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S04E POSSIEILITIES IN CORSPRUCTING AND LPASTHRG RATLROAD E-UTEAMND

Witk tho R. F. C. eetdng, in effect, @s & purchasing egent for
g large oumbeor of railroada, it should bs possibls to secure baiter
pﬁoes on squipmant than are now quotod for smellcr orders. In ths
following examples it will be sasumed thei 4t will prove possibla to
secura 8 ten percont reduyetlon in the price of a standard frefisht cor
now costing §2,500.

The interest ratos used are those et whick the R. ¥. C. could
iasus guerantzed obligetions onr aschedules of meturitios similar to the
proposed sehadwules of amortisation paymonts fncludsd in the lessing
rates. In other words, they sre roies st which ths R. . C. could,
ir $t chose, hedge iteslf now to proteat itmelf against interest rate
chenzes throushous the 1ife of the lossss.

Suzgestion I - Straisht Hire-Punchase Proposition
Gonditions (&) 20-year lesse
{v} 2 porecnt interast rete
{e)} equel grounl ineselimonts covering initorest end
principel.
{a} $3tle to revert to lsssec upon caupletion of leess
(s} equimmant to be built to specificetions of lesace
Cost to lesace -$137.80 & yeer por cer or 33 cents & dey.
Adventages to lessooe
fa) lower anmusl peyments dus to lower price of equipmant
(b} freedon from locsl taxes approximately 1 poresnt
{o) psycholozieal differcnce botwesn lsssing snd incurring
Lixed debt
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Suzgestion I - continund

Gepnoersl Comments. A lease of this maturity could be granted

only on eguwipment that would have an economic life of twenty-five -~
thirty years. The lower initiel cost would provide added protection
to R, ¥ Co

Suggestion II - Hire- Purchase Proposition

Conditions {a) 1l5-yeer lease
{b) one and a half percent interest
{c) other conditions seme es in I

Cost to lessee - $168.62 a yesar per car, or L'f cents & dey

Suzgestion ITI ~ Short-tsrm Renewable Lease Proposition

Conditions (&) initisl 3~-year renowabls lease

{b) armual rentals to repay cost in 15 years

{c)} 3/4 of 1 percent interest rate on imitial lesss

{d} yearly leases thereafter at current rate an
l~-year Govermment gusranteed cbligetions

{e) cara to be maintained in good repair throughout
lifs of loass

{f)} sccmmlated equity rights forfeited in event
of fallure to menew lease

Cost fo lessce -

Year Cost per day Cost per ysar Payment on primcipsl at
' epd of iwmitizl lcese

1 3'560911%3 166038
2 265.75 $450.00
3 164.63 Potential eguity right

3/15 or 20 percent
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Suggestion IIT ~ coniinmed
Adventages to lessee~
{e) lower anpusl cost arising from lawer cost of equip-
nment
{b} 1lower annuel cost arising from present low short-
tere rates of interest
{e} saving on loeal texation
{d) no irrovoecabls commitment msy be made nmor reflected
in the balance sheet.

Gopcral Comments: This suggestion sbould be extrsordinarily

attraetive 1o the financially wesker roads. On the other hand,
the Government®s intsrcst would be protscied by the equity-
forfetturs clause in event of failure to Tensw lesse. Should a
roed in desperate straits choose to forfeit its accuwmlated equity
rights, these would pass to & new lesses, end would thus help to
insure continucus use of equipment.

In this sugsestion, as an added safeguard of the Govermmoni®s
interest, 1t may prove asdvisable %o s8dd to the ammusal rentsl a
charge for the purpose of accumulating s fund for major repairs
which will be refunded to the lessee upon the compleiion of such
repeirs {or sgainst which major repairs mey be billed.}

The uncertain factor of future short-term interest rates that
would enter in the charze when the leass 18 rencwed should pot
be & deterrent becauss

{e) Intersst rstes will pormally not rise umless there is
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prosperity vhich will mean heavy traffic volume
{b} the lessee would bave to pey the hisher interest rates on
the lssue of 1is own equipment trust certificates

{¢} the interest charge is declining yearly &s the umpaid
balance of principal decresses.

Sugzestion IV - {Seme as III with excepiion of following modifice~
tions)
Conditions {&) initisl 5-year reneweble lease
{b) annual rentels %o repey cost in 17 years
{c) 1 percent interast rate on initiel locase
Cost to lessee-~

i Cost per dey  Cost per year Psyment on principal at
Toor fost R = ' end of initial Jease

1 42cents  154.85

2 153.53

3 152.21

4 150.88 $ 661.75

5 149.56 Potentiel equity right

5/17 or 29
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APPROXTMATE XBNTEREST RATES ON GOVERNMENT
GUARANTEED OBLIGATIORS

Estimated Approximate

Maturity market coupon
Yyears ald rate Price
Por o
1 é 1/4 100.11
2 «32 3/8 100.11
3 «50 6/8 100.57
4 o72 7/8 100.61
5 82 1 100,59
8 122 1 1/a 100476
7 1.88 11/ 101.12
8 1450 16/8 100.94
9 1.83 13/ 100,99
10 1.76 17/8 101.14
11 188 2 101,39
12 1.98 21/ 101.75
13 2.04 21/8 100.96
14 2.11 21/a 101.689
15 2.18 21/ 101.16
18 2.22 2 35/8 102.08
17 2.27 238 101448
18 2.50 23/8 101,10
19 2433 212 102.59
20 2458 21/ 102.38
A 3 32 2
years .
5 years «52 626
15 yoars 134 1.45
20 yours 1.58 1.7
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AVERACGE COST OF REPAIRS AND MAINTENANCE
HECESSARY TO MAINTAIN & TYPICAL FREIGHT CAR IN SERVICE

ke 01d Type Csr

Average Cost

Age Dollars per Year

1 - 10 yesrs 91.08

11 - 19 years 168.82 ¢ MM

20-— 30 years 191,37 v >l

Thirty yeer aversge e 151.15

B, Hodern Car

1 « 10 years 75,58

11 ~ 18 yesars 140,12

20 - 80 yesrs 158,85 i

Thirty year average 125,46 BARRAY
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AVERAGE AGE OF RAILROAD FQUIPMENT
@,3 f/ ! W \../_/ / tf?f g“ &)
A __1@:»_@:2

Age Kumber Per Cent of Totsl
{in thousands)

All ages 1,729. 100
Over 26 years 586 22,51
21-25 years T 341 19,75
16-20 years 3086 17.70
11-15 years 5872 21.49

6-10 years 184 10.68
1- § years 140 8.09

Source: American Railway Car Institute

B. Steam Locomotives

All ages 44 100

19 years or more 38 71.8
9-13 years 11 25.1
Less than 9 yesrs 2 3.3

Source: Interstate Commerce Commission
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