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NR. CHAIRMAN AND NEMBERS OF TBE a>MI'l"l'EE1 

) 

I WELCOME '.rBE OPPOR'l'ONITY TO APPEAR BEFORE YOO 10DAY TO DISOJSS '.rBE PLAN I 

SAVE SUBMI'l'TED 1t> CONGRESS FOR TRANSFERRING CONRAIL TO TSE PRIVATE SECTOR 
Qt 

AFTER ALMOST A DECADE OF PEDER.AL B'l'EWARDSBIP. IN REACHING MY DECISION, I 

BAVE UP'l' IN MIND TBE SACRIFICES AND SECORI'l'Y OF CONRAIL'S EMPLOYEES, THE 

NEEDS OF ITS SHIPPERS AND TBE INTEREST OP ITS MAJORITY STOCKHOLDER: THE 

AMERICAN TAXPAYER. WE BAVE LABORED LONG AND BARD TO REACH A RECOMMENDATION 

'l'BA'l' WILL BEST SERVE N0'l' C:.LY '.rBE REGION, BUT TBE NATION • 

• BAVE WEIGHED ALL PEAS IBLE OPTIONS POR CONRAIL'S PO'l'URE, INCLUDING 'l'BE 

-OPTION OF NOT SELLING IT. WE RELIED ON 'ME PROFESSIONAL ADVICE OF OUR 

INVESTMENT BANKER, GOLDMAN, SACBS AND COMPANY. WE CONSULTED WITS TSE 

OONGRESSIONAL LEADERSHIP AND MANY MEMBERS OF CONGRESS, AND FEDERAL AGENCIES • 

Wifll EXPERTISE IN RELEVANT AREAS. WE TALUD WITS STATE AND LOCAL OFFICIALS 

FROM TSE REGION, EMPLOYEE REPRESENTATIVES, SBIPPERS, CONRAIL MANAGEMENT, 

CORRAI~ BOARD UMBERS, AND OTBER INTERES1'ED PARTIES. FINALLY, AND MOST 

SIGNIFICANTLY, WE SAVE HONORED ALL '191 DIRECTIVES or THAT STATUTE !'BAT 

GOYURS DIE SALB PJIOCBSS, 'l'IIE ••oRfllEAST JtAIL SBRVICE ACT OP 1981.• .• 

AS Q)NTIJIPLM'BD BY NERSA, mxs· .nocus WILL ASSURE 'DIE JtlTORN OP a>RJtAIL 10 

'1'81 PRIVA'l'I IECTOll AS A ITROIIG, VIABLE llAILIOlD. GIV• THAT C011RAIL. IS 
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PROFITABLE, THE; .STATUTE REQUIRES A SALE OF CONRAIL AS AN ENTITY THROUGH SALE 

OF ITS COMMON S'roCK AND FURTHER REQOIRES OS '1'0 SUBMIT A SALE PLAN THAT --

• -- ENSORES CONTINUED RAIL SERVICEJ 

PROMOTES CX>MPETITIVE BIDDING FOR CONRAIL'S S'roCKJ AND 

MAXIMIZES THE RETURN 'ro THE _TAXPAYER FOR THE INVESTMENT THAT BAS 

BEEN MADE TO PRESERVE ~ONRAIL. 
) 

IN HONORING THESE CRITERIA, I AM RECOMMENDING A SALE PLAN THAT ASSURES LONG-
• 

~ RAIL SERVICE TO THE REGION, TROE EMPLOYMENT STABILITY FOR CONRAIL' S 

WORK PORCE, AND A VERY BIGS LEVEL OF CONFIDENCE THAT CONRAIL WILL NEVER 

AGAIN BECX>ME A WARD OF 1'BE FEDERAL GOVERNMENT. WE CAN NOW GIVE CONRAIL THE 

OPPORTONITY TO PROSPER AS A 'l'ROLY PRIVATE-SECTOR BUSINESS AND AS A KEY PART 

OF A STRONGER CX>MPANY. 

ME BRIEFLY DESCRIBE WBY I AM RECX>MMENDING NORFOLK SOUTHERN AS THE 

PORQIASER. CONRAIL MOST BE ABLE '1'0 PROVIDE FIRST CLASS SERVICE OVER THE 

LONG BAUL, REGARDLESS OF NATIONAL OR REGIONAL ECX>NOMIC CYCLES. ACCORDINGLY, 

WE ANALYZED WBICB PURCHASE OFFER WOULD PLACE THE RAILROAD IN THE STRONGEST 

CONDITION AFTER THE SALE. AMONG OTBER 'l'BINGS, WE ANALYZED THE FINANCIAL 

STRENGTH OF THE OFFERORS AND FINANCIAL PROJECTIONS FOR THE COMBINED ENTITY. 

WE LOOKED AT AVAILABILITY OF FINANCING AND ABILITY TO CARRY RESULTING DEBT, 

SPECIFIC PLANS FOR REINVESTMENT AND MINIMUM WORKING CAPITAL LEVELS. NORFOLK 

SOOTBERN' S PROPOSAL IS TO PAY A MINIMUM OF $1.2 BILLION IN CASH ENTIRELY OUT 

OF ITS OWN POCltET, A COMMITMENT NOT POUND IN ANY O'l'BER PROPOSAL • 
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'l'BE LONG-TERM STRENG'l'B OF 'l'BE COM~ANY IS ESSENTIAL '10 ITS SHIPPERS, THE 

OOMMONITIES IT SERVES, 'l'BE PEOPLE IT EMPLOYS AND 'l'BE TAXPAYERS WBO MOST 

.ER I.GAIN BE ASUD '1'0 BAIL IT OOT. · -ANY . f&EASORE 'l'BAT WOULD WEAKEN CONRAIL 

FINANCIALLY !'BREATENS £ACS or 'l'BEM.. THE SALE TO 'mE NORFOLlt SOUTHERN WOULD 

LEAVE CONRAIL IN 'l'BE BEST POSSIBLE ~ONDITION. 

·) 

IN ADDITION, WE WEIGHED EACH OFFER IN TERMS OF PROTECTING SERVICE TO 

SHIPPERS AND COMMUNITIES THROOGBOUT TSE NOR'l'BEAST. WE LOOKED IN DETAIL AT 
Ila 

REDUCTIONS OR ENHANCEMENTS OF SERVICE 111AT MIGHT RESULT, INCl.UDING EXISTING 

SERVICE COMMITMENTS BY CONRAIL. 'l'BE CONGRESS IS AWARE THAT 'l'BE JUSTICE 

DEPARTMENT ALSO CX>NDOCTED AN INDEPENDENT, EXTENSIVE ANALYSIS OF 'l'BE IMPACT 

ON OOMPETITION OF TSE PROPOSED SALE TO NORFOLJt SOO'l'BERN, AND IT SET OUT A 

SERIES OF CONDITIONS '1'0 MAINTAIN CX>MPETITION 111AT MOST BE MET BEFORE A SALE 

CAN BE Q,OSED. UNDER TBESE CONDITIONS, TSE PURCBASE OF CONRAIL BY NORFOLK 

.TBERN WILL ENHANCE CX>MPETITION IN WO IMPORTANT WAYS 1 

o 'l'BE NORFOLK SOUTHERN BAS PLEDGED TO R!X>PEN MANY GATEWAYS AND 

REINSTITUTE JOINT ROUTES THAT ARE PRESENTI.,Y UNAVAILABLE AS A 

RESULT OF CONRAIL'S ACTIONS1 AND 

0 TSE DIVESTITURES, "OPENING or GATEWAYS AND GRANTING OF TRACKAGE 

RIGHTS NECESSARY TO SATISFY TSE JUSTICE DEPARTMENT'S REQUIREMENTS 

WILL S'l'RENG'l'BEN THE OOMPETITIVE POSITION OF SMALLER RAILROADS IN 

'l'BE REGIONS SERVED BY CONRAIL • 
.. 

VIEWED FRON ANO'l'BER PERSPECTIVE, NORFOLI SOO'l'BERN INDISPOTABLY INTENDS !O 

REMAIN IN THE RAILROAD BUSINESS. 

WE FAVORED 'l'BE OPTION 'DIM', (X)NSISTENT WITS TB ESE CRITERIA, OFFERED 

... . · . .. .. .. .. ,. . 



TBE MAXIMUM RETURN TO TBE UNITED STATES. IT WOULD DO NO GOOD, OF COURSE, TO 

RON OP THE PRICE, ONLY '1'0 LOSE IMPORTANT SERVICE OR RISK REINBERITING THE 

.LROAD AT SOME FUTURE DATE. NEVERTBELES.S, WE BAVE A CLEAR STATUTORY 

MANDATE tJNDER NERSA ro MAXIMIZE THE RETORN 'ro TBE TAXPAYERS, AND I BELIEVE 

WE HAVE DONE SO. 

. ) 
THE NORFOLK SOOTBERN CORPORATION WILL PA¥, OS A MINIMUM OF $1.2 BILLION IN 

CASH AT CLOSING. TBE ACTUAL DOLLAR AMOUNT WILL PROBABLY BE HIGHER, SINCE 

THE FINAL PURCHASE PRICE IS ltEYED '1'0 'ME AMOUNT OF CASH CONRAIL BAS ~ 'n!E 

DAY OF CLOSING. NORFOLK SOOTBERN WILL ALSO SORRENDER CONRAIL'S ACCCMOLATED 

TAX BENEFITS -- $2.l BILLION IN NET OPERATING LOSSES AND $275 MILLION IN 

INVESTMENT TAX CREDITS. THIS SURRENDER OF TAX BENEFITS REPRESENTS TROE 

VALUE 'ro TSE TREASURY AND IS A VERY IMPORTANT ELEMENT OF THE TOTAL 

COMPENSATION. NORFOLK SOUTHERN BAS ALSO AGREED '1'0 BE BOUND BY A STRONG SET 

• PROTECTIVE COVENANTS 'l'BAT WILL SAFEGUARD TBE PUBLIC INTEREST POR FIVE 

YEARS DURING THE TRANSITION 'ro PRIVATE OWNERSHIP. ALL OF THESE ELEMENTS ARE 

PART OF THE CONSIDERATION WE WILL RECEIVE POR THE GOVERNMENT' s es, OF 

CONRAIL'S COMMON STOCK. THOSE WHO FOCUS SOLELY ON THE CASH PORTION OF 'l'HE 

<X>NSIDERATION ARE OVERLOOKING MAJOR PORTIONS OF THE VALOE POR WHICB WE 

BARGAINED. 

WE MIGHT HAVE RECEIVED A HIGHER CASH PRICE POR TBE STOCK IF WE BAD BEEN 

WILLING 10 FOR!XiO TBE PROTECTIVE COVENANTS -- CONTROLLING STOCKHOLDERS ARE 

NOT GENERALLY ACCOSTOMED 'ro TBE SORTS or RESTRICTIONS WE BAVE NBGOTIATED -9 

WITS NORFOLK SOOTBERN, BOT, I ~ELIIVI THEY AU ESSENTIAL 'ro TBE POBLIC 
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INTEREST. 'l'BE COVENANTS WILL PRESERVE QUALITY SERVICE, PROTECT CONRAIL' S 

SHIPPERS, AND ENSURE C~TINUED FINANCIAL STRENGTH. TBE COVENANTS REQUIRE 

.FOL! SOOTBERN ro OPERATE CONRAIL AS A S,YSTEM MUCH AS IT IS roDAY. 

NORFOLK SOUTHERN BAS AGREED '1'0 INVES~ BU~DREDS OF MILLIONS ANNUALLY IN 

CONRAIL'S PHYSICAL PLANT AND '1'0 REFRAIN FROM DEFERRING MAINTENANCE '10 ANY 
. ·) 

LEVEL BELCM NORFOLK SOOTBERN' S OWN STAND~S, WBICB ARE 'l'BE BIGBEST IN TBE 

INDUSTRY. THE COVENANTS REQUIRE CONRAIL 'ro REFRAIN FROM PAYING DIVIDENDS ON 
~ 

'.l'BE COMMON srocK UNLESS $500 MILLION IN CASB WOULD REMAIN IN THE BANK 

AFTERWARD. NORFOLK SOOTBERN IS BOUND BY TBE COVENANTS ro MAINTAIN ITS 

CONTROLLING OWNERSHIP INTEREST IN CONRAIL FOR FIVE YEARS. CONRAIL'S 

EXPEDITED ABANDONMENT ADTHORITY WILL BE RELINQUISHED, AND ANY LINES il!AT ARE 

ABANDONED WILL BE OFFERED '1'0 SHIPPERS OR SHORT LINE RAILROADS AT 75 PERCENT 

OF NET LIQUIDATION VALUE. ALL or CONRAIL'S QJRRENT MINORITY BUSINESS 

.ERPRISE AND EQUAL EMPLOYMENT OPPORTUNITY PLANS WILL BE CONTINUED. 

CONRAIL WILL MAINTAIN ITS HEADQUARTERS IN PHILADELPHIA AND WILL CONTINUE ro 

OPERATE THE ALTOONA SBOPS. ALL OF 'l'BESE COVENANTS WILL LAST FOR FIVE YEARS 

AND ARE ENFORCEABLE BY FEDERAL COURT INJUNCTION. 

'l'BERE WERE OTB ER APPROACHES ·SOGGESTED FOR CONRAIL' s FOTORE 'l'BAN TBOSE or TBE 

THREE FINAL BIDDERS. I WOULD LIU ro SPEAK POR A ll>MENT ABOUT 

RECOMMENDATIONS 'l'BAT TBE SALE BE DELAYED IN 'l'BE HOPE 'l'BAT WE MIGHT GET A 

SOMEWHAT BIGBER PORCBASE PRICE. IN MY OPINION, AND TBAT OF OUR INVESTMENT 
.. 

ADVISOR AS··wsLL, A ·BETTER· OPPORTUNITY WILL RIVER ARRIVE. WE SOLICITED 

OFFERS IN GOOD FAITH, AND WERE JtEWARDED BY A WIDE RANGE or CREDIBLE OFFERS 

BY SERIOUS BIDDERS. 'l'BE BIDDERS BELIEVED WE INTENDED '1'0 SELL A RAILROAD. 

CX>NRAIL'S CONTRACT EMPLOYEES BAVE ALSO TREATED TBE SALE PROCESS SERIOUSLY, 
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• DEALING CONSTRUCTIVELY WITB EACH OFFER PRESENTED AND MAKING 'l'BEIR CMN OFFER 

AS WELL. SINCE PASSAGE OF NERSA IN 1981, CONRAIL BAS BEOOME PROFITABLE AT 

OOST IN TIME l\ND EFFORT. STATE AND LOCAL TRANSIT AGENCIES 'lOOK 

ER COMMOTER RAIL OPERATIONS UNDER NERSA'S DIRECTIVE, CONRAIL'S EMPLOYEES 

MADE SIGNIFICANT WAGE OONCESSIONS, AND 'fHE STATES IN THE REGION HAVE 

SACRIFICED TAX Rf.VENCES FROM CONRAIL TOTALING MORE THAN $25 MILLION 

ANNUALLY. J 

A PUBLIC O!'FERING OF CONRAIL STOCK ALSO BAS BEEN SOGGESTED. AT MY REQUEST, 

GOLDMAN SACHS CONSIDERED A PtJBLIC OFFERING EARLY IN OUR DELIBERATIONS. IT 

ADVISED ME THAT 'l'BERE WERE PRACTICAL DIFFICULTIES AND SUBSTANTIAL RISKS. 

THUS, I USED TBE COMPETITIVE BID APPROACH, AND I CONDUCTED EXTENSIVE 

NEGOTIATIONS SIMULTANEOUSLY WITH SIX BIDDERS AND THEN THREE FINALISTS. 

~T MONTH, SOME MEMBERS OF CONRAIL MANAGEMENT SUBMITTED AN OFFER BASED ON A I 

-BLIC OFFERING. AGAIN, I ASKED GOLDMAN SACHS 10 REVIEW IT. MEASURED 

AGAINST THE CRITERIA I BAD ESTABLISHED, IT ADVISED ME THAT THE CONRAIL 

MANAGEMENT PROPOSAL IS LESS ADVANTAGEOUS THAN THE NORFOLK SOUTHERN BID IN A 

NUMBER OF RESPECTS. 

FIRST, THE MANAGEMENT PLAN TAKES A MINIMUM OF $300 MILLION IN CASH OUT OF 

THE OOMPANY, REGARDLESS OF ITS CASS POSITION. 

SECOND, 'l'BE MNAGEMENT PLAN IORCIS 'l'BE CX)KPANY 'ro ISSOE $600 MILLION ~1 

IN PREFERRED STOCJC. IN FACT, THIS WOULD BE THE LAa.EST PREFERRED STOCK 

ISSUE IN AMERICAN HISTORY. IN OONTRAST NORFOLK SOUTHERN' S PROPOSAL DOES NOT 

INVOLVE ANY PREFERRED S1t>CK • 
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'l'BIRD, 'l'BE MANAGEMENT PLAN 0.EARLY VIOLATES THE DIVIDEND COVENANTS THAT 

NORFOLK SOOTBERN BAS ACC:asi ·J:-. ·.' .. aASED OPON OONRAIL MANAGEMENT'S <MN 

.ECTIONS FOR THE 1985-88 ~ERIOD, 'l'BE D:tyIDEND COVENANT WOULD ALLOW A 

TOTAL OF ONLY $60 MILLION IN DIVIDENDS ON CX>MMON STOCK. 'l'BE MANAGEMENT PLAN 

REQUIRES COMBINED CX>MMON AND PREFE~D D~IDENDS OF $126 MILLION PER YEAR, 

AND IT WOULD REQUIRE INCREASED BORROWING BY OONRAIL OVER TSE NEXT FOOR YEARS 
·) 

OF $422 MILLION. 

C. 

FOURTH, THERE IS NO INDICATION OF A FIRM OOMMITMENT BY MORGAN STANLEY , CO. 

OR ANYONE ELSE TO ONDEHifRITE 'l'BE MANAGEMENT PLAN. I HAVE ONLY BEEN GIVEN 

ESTIMATES, OPINIONS, AND PREDICTIONS. IF 'l'BE MARKET IS UNABLE TO ABSORB 

$500 MILLION IN COMMON STOCK AND $600 MILLION IN PREFERRED STOCK IN ONE 

OFFERING, THEN EITHER 'l'HE GOVERNMENT OR CX>NRAIL WILL ABSORB 'ME SHORTFALL. 

SINCE THERE ONLY BAS BEEN ONE INITIAL PUBLIC OFFERING OF OVER $300 MILLION 

• AN INDUSTRIAL CX>MPANY IN AMERICAN HISTORY, TSE RISlt IS VERY LARGE. YET 

TBAT ONE OFFERING BY TSE FORD MOTOR COMPANY IN 1956 BAD MANY ADVANTAGES A 

CX>NRAIL OFFERING WOULD NOT HAVE. 

FIFTH, DESPITE OPTIMISTIC ESTIMATES MADE BY SOME 'MAT WE CAN GET MOCH MORE 

FOR CONRAIL 'l'BROUGB A POBLIC OFFERING, THE MANAGEMENT PLAN ONLY PROPOSES TO 

RAISE $1.l BILLION AT BEST. AGAIN, 'l'BE BALANCE IS '10 BE PAID OOT OF 

CONRAIL'S TREASURY. 

IN CX>NSIDERING 'DIE MARUT VALUE .or CONRAIL 8'l'OCK, WE MOST REMEMBER mAT ~ j 

CONRAIL BAS A SHORT HISTORY OP PiOP'ITABILITY. ALTHOUGH CONRAIL REPORTED 

ABOO'l' $500 MILLION IN EARNINGS LAST YEAR, MOCH OF THAT AMOUNT IS 

.ffRllDTMLE TO SPECIAL CClll'l'RIBUTIOHS OR BENEFITS CCIIIFERRED BY THE FEDERAL 
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• GOVERNMENT, CONRAIL'S EMPLOYEES, OR 'DIE STATES DORING 'DIE TIME CONRAIL BAS 

BEEN FEDERALLY OWNED. CONRAIL WOULD NOT BARN NEARLY AS NOCB IN PRIVATE 

.DS, BECAUSE NONE or THOSE ·coNTRIBO'l'IONS ·OR BENEFITS WILL Bl AVAILABLE. 

CONRAIL PAYS NO STATE TAXIS. 'DIE STATES, 'l'BIREPORE ARE IIAltING, IN BPFBC'l', A 

$25-26 MILLION ANNUAL ~NTRIBOTION 'It) CX>NRAIL'S PROFITS. CONRAIL PAYS NO 

LABOR PRO'l'IC'l'ION. 'DIE UNI'l'ID STATES NAJt. 'ftlAT C0NTRIBOTION 'J:O CONRAIL 

PROPITS, RANGING PRON $125 MILLION 'J:O $23 MILLION OVER '1111 LAST fllREE YEARS. 

UNTIL LAST 1!EE1t, CONRAIL PAID ITS WORJtERS Bl'lWEEN $120 AND $130 MILLION LESS 

BAN 'l'BEY WOULD EARN IF CONRAIL BAD BEEN AT RATIONAL SCALEJ AND THAT GOES 

RIGHT INTO fllE CX>NPANY' S PROFITS. CONRAIL BAS BIEN PAYING NO nDERAL TAXES, 

AND 'l'BAT SAVING GOES mlfARD PROFITS, mo. a.EARLY, CONRAIL WILL BE PAR Ll'.SS 

PROPITABLB IN PRIVATE BANDS THAN NIGHT APPEAR AT FIRST GLANCE. 

IT IS <mVIOUS 'fHAT fllE COMBINATION OF CONRAIL AND NORPOLlt SOOTBERN IS 

.NGBR 'l'BAN CONRAIL STANDING ALONE. CONRAIL ALONE CANNOT SBOULDER A IIAJOR 

ACQUISITION DEBT OR NEW S'l'OCJt ISSUE. 

I BAVE MDE WHAT I TRULY BELIEVE IS THE BEST RECX>NMENDATION POR A STRONG 

<X>NRAIL IN THE FOTURE. CONGRESS NOW BAS THE · IMPORTANT ROLE 'J:O PLAY. fllE 

COllaRESS IIJST WEIGH fllE RECOMMENDED OFFER AND NAU 'l'BE ULTIMATE JUDGMENT AS 

'J:O WHETHER IT SHOULD BE ACCEPl'ED. I WILL SHORTLY BE TRANSMITTING A 

LII.ISLATIVE PROPOSAL 'J:O 'l'BE BOOSE AND 'l'BE SINA'l'I fllAT WOULD MU 'l'BE 

!'ECBNICAL CBANGl'.S NEEDED TO ENABLE THE SALE. OOR LBGISLATIVE PROPOSAL WILL 

ABSORB ftM' CONRAIL WILL 81 TUATID LIU ANY OTHER PRIVATE-81CTOR 

JtAILIOADJ ARD !'Bl GOVIRNNBNT' 8 DVUTNENT MD IIOLI IR CX>NRAIL WILL 81 PULLY 

TERMINATED m ASSORE WE DO NOT •u-INBIRIT· !'Bl RAILROAD IN ftE POTORE • 
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IN OONCLOSION, I URGE. YOO TO A<::r SWIP'l'LY TO EVALUATE THE PLAN AND TO REPORT 

.E LEGISLATION NEEDED . 'ro CONSUMMATE A SAX.I!:. FOOR YEARS AGO, CONGRESS GAVE 

OS TSE OPPORTUNITY TO TAKE THE GOVE_RNMENT OUT OF A BUSINESS IT NEVER SHOULD 

HAVE BEEN IN, IN THE FIRST PLACE. I . HAVE MADE TBE UTMOST EFFORT TO FIND THE 

BEST POSSIBLE BOYER FOR THIS RAILROAD. f F WE UNDULY HESITATE, fflIS HISTORIC 

OPPORTUNITY MAY BE LOST. 

MR. CHAIRMAN, THIS OOMPLETES MY PREPARED STATEMENT. I WOULD BE PLEASED 'l'O 

RESPOND TO QUESTIONS YOO MIGHT BAVE • 

• 
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