.
Both sources of data have some degree of uncertainty associated with the
quality of their data.
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Annual Reports of Railroads of Class I to the Interstate Commerce
Commission. Although the R-1 reports are based on a uniform system of

accounts, thereby providing some degree of reporting consistency between
the various railroads, reporting and recording errors were occasionally
found. For example, in several cases, where separate columns were
provided for debits and credits to a specific account, negative numbers
were entered in the credit locations, or positive numbers in the debit
location, or both. In other cases, numbers which were expected to add
_up differed significantly from the reported totals.

Other problems for users of time series data stem from changes in
the Uniform System of Accounts. These changes are of two basic types:
(1) revisions in the classification or categories for expense, revenue,
asset, and 1iability elements and (2) changes in the methods for deter-
mining values held in balance sheet accounts. Sizable differences in
the magnitude of certain variables may occur as a result of these and
other changes and thus impede the comparability of data over periods of
time that straddle such changes. For example, in 1963, the Interstate
Commerce Commission required Class I railroads to adjust the book cost
of their properties to a value determined by the Commission. This
change in the value of rail assets caused a discontinuity in the time
series relationships, e.g., for rate of return on net invested assets.
The stated asset values of some roads were increased by the adjustment,
while those of others were decreased.

The degree of aggregation of much of the R-1 data also introduces a
significant limitation. The postulated effect of several of the factors,
such as train speed and car weight, are based on specific values; values
obtajned from the R-1 reports are system average values. On large
systems, with heterogenous characteristics with respect to traffic
density and train speed, the system average values will differ from
those on a specific line. Thus, the use of system average values will
underestimate maintenance requirements on some lines and overestimate
them on others. If the effects of some parameters are nonlinear, the
overestimates and underestimates will not balance.
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Accident Data. The accident data utilized in the study were taken
from the accident reports that railroads filed with the Interstate
Commerce Commission and, later, the Federal -Railroad Administration.
Reports prior to 1965 contain only information on the toté] number of
accidents by cause. After 1965, however, copies of the individual
accident reports were available.

As with the R-1 reports, recording errors, reporting errors, and
changes in the reporting criteria affect the quality of the accident
data. Since the reporting threshold is based on the dollar value of the
damages, both the number of accidents reported and the value of the
damage reported are subject to inflationary effects. Moreover, the
reported cost of the accident reflects only damage to equipment and
facilities. Other .costs, which management should consider in assessing
the trade-offs between maintenance levels and accidents (such as train
delays and lost traffic), are not included.

The accident cause, as listed in the report, may also lead to some
bias in the analysis. During the interview phase of the study, several
officials were asked to comment on their perception of the reliability
of the reported causes. Responses ranged from "often questionable" to
"highly accurate." The degree of confidence varied with the procedure
that was established to determine cause when no clear-cut evidence was
available. It was suggested during interviews, for example, that often
the cause is determined by the highest ranking official on the scene,
who is 1likely to favor his own department if the cause is not obvious.
On rajlroads where great confidence was expressed in the accuracy of the
reported cause, interdepartmental committees were often established to
determine the cause of an accident in unclear cases. Given the lack of
confidence in the reported cause, the damage due to track-related accidents
as reported may not accurately indicate actual track-related damage.

Variables Selected

In reviewing the limitations of the model that has been developed,
it is helpful to review the model development phase and the selection of
variables that were used in the statistical analysis.
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The variables which were used in the development of statistical
analysis are presented in Table 11. By comparing these variables to
those postulated in the structural model of the track maintenance function
(Figure 9), the proxy nature of many of these variables is evident.

The primary transformation between the postulated independent
variables and the variables which were derived from publicly available
data is the system wide vis-a-vis line-specific nature of the variables.
Car weight is a good example of how system average values may diminish
the explanatory value of a parameter. A recent study indicated that
rail wear with 125-ton cars is 5 times that experienced with 100-ton
cars [17]. Thus rail wear is a function of the weight of individual
cars in addition to the total tonnage moving over the line. Average car
weight does not reflect sufficiently the actual spectrum of car weights
operating on an individual line.

In several other cases, variables which were postulated in the
structural model were either not quantifiable or not available in the
data base. Where possible, proxy variables were used to approximate the
effect of the theoretical variable. Track condition is a good example
of this type of approximation. Track condition is difficult to quantify,
and what values do exist are not included in publicly available sources.
The model utilizes the change in system average train speed to capture
the trends in track condition, i.e., as track condition deteriorates,
the imposition of additional slow orders reduces average train speed.
Average train speed may, however, be affected by other factors such as
longer trains, or attempts to reduce fuel consumption. Furthermore, for
one railroad, average train speed was reduced during periods of increased
maintenance spending, apparently due to train delays occasioned by the
maintenance operations.

Limitations Imposed by the Time Frame

The results of an analysis of time series data may also be affected
by the duration of the time series selected. The fairly long in-service
1ives of track components such as rail and ties require that time frames
be selected which are sufficiently long to capture the 1life cycles

95



of these components. However, time series which are of sufficient
duration to encompass component life cycles may also include other
factors which affect the maintenance function. Recent events which have
affected the allocation of maintenance resources include changes in car
size and weight, development of improved maintenance techniques, and
changes in managerial philosphy.

The time frames which have been utilized in the analysis represent
a compromise among the requirements of track component life. These time
frames minimize external influences and consider the availability of
sufficient data. However, changes in managerial commitment to the
preservation of the railroad infrastructure have affected the results of
several of the regression models. Other changes, such as the increasing
use of Tong high cars, unit trains and six axle locomotives, as well as
improved rail metallurgy and increased mechanization of maintenance
operations, are embodied in these time series.

USE OF THE MODEL

Nonetheless, the Track Maintenance Models developed in this study
are useful in analyzing the behavior and sensitivity of the industry as
a whole, as well as the railroad groups, to changes in the various
network, operation, or resource factors. The significance of the key
explanatory variables specified in the model provides insight into the
relative importance of each factor to the track maintenance budgeting
process. The equations permit quantitative estimates of track mainte-
nance expenditures both in terms of nominal dollars and as a proportion
of revenues. Changes in the magnitude of parameters such as car weight
and accidents can thus be examined in 1light of their impact on track
maintenance expenditures.

The focus of these models has been primarily on the track mainte-
nance allocations process, which is only part of the overall relationship
between track maintenance expenditures, track conditions, track-related
accidents, and FRA safety standards. The use of publicly available data
precluded the development of an objective measure of track quality,
without which it is impossible to say anything about how FRA safety
standards might be strengthened, altered or improved, or to explain the
impact of any revisions on the resources allocated to track maintenance.
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FINDINGS

In spite of the limitations imposed by the use of publicly available
data, this research has produced several interesting insights into the
effects of the federal track safety standards. The standards were
intended to reduce track-related accidents by imposing speed restric-
tions in accordance with track conditions. If the reduced speeds were
imposed on high-density 1ines, the increased operating costs associated
with decreased car and locomotive utilization would provide the economic
justification to increase maintenance expenditures. If, on the other
hand, the increased operating costs were not sufficient to stimulate
increased maintenance activity, the lower train speeds would enhance
safety.

Maintenance Expenditures

The results suggest that the imposition of the standards has had the
predicted impacts on both maintenance spending and on train speeds. In
the years since the standards were imposed, there has been a statistically
significant increase in the proportion of railway revenues which have been
devoted to track maintenance. As might be expected, those railroads which
operate trains at higher speeds appear to be more sensitive to the introduction
of the safety standards than those which operate with lower system speeds.
In contrast, the group of carriers which have very Tow system speeds were not
affected by the standards, possibly because the speeds at which they operate
were already lower than those which might be imposed by the federal standards.
Profitable railroads were also found to be more sensitive to the standards,
perhaps because they possess the resources to undertake rehabilitation efforts.

Train Speeds

It appears that average train speeds have also been influenced by the
imposition of the standards. The models indicate that the standards have had
a statistically significant negative influence on the prediction of average
train speeds. However, this result must be considered in light of other
influences, such as fuel conservation efforts, which may also have had negative
influences on operating speeds.
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Accidents

The major area in which the standards have not had the intended
effect is in the reduction of the number of track-related accidents. In
spite of the imposition of the standards, the accident rate has not
decreased; rather, it has increased. It is possible, of course, that
the imposition of the standards prevented a much larger increase in the
accident rate, but it is not possible to investigate this hypothesis.

The industry, however, is sensitive to accident rates in the mainte-
nance budgeting process. Carriers which are profitable operate at
higher average speeds; carriers which represent high density lines are
more sensitive to the accident rate than are slow, unprofitable, or low
density carriers.

ADDITIONAL RESEARCH

While these findings have illuminated some of the effects of the
FRA safety standards, they do not say anything about how the standards
might be altered or improved to increase their effectiveness. This
cannot be accomplished without an objective measure of track condition
which has been statistically related either to the occurrence of track-
related accidents or to the level of maintenance expenditures. Figure
10 illustrates the relationship between maintenance activities, track
condition, accident rates, and safety standards. The research detailed
in this report investigated the relationships labeled "A" and "B."

The next logical phase of research is noted as "C" and "D" in
Figure 10. The collection of specific, disaggregate track condition
data on specific railroad line segments, as well as the corresponding
accident data, will permit a statistical analysis of the relationship
between the two data sets. Alternative means of representing track
condition should be explored, including the possible formulation of a
weighted Track Quality and Use Index. The development of such an index
would provide a meaningful basis on which to predict accident probability.
Moreover, the index can provide the means to assess what maintenance
expenditures would provide the greatest reductions in accident probability.
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Figure 10. Relationships Among Maintenance, Track Condition, and Safety
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Safety Tape Variables

The Safety variables Fields 20-32 were derived in the following manner:
total damage (TOT-DMG - old files; sum of EQUIPDAMAGE and TRACKDAMAGE on

new file) was read off of each individual report which met the following
criteria:

1. It was an original report.

2. The cause code (CAUSE on old files CAUSE 1 on new files) was
related to track failure.

3. The damage of the incident was above the threshold. (The
threshold was calculated using deflated values of the
FRA's threshold).

The incident was classified according to speed (TRN - SPD on old file,
SPEED on new file) and whether or not hazardous materials were involved
(EXPZP on old, HAZMAT on new). Within each speed category (0 - 20 MPH = 1;
20 - 40 MPH = 2; 40 - 60 MPH = 3; over 60 MPH = 4) the total damage value,

the number of accidents, and the number of accidents involving hazardous
materials were calculated. )

The index variables fields 43 -~ 46, were calculated using the same total
damage and criteria above. However, each incident was classified according
to the type of track on which the incident occurred (DEFECT on olds files,
TYPTRACK on new files). The median values of accidents for the categories
"Main" (codes 1, 6, 7) or "Branch" (codes 2, 3, 8) were calculated. The

index was calculated by (median value * number of accidents in that category
+ Gross Ton Miles.
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APPENDIX B
REPORT OF NEW TECHNOLOGY

This report contains a statistical analysis of historical railroad maintenance-
of-way spending. As such no new technologies have been explored in this study.

55 copies
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