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June 30, 1939.
Chairman Zeclea loasing of Reilroad Bquipment.
Lemehlin Curzie

tteched is & copy of & mamorandum on the leasing of railroad
syuipasnt, which T lz2f% with Seerstary lorgenthasu, and which
ho said he would ssnd to ths Prosident.
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COPY Jans 29, 1939.

LEASIID OF RATIROAD EGUIPHTNT

1. Tho wrpont nced for new rsilroad egulpmont.

The mmber of freizhit cars owned by rallroads is et tho lowess
poilot since 1907. ©Of the existing supply, some 45 poreent is over
twenty yeors of s32. Over 70 porcent of the steem locomotives are
twanty yoors of ege or older, and only 3 parcent sre under ten years
of age. Any merked recovary in businses and railrosd trafiic would
ran into a bobttleneck in this £is1d which would prosipitate sdvonco
buyinz, duplicetion of orders, suil inventory spoculstion in gonerel.
Trhe vailronds ars currontly retiring sbout 100,000 frei ht cers e
yeer and sround 1,000 locomoiives, Repair costs aro cxcessively bizh
not only because of the age of the rollin: stock bub also becanse of
the antiquated epdyemdown condision of the railrosds® machine shop
equimsnt, In the intarssis of recovery, eflicicney ani ecoromy, &s
wall as of nationzl defersc, our ruilresd transportation ayster should
s @odeznized and i4s carrying capecity inersaned.

2, Xhy reiirecds ayo not buyins new eguipmont.

The railrouds todey heve adequets equimment in physierl torms
$o e¢are for curront lovels of tryaffic. Thers mould, howsver, be very
substantial savings from the substitution of modern sguipmant for old,
hizb-ropilr vost equipment. Thase savings are not being reelized bee

‘ezuse of the straightened finmencizl condition of the roads and begouse

of the vory understendable reluctznce of ths monsgements end directors
to incrsass further at thic tims the fixed debd of the roads, or 0
deplete thsir cash rescurces.

3. How the deadlock may hs broken.

Corteln roads, in order to achisve the economies of new eguipmont
while evolding the incurrence of debt, have entered inlto lessing
arrengements with the equipment mokors. The gquipmont mekers; howevsr,
ere in no position to grevt faverable terms or maturitiss for such
leznos In any sizeable volums. It i proposed, thsrifore, thet the
govermssnt, through ths RFC, should undertske to purchase ejuipasnt
upen tha gpecifications of the roads, &snd losss the ejuimment on favore
sble terms and for varying periods to meet the verying nseessitioes of
diffarent roads.

The powsrz tn let coniracts ond to losse will pot supplanmi, bub
rather will supplemont, tho present logping powsrs of the R¥C, Thay
%11l provide tho governmant with finanois) instruments of the wlmost
flexibililiy to meod the varying reguirements of the strorg, wesk, and
bapkrupt roeds. With the addition of these powers the reilrosd in nced
of equipmsnt moy purchegse 1t dirsetly or through the R¥C} mey assume
full title Lmuodistoly or only upon the caupletior of the lsspe} may
lease for long or shori terms om either an irrsvocablo or revocable
basis. BMNoroover, thess new powers will provide a msans mot hitherto
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eyailsble for the rehabilitation of older eguipment, for the moderniz-
ation of the mechine equipment of rzilroad shops, and the scrappase

of obsolete ejuipment will be facilitated. Finslly, tbrough the pool~
ing of orders z2nd the stimuleiioxn of a large-~scale program, subston-
$isl economies in the meking of sjuipment will arise and it is expscied
that a pert of these oconomies will be passed along to the reilroads
in either lower purchase prices or lessing rates than are now svelleble
to any one roed. ‘

4o Three illustrations of how the leasing arrangement mizht work.

a. At one extrame might bs the straiglt hire-purchese
arrangement whereby & road may entar into a2 contrsct with the
RFC to lease a certain smount of equipment of certain specifice-
tiong, title to revert to the lessee upon completion of lsase.

b. At the other extreme, it is possible that the leesse may
be granted for & tern a3 short es three to five yesrs, rehewable
yearly theresfier, at current short-term rates of interest, until
ths original cost to the government 1s repaid, whercupon title
will revert Po the lessece. This might be called a revocable
sequisition lease. Under such an arrengemsnt the reilroad would
forfeit its equity rights upou fajlure to remew the lease. Speelal
provision mizht also have to be made to ensure that the equipment
was maintained in good repair.

t. A& railroed short of cesh may have & substantizl block
of equipment in nzed of major repairs. It camnot, bhowevsrn, pledge
such equimnent as security for e new loan. In such circuusiances,
under the proposed new powers, ths RFC may contract to purchsse
the equipment, have the repairs carried outb, and lssse this eguip~
ment 150 the road.

5. Advantsges to the roads.

Tho chief advantages t¢ the railrosds of a lemsing arrangement

are as follows:
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8. They need mot imcur & fixed debt.

b. They nead not put uvp 20 pereent of the initisl cost, aes
is the customary practice now, and cash resourdes can be rsleassd
for urgently-needed ezpenditurss on the way aud structures.

G« Annusl charges will be lowsr because of the ecopomios
of large-scele purchasing, because of greater stendawriization,
bacause of the low interest rates on govermuentegusrantosd obliges
tions, and begause of tax savings.

d. fThoy cen rehabilitats older equipment and modernize mache
ins shops without imcwrrinz Gebt or depleting their cash resources.
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6. Protection of the Govormment®s interest.

The Govermnent*s interest could be proteeted in the following wayss

&« Any rTeductlions in prices cousequant upon large orders
would provide protection for the Govermment*®s invesiment.

b, Specificatlions of roeds for eguipment they will lease mmst
be approved by the RFC.

¢. Ths nminimm %er: of lease will ba sufficiently long for the
lessee to scqulre at lesst a significant sguity right, which it will
sacrifice on feilure Yo renew the lease and which will pass to & new
lessee.

4. In the case of the shorter~ierm leases, & speeial charge
could be made for the purpese of sccumuleting a fund available for
the financing of major repairs.





