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Report To The Congress

OF THE UNITED STATES

Alternatives For Eliminating Amtrak’s
Debt To The Government

Amtrak has never made a profit and is un-
likely to repay its Federal loans. The Amtrak
Reorganization Act of 1979 (P.L. 96-73) re-
quires the Comptroller General to recommend
appropriate means to eliminate these loan
obligations, which amount to $850 million.
The Government should acknowledge that the
loans are unrecoverable and write them off.
What is the best way to eliminate Amtrak’s
obligations?

Originally the Government only guaranteed
funds to help Amtrak revitalize its rail passen-
ger service. These guarantees became direct
Federal loans outside the budgetary control
of the Congress and were never recorded in
the Federal budget. Any approach toeliminat-
ing the debt should fully disclose the transac-
tion in budget totals and should be subject to
congressional budgetary control.

After analyzing several alternatives, GAO rec-

ommends that the Congress retire the loans
with a one-time appropriation of $850 mitlion.
A condition of retirement should be the con-
tinued protection of the Government'’s collat--
eral interest in the loans. 112054
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To the President of the Senate and the
Speaker of the House of Representatives

As required by the Amtrak Reorganization Act of 1979,
this report recommends appropriate means for eliminating
$850 million in loan obligations of the National Railrocad
Passenger Corporation {(Amtrak).

Copies of this report are being sent to the President
of Amtrak, the Secretaries of Transportation and Treasury,
and other interested parties.

Sjprerely your

vl « -

Comptroller General
of the United States







COMPTROLLER GENERAL's ALTERNATIVES FOR
REPORT TO THE CONGRESS ELIMINATING AMTRAK'S
DEBT TO THE GOVERNMENT

The Amtrak Reorganization Act of 1979 ;
requires the Comptroller General to recom-
mend appropriate means for eliminating
certain obligations of the National Rail-
road Passenger Corporation (Amtrak). It
is specified in the legislation that the
Comptroller General consider:

--the likelihood of obligation retirement
from profits of the corporation.) (As
discussed on p. 13, GAO concludéd that
Amtrak is unlikely to retire its debt
from profits.)

-—-the ability of the corporation to con-
tinue to carry its debt service within
the context of operating subsidies,
fairly and accurately reflecting cur-
rent operating costs.) (As long as
Federal funds are provided for this
purpose, Amtrak can continue to pay
the interest out of Federal subsidies.
However, this approach is really not
in the best interests of the Govern-
ment. This matter is discussed in
detail on p. 14.)

--the extent to which debt incurred by
the corporation prior to the effective
date of the Act should be recognized
as unrecoverable. (GAO believes that
Amtrak is unlikely to make a profit
and pay off the debt.? Therefore, the

debt should be rec ized as unre-
coverable without liquidation of assets.
See p. 17.)

-—-the feasibility of converting such
obligations into staock issued by the
corporation.) (As discussed on p. 18,
GAO does n believe that this is an
acceptable means for retiring the
loans.)
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The obligations in question consist of
$850 million in loan obligations. Amtrak
originally borrowed from private lenders
and the loans were guaranteed by the
Federal 3Sovernment. Subsequently

they were convert.u to direct Federal
loans from the Federal Financing Bank.

The nature of Amtrak and its relationship
to the Federal 3overnment affect the
appropriate action to be taken in regard
to Amtrak's loans. Factors of this re-
lationship incluue: the Federal commit-
ment to rail passenger service; congres-
sional controls over Amtrak such as influ-
ence on the make-up of the board of direc-
tors, route structure, and accountability
as a mixed-ownership Government corpora-
tion; and significant financial support

of Amtrak (nearly $5 billion of Federal
funding since Amtrak's inception). (See
pp. 5-12.)

Amtrak's guaranteed loans illustrate how
loan guarantees adversely affect certain
budgetary principles. The loan Jjuaran-

tees were converted to direct Federal

loans that were not included in the bud-
get. Budget and deficit totals were
understated, creating problems in account-
ability such as lack of full disclosure of
budget information and loss of congressional
budgetary control. (See pp. 21-25.)

There are a number of ways in which
Amtrak's debt can be retired. @GAd's
analysis of these alternatives leads to
the conclusion that--in spite of the
large impact on the budget--a one-time
appropriation of $850 million should be
made to retire the debt. This would
provide full budgetary disclosure and
control. Although other alternatives
would be easier politically, GAO
believes that any retirement plan that
minimizes present day budget impact at
the cost of jood budgetary principles
and program accountability is not
acceptable.
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Currently a portion of the Government
funds provided to Amtrak under the loan
guarantee is protected by security
agreements. These security agreements
pledge certain Amtrak equipment to the
Government in case of default or liqui-
dation. This protection would terminate
if Amtrak's loans are retired. GAO
believes that the current protection
should be continued.

RECOMMENDATION

GAO recommends that the Congress retire
Amtrak's debt to the Federal Government
through a one-time appropriation. As

a condition of this retirement, the
existing Government interest in Amtrak's
assets should be continued by obtaining
a continuing lien on equipment. The
guarantee authority backing the debt
should also be cancelled. As discussed
on page 30, provision would have to be
made for Amtrak's lease obligations
which place a restriction on retiring
the debt and cancelling the loan guarantee
authority.

AGENCY COMMENTS

GAO briefed agency officials on this
report and obtained oral comments. 1In
addition, Amtrak officials provided the
written response included as Appendix II.

Department of Transportation officials
agreed with GAO's facts and indicated

no objection to GAO's making this recom-
mendation. They emphasized that the
Government's collateral interest should
be maintained after the debt is retired.

Amtrak officials stated that (subject

to the approval of the board of direc-
tors) they would be willing to enter

an agreement with DOT granting a con-
tinuing lien on equipment. They

believe that a one-time appropriation

is not feasible because of its impact on
budget totals and recommend other methods.
GAO believes that a one-time appropriation
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is the best alternative because it provides
full budgetary disclosure and control. (See
p. 40.)
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CHAPTER 1

INTRODUCTION

PURPOSE AND SCOPE OF THIS STUDY

Section 129 of the Amtrak Reorganization Act of 1979
(Public Law 96-73, Sept. 29, 1979) requires the Comptroller
General to recommend appropriate means for eliminating
certain loan obligations of the National Railroad Passenger
Corporation (Amtrak), amounting to $850 million. Loans were
originally obtained from private lenders and only guaranteed
by the Federal Government, but were subsequently converted
to direct Federal loans. Amtrak's interest expense (esti-
mated at $32.9 million for fiscal year 198l1) on these loans
has caused Amtrak proponents to seek ways to eliminate the
debt. The Comptroller General is required to report to
Congress within 180 days of the effective date of the Act.
It is specified in the legislation that the following shall
be considered:

--the likelihood of obligation retirement from profits
of the corporation,

-—-the ability of the corporation to continue to carry
its debt service within the context of operating sub-
sidies, fairly and accurately reflecting current
operating costs,

--the extent to which debt incurred by the corporation
prior to the effective date of the act should be
recognized as unrecoverable, and

-—the feasibility of converting such obligations into
stock issued by the corporation.

These considerations are discussed in detail in chapter 3 of
this report.

In addition to these four issues, we analyzed the re-
lationship of Amtrak to the Federal Government. We believe
that the relationship is relevant to any action regarding
the debt. Our analysis, however, is merely to determine
what the existing relationship is. We have not attempted to
analyze or assess the appropriateness of that relationship.

We have also obtained information on Amtrak's financing
and searched the public record to trace the history of the
debt. We reviewed legislation, congressional hearings,
records, other materials, and studies on loan guarantees.

We interviewed officials of Amtrak, the Office of Management




and Budget (OMB), Department of Transportation (DOT), the
Congressional Budget Office (CBO), Department of the
Treasury including the Federal Financing Bank (FFB), and
numerous congressional committees.

This report discusses how Amtrak's guaranteed loans, and
loan guarantees in general, affect budgetary issues of full
disclosure and control. The impact of FFB and its re-
lation to Amtrak's loans is included in the analysis. We
also look at the budgetary problems of Federally guaranteed
loans to large single borrowers as exemplified by Amtrak.

Finally, our report analyzes various alternatives for
retiring Amtrak's Federally guaranteed debt in the light
of selected criteria.

We briefed agency officials and obtained oral comments

which we have summarized in the report. 1In addition, we
received a written response from Amtrak (see appendix II).

PURPOSE OF AMTRAK

In 1970, the Congress enacted the Rail Passenger Service
Act which created the National Railroad Passenger Corporation
(Amtrak). Amtrak was created to manage the Nation's rail
passenger system and be responsible for modern, efficient
intercity passenger trains. The corporation started with no
personnel or equipment of its own and relied on contracts
with other railroads to provide all its services and maintain
the railroads.

Prior to the creation of Amtrak, the very existence of
rail travel was threatened. Travel by rail became less
popular as travel by car and airplane increased. Thus,
losses from passenger operations resulted and the rail
carriers wanted to terminate their passenger rail services.
The Congress determined that it was in the national interest
to preserve rail passenger service as a way to promote a
balanced transportation system. Another reason for pre-
serving rail passenger service, according to proponents, was
a growing energy shortage. Since passenger trains were con-
sidered to be a more economical and efficient mode of trans-
portation, they needed to be preserved. With sufficient
ridership levels and modern equipment, it was hoped that
Amtrak could provide a valuable mode of transportation.

AMTRAK'S GUARANTEED LOANS

Section 602 of the Rail Passenger Service Act of 1970
authorized Amtrak to borrow funds for capital expenditures
which would be guaranteed by DOT. This authorization led
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to the Amtrak dept which is the key issue of this report.
The Federal guarantees insured lenders that principal and
interest on obligations issued by Amtrak to finance capital
improvements would be paid by the United States in the event
of Jdefault. These guarantees initially aided Amtrak in pur-
chasing equipment without the Government wmaking a direct
investment. Keeping direct Federal dollars out of Amtrak
financing as much as possible helped maintain an appearance
of separation between the Federal Government and Amtrak.

Amtrak began borrowing funds utilizing the guarantees in
1971. 1In 1975 the guaranteed loan authority (i.e., the
amount of loans that could be outstanding at any jiven time)
was raised to $900 million. That amount, the maximum loan
authority, was obligated by Amtrak and it is estimated that
it will be outlayed by fiscal year 1981.

At first, funds were obtained from private lenders,
using the guarantee authority. 1In 1974, when the Federal
Financing Bank (FF3) was created as a part of Treasury to
centralize agency borrowing, Amtrak switched all of its
borrowing from private lenders to FFB. (A detailed
analysis of the problems and issues relating to Amtrak
borrowing from FFB is discussed in chapter 4.)

In 1976, when it became doubtful that Amtrak would ever
make a profit, the Congress stopped funding Amtrak's capital
acquisitions through guaranteed loans. Since that time the
capital program has been financed solely by grants. Table 1
shows the growth of both guaranteed loans and capital grants
for Amtrak's capital program. (Note that in 1978 and 1979
appropriations were made to reduce the loans and loan gjuaran-
tee authority to $850 million.)




Table 1

Amtrak's Capital Program

($ in millions)

Guaranteed
Fiscal year loan authority Capital grants
1971 $100
1972 50
1973 50
1974 300
1975 400
1976 $111
76TQ 25
1977 93
1978 (-25)* 130
1979 (=25)* 130
1980 — 211
TOTAL $850 $700
1981 est. (=25)* 250

* Appropriations to repay outstanding loans and reduce the
loan guarantee authority.

Eliminating Amtrak's $850 million debt is the subject
of this report. Before discussing alternatives to eliminate
this debt, however, we believe it is necessary to explain the
relationship between Amtrak and the Government,




CHAPTER 2

AMTRAK HAS A UNIQUE RELATIONSHIP TO THE
FEDERAL GOVERNMENT

The nature of Amtrak and its relationship to the Federal
Government affects the appropriate action to be taken
regarding Amtrak's loans. Amtrak was originally authorized
to be established in the Rail Passenger Service Act of 1970
as a private, for-profit corporation. Section 804 designated
Amtrak as a mixed-ownership Government corporation to insure
accountability of Amtrak to the Federal Government. Under
the 1970 Act Amtrak was authorized to receive Federal
financial assistance. When established, it received invest-
ment capital from the issuance of common stock and payments
from participating railroads. It appears that the Congress
financing necessary to allow Amtrak to fully develop a
modern, profit-making train service.

IS AMTRAK A PRIVATE, FOR-PROFIT CORPORATION?

We do not believe that Amtrak is, in a practical sense,
a private, for-profit corporation as was originally planned
by Congress in the Rail Passenger Service Act. Our analysis
describes the factors which have changed the planned relation-
ship between the Government and Amtrak.

If Amtrak were a totally private corporation, then the
Government would probably require it to repay its loans or
take appropriate action. Nonpayment of principal and/or
interest on its Federal loans would ordinarily lead to
default and the Government could exercise its rights under
the loan guarantee agreements, including recourse to corpor-
ate assets.

Amtrak is and has been in a potential default situation
since its inception. It never has met its expenses out of
operating revenues as anticipated. However, Amtrak has
received direct Federal funds which have made up its
deficits and kept default from occurring. This financial
support, representing about two-thirds of Amtrak's total
funding, has continued because of the congressional
policy to maintain and improve rail passenger service.

We believe that this strong commitment, for all prac-
tical purposes, has changed the planned relationship between
the Government and Amtrak.




AMTRAK'S RELATIONSHIP TO THE GOVERNMENT

Amtrak retains some characteristics of a private entity,
supplies an essential service to the public, and is signifi-
cantly controlled and financed by the Federal Government.

We believe the relationship between Amtrak and the
Government must be understood and considered in determining
appropriate action regarding the debt. Characteristics of
this relationship which are discussed in this chapter relate
to

--the Federal commitment to maintain and 1mprove rail
passenger service,

--Federal controls over Amtrak management and opera-
tions, and

--significant Federal financial support of Amtrak.

Federal commitment to rail passenger service

Until the Rail Passenger Service Act was passed in 1970,
it appeared that passenger trains might disappear in a rela-
tively short time. At that time the Congress clearly stated
that it was in the public interest to provide for continued
and improved rail service. The declaration of purpose of
the Act states:

"The Congress finds that modern, efficient,
intercity passenger service is a necessary part
of a balanced transporation system; that the
public convenience and necessity require the
continuance and improvement of such service to
provide fast and comfortable transportation be-
tween crowded urban areas and in other areas of
the country; that rail passenger service can
help to end the congestion on our highways and
the overcrowding of airways and airports; that
the traveler in America should to the maximum
extent feasible have freedom to choose the mode
of travel most convenient to his needs; that to
achieve these goals requires the designation of
a basic national rail passenger system and the
establishment of a rail passenger corporation
for the purpose of providing modern, efficient,
intercity rail passenger service; that Federal
financial assistance as well as investment
capital from the private sector of the economy
is needed for this purpose . . ."




This statement reflected a congressional commitment leading
to deep involvement in Amtrak's organizational structure
and to expenditure of a significant amount of Federal funds.

The Federal goal for passenger train service was
defined at that time to include a national route structure
and a rate structure that would compete with the rates of
other modes of transportation. To meet this goal, large
and continued Federal expenditures have been required for
capital improvements and operational deficits.

Government control over Amtrak

There has always been substantial Federal involvement
in setting policies which affect control of Amtrak opera-
tions. This includes such items as the make-up of its
board of directors, its route structure, requirements
related to its status as a mixed-ownership Government cor-
poration, and other areas.

Board of directors

Congress established a board of 17 directors whose
composition is heavily influenced by Federal decisionmaking.
Eight board members are appointed by the President of the
United States. Two ex officio members are the Secretary
of Transportation and the President of Amtrak. Only three
board members are elected by the four common stockholders.
Common stock is held by four private railroads: Burlington
Northern, Milwaukee Railroad, Grand Trunk Western, and
Trustees of the Penn Central. The law allows for four
of the seventeen members to be elected by preferred stock-
holders, but these seats remain unfilled since no preferred
stock has been issued.

The board of directors is emp-vered to adopt and amend
bylaws governing the operation of the corporation which are
consistent with provisions of the Rai Passenger Service Act.

Route structure

Primary Government control of the corporation has been
maintained through congressional decisions regarding Amtrak's
route structure. The Congress set out to expand, upgrade,
and increase use of the basic system. Therefore, Congress
initially designated a basic route system. 1In addition, it
set a policy that passenger rates would be competitive with




those of alternate modes of transportation. Many congres-
sional decisions basically expanded routes and increased
service to the public. For example, legislation was passed
which authorized new experimental routes and operation of
rail passenger service to Canada and Mexico.

These efforts increased not only service, but also
Amtrak's expenses, deficits, and the corporation's depend-
ence on Federal monies. It was not until 1975 that Amtrak,
along with DOT and the Interstate Commerce Commission, was
authorized to submit proposals to the Congress to add or
delete Amtrak routes. Even after the change, the Congress
continued to control Amtrak's operations and has also reduced
service., For example, DOT's restructuring study on Amtrak's
route system issued in January 19379 sug3jested Amtrak reduce
rail passenger service by 43 percent, According to the
study, this reduction would have realized a 23 percent
savings in Federal subsidies. 1In the Amtrak Reorganization
Act of 1979, the Congress only eliminated 16 percent rather
than the proposed 43 percent of Amtrak's routes. This
clearly indicates that the Congress has a strong hand in con-
trolling Amtrak operations.

Mixed ownership corporation
accountability

Mixed ownership corporations usually involve both
private and Government ownership of capital stock. Certain
requirements and regulations regarding the financial activi-
ties of these corporations exist to make them accountable
to the Federal Government. In Amtrak's case there is no
Government ownership but the accountability requirements
exist.

Requirements include:

--audit of financial transactions. 1In Amtrak's case
GAO performs annual performance or management type
audits.

--banking or checking accounts. Amtrak's banking or
checking accounts must be kept with the U.S.
Treasurer or, with approval, a Federal Reserve Bank
or a bank designated as a fiscal agent of the
United States.

--bonds, notes, debentures, and similar obligations.
amtrak cannot issue such obligations unless approved
by the Secretary of the Treasury.




Other congressional involvement

The Government exercises direct control over the levels
of rolling stock (i.e., locomotives and passenger cars) and
other capital assets that Amtrak purchases. As is the case
with Federal agencies, Amtrak annually prepares and submits
budget requests and justification material to the Congress
indicating anticipated funding requirements. The Congress
holds biennial authorization and annual appropriation hear-
ings on these budget requests and approves funding levels
for Amtrak. Considerable oversight and control over
Amtrak's operations are exercised through this process.

Government control also reaches into the management of
Amtrak. For example, there are statutory ceilings for
Amtrak officers' salaries.

DOT has several full-time staff members devoted to
Amtrak. In addition, we routinely perform audits related
to both Amtrak's -operations and management.

Federal Financial Role

The Government plays a major role in the finances of
Amtrak. Initial financing to support the commitment by the
Congress to rail passenger service began in 1971 with author-
ization of $40 million for operating expenses and $100 mil-
lion in loan gquarantees for capital acquisitions. Since
that time the Government has provided Amtrak with all of its
capital funding and over half of its funding for operations.

Amtrak's current financing is composed of three compo-
nents: Federal contributions, Amtrak ticket and sales reve-
nue, and small subsidies from States and other railroads.
The Federal share has been by far the largest component
representing about two-thirds of total funding. Total
Amtrak financing from its outset to the present has amounted
to nearly $5 billion (see figure 1 and table 2).

As Amtrak's financial requirements have grown, it has
continued to rely on Federal funds. The level of service
provided cannot be supported from revenues available through
normal operations. Thus, the Government's large financial
involvement in Amtrak has become a major part of its overall
commitment to modern passenger train service.
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Figure 1

[TT] cuaranteeo Loans b TOTAL AMTRAK FUNDING 2/

($ in millions)
D CAPITAL GRANTS B/
AR oreraning arants b/

AMTRAK OPERATING REVENUE AND
i STATE AND RAILROAD SUBSIDIES

74 75 76+TQ 77 78 79

2/ Excludes Northeast Corridor funding.

b/ Federal funds.

£/ includes Amtrak appropriation in 1980 DOT and Related Agencies
Appropriation Act {Public Law 96-131, November 30, 1979}, and

Amtrak estimate of operating revenus from Amtrak’s 1981 budget
request.
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Table 2

FUNDING SOURCES
FOR_AMTRAK a/

($ in millions)

Amtrak Federal funding
Fiscal and Federal as a percentage
. year other b/ Government ¢/  Total of total
1971 $ 22.6 $ 140.0 $ 162.6 86%
1972 152.7 220.0 372.7 59
1973 177.3 59.1 236 .4 25
1974 240.1 439.5 679.6 65
1975 246.5 676.5 923.0 73
1976 & TQ 277.8 591.2 869.0 68
1977 311.3 513.1 824.4 62
1978 313.0 666.0 979.0 68
1979 381.3 730.0 1,111.3 66
1980 405.0 est. __861.4 1,266.4 est. 68 est.

$2,527.6 est. $4,896.8 $7,424.4 est. 66% est.

a/The most recent estimates of funding levels for "Amtrak and
other," and the Federal Government for fiscal year 1981 are
$490 million and $923 million, respectively.

b/Includes ticket and sales revenue, and subsidies from
States and other railroads.

c/Includes operating grants (FY 71-80), capital grants
(FY 76-80), guaranteed loans (FY 71-75), and excludes
Northeast Corridor funding. FY 80 figure from DOT and
Related Agencies fiscal year 1980 Appropriation Act,
Public Law 96-131, November 30, 1979.

Protection of the Government's
collateral interest

One element of the Government's relationship to Amtrak
that requires special consideration concerns its collateral
interest in Amtrak's rolling stock (i.e., locomotives and
passenger cars). Currently a portion of Government funds
provided to Amtrak under the loan guarantees is protected
by security agreements which pledge certain equipment to the
Government in the event of default or liguidation. This
protection would terminate if Amtrak's loans are retired.

We believe that the current protection should be continued.
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The assets of Amtrak are being built up only because
of the investment of public monies. If there were no pro-
tection for the Government, whatever value may be derived
from those assets, in the event of liquidation, would go
to the four railroad owners whose investment in Amtrak has
been minimal.

If the current Federal loans are retired, liens
against Amtrak rolling stock could be established to con-
tinue the Government's existing collateral rights. DOT
officials stated that they believe this is an essential
condition of retirement. Amtrak officials said that,
subject to the approval of the board of directors, they
would be willing to enter into an agreement with DOT
granting a continuing lien.

CONCLUSION

In the Rail Passenger Service Act of 1970, Congress
established a strong commitment to maintain rail passenger
service. This commitment has led to substantial Federal

control and funding of Amtrak operations.

When originally established, it was expected that
Amtrak would eventually become a profit-making entity.-
However, the corporation continues to be financially
dependent on the Federal Government and a unique relation-
ship between the two has emerged. Amtrak is subject to
substantial control from the Federal Government and depends
upon significant Federal financing. We believe that it is
necessary to understand this relationship in considering
appropriate action for Amtrak's guaranteed loans. This
view of Amtrak underlies all of our remaining analysis in
this report.

Current protection of the Government's interest in
Amtrak should be continued. Because the value of Amtrak
assets was built up largely with Federal funds and might
accrue to the four railroad owners, Congress should con-
tinue protection of the Government's collateral interest
in Amtrak.
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CHAPTER 3

CONSIDERATIONS REQUIRED
3Y PUSLIC LAW 96-73
(Amtrak Reorganization Act of 1979)

Section 129 of Public Law 96-73 requires the Comptroller
Seneral to consider the following issues concerning Amtrak's
debt:

-~the likelihood of obligation retirement from profits
of the corporation;

--the ability of the corporation to continue carrying
its debt service within the context of operating
subsidies, fairly and accurately reflecting current
operating costs;

--the extent to which debt incurred by the corporation
prior to the effective date of the Act (October 1,
1379) should be recognized as unrecoverable; and

--the feasibility of converting such obligations into
stock issued by the corporation.

This chapter discusses these four issues and other relevant
considerations.

RETIRING THE DEBT FROM AMTRAK PROFITS

As we discussed in chapter 2, Amtrak has not become
the profit-making enterprise envisioned by its authorizing
lejyislation. Operating costs have outdistanced revenues, re-
jquiring increased Federal subsidies for continued operations.
Amtrak's operating deficit has grown from $154 million in
fiscal year 1972 to $617 million in fiscal year 1979.
The corporation lost $9 per passenger in 1972 and an esti-
mated $27 per passenger in fiscal year 1979.

Wwhile Amtrak's deficit continues to increase, Government
financial assistance in the form of capital grants and oper-
ating subsidies also continues to rise. Total Governament
loans, grants, and operating subsidies (as previously shown
in Table 2, p. 11) have amounted to nearly $5 billion.

Total agreement exists among executive and legislative
branch officials and Amtrak officials whon we contacted
that Amtrak is unlikely to make a profit within the forsee-
able future. DOT officials stated that, even with 100
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percent of the seats filled on every trip, Amtrak would
continue to lose money. In 1978 the Rail Passenger Service
Act was amended to state that Amtrak should be "operated
and managed as" a for-profit corporation. 1In this amend-
ment, Congress formally recognized that Amtrak was not
likely to make a profit.

Our analysis of all available evidence leads us to con-
clude that Amtrak is unlikely to retire its debt with pro-
fits. We have used this assumption throughout the remainder
of our report.

ABILITY OF AMTRAK TO CARRY DEBT SERVICE

The second consideration required by Public Law 96-73 is
the ability of Amtrak to continue to carry its debt service
within the context of operating subsidies, fairly and accur-
ately reflecting current operating costs. We believe Amtrak
has the ability to continue to carry its debt service within
the context of its operating subsidies. To do so, however,
places a burden on both Amtrak and the Federal Government.

Debt servicing in Amtrak's case means paying the
interest on its Federal loans. Interest expense amounted
to $31.4 million in 1979 1/ and accounted for about 3 per-
cent of Amtrak's total operating costs of $998.1 million.

Amtrak, however, cannot pay all of its operating
expenses, including the interest expense, out of its own
revenues; it is the established policy of the Congress to
provide operating subsidies to make up the differences in
Amtrak's operating revenue and its expenses (this difference
has averaged about one-half of Amtrak's operating expenses).
Therefore, if the Congress remains committed to this policy,
Amtrak can continue to pay the debt service from Federal
subsidies.

The overall implication of continuing this practice is
that it affects the figures reported in the Federal budget--
both "on budget" and "off budget" figures. 1In addition
the Government incurs no net or real cost in terms of
Treasury outlays and the transaction has no effect on the

1/The most recent data for the 1981 estimate puts the
interest expense at approximately $33 million.
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public debt 1/. For the on budget transactions, both budget
authority and outlays for the interest expense are reflected
in DOT's budget (Amtrak appropriation) and the budget deficit
estimate is increased (or a surplus estimate would decrease).
To this extent there is an impact on the allocation of budget
resources. Normally, the impact would be the same as with
any other program competing for those resources. 1In this
case, considering both on and off budget transactions, the
Federal Government is appropriating funds to pay itself the
interest. This happens because the loans on which Amtrak

is paying the interest are actually owed to the Federal
Government via the Federal Financing Bank (this arrangement
is discussed further in chapter 4). Amtrak, then, owes
interest to the Government which it cannot pay, so the
Congress appropriates funds to Amtrak to pay that interest.
The payment is recorded in an offsetting receipt account

in the Treasury (the DOT outlay plus Treasury receipt equal
"0" cost). The transaction and the budget effects are
depicted in figure 2 (Amtrak's 1979 interest expense of

$31.4 million, is used in the figure).

The law requires that we consider whether servicing the
debt in this manner fairly and accurately reflects current
operating costs. The interest expense on those loans
currently outstanding is a "current" operating cost.

The interest expense on Amtrak's Federal loans has a
negative effect on Amtrak's financial picture. There is an
incentive for Amtrak to improve its financial picture because
the Congress has established in legislation (Amtrak Reorgani-
zation Act of 1979) goals for improving the ratio of Amtrak's
operating revenues to its operating expenses. The ratio is
Amtrak's operating revenues stated as a percentage of opera-
ting costs (less depreciation). The goal has been set at
44 percent for 1982 and 50 percent for 1985. For 1979 the
actual ratio was 40 percent. Eliminating the debt, and
therefore, the interest expense, would improve the ratio by
about 3 percentage points. Such a change would not reflect
a real improvement in Amtrak's financial condition.

1/Most Federal entities are included within the Federal

budget totals (on budget). However, some entities, federal-
ly owned in whole or in part, have been excluded from the
budget totals under provisions of law (off budget), e.g.,
the Federal Financing Bank. These fiscal activities are

not included in either budget authority or outlay totals,
but are presented in a separate part of the budget appendix
and as memorandum items in various tables in the budget.
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Figure 2
($ in millions)

Transactions Resulting From
Amtrak Interest Appropriation

This depicts the flow of funds resulting from an appro-
priation (A) to DOT of $31.4 million (Amtrak's 1979 interest
expense on loans)--within the operating subsidy appropria-
tion--to cover Amtrak's interest expense on its loans with
FFB. After DOT receives the interest appropriation (A),
it gives Amtrak the funds (B) to pay the interest on the
loans (C} owed to FFB. Treasury then receives the interest
owed by FFB (D). Note that there is a "0" net effect on
Treasury outlays. (For simplicity, we have not counted the
1/8 percent additional interest which FFB adds to the
Treasury lending rate.)

TREASURY
(A)
(D) $31.4 interest
$31.4 receipt appropriation -
DEPARTMENT OF
FEDERAL FINANCING BANK TRANSPORTATION
(C) B)
$31.4 interest payment 531.4 outlays
AMTRAK

Budget Totals ancd Cash Impact

Treasury FFB DOT
On budget $31.4 Receipt -- $31.4 Budget
authority

$31.4 Outlays

Off budget - $31.4 Interest
payment receipt --
$31.4 Outlays

Net cash effect -0- N/A N/A

le




Amtrak reduces its debt service with
capital grant advances

Amtrak has a unique way of reducing its interest
expense and, therefore, its operating costs. The Congress
gave the corporation specific authority to use its annual
capital grant appropriation to temporarily pay off part of
its loans with FFB. Amtrak uses its appropriation to make
obligations for capital acquisitions as it normally would.
Instead of waiting to actually draw out the appropriation
from Treasury when equipment is delivered, Amtrak may draw
it out in advance. It is then used to temporarily pay off
loans with FFB, thereby reducing Amtrak's interest expense.
As of October 1, 1979, the outstanding loan balance was
$432 million.

It must be remembered, however, that $900 million, an
amount equal to the total loan guarantee authority origi-
nally provided, has been obligated by Amtrak and is the
actual amount of Amtrak's debt to the Government which will
have to be retired (less the $50 million already retired).
While temporarily reducing the loan balance and reducing
the interest expense improves Amtrak's ratio of revenues to
to operating expenses, it does not change the total obliga-
tion.

Although Congress authorized advances of capital grants
in fiscal year 1980, both the Senate Appropriations Subcom-
mittee on Transportation and DOT officials stated that they
want to stop this activity. Also, the 1981 budget assumes
that this activity will not be continued. Since the inter-
est expense has a negative effect on Amtrak's financial
picture, proponents of Amtrak are exerting pressure to retire
Amtrak's debt and eliminate the interest. If the interest
is eliminated, Amtrak's appropriation could be reduced.

Conclusion

Obviously, as long as sufficient Federal funds are pro-
vided, Amtrak can continue to service the debt with Federal
operating subsidies. In our opinion, this approach is
really not in the best interest of the Government.

CONSIDERING THE DEBT UNRECOVERABLE

A third factor the Congress asked us to consider was
the extent to which the debt incurred by the corporation
should be recognized as unrecoverable. We have already
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determined that paying off the debt from Amtrak's profit is
not realistic and we believe the Government should acknowl-
edge that the debt is unrecoverable without liquidation of
assets. Even with liquidation of assets, full recovery may
not be possible. Given Amtrak's unique relationship with
the Government and the Congress' demonstrated desire to con-
tinue rail passenger service, liquidation appears to be an
unacceptable alternative.

Acknowledging a bad debt and "writing it off the books"
is an accepted accounting principle. Some have argued, how-
ever, that writing off Amtrak's debt may set an undesirable
precedent for eliminating other obligations to the Federal
Government. 1In our opinion, each debt must be examined as
to its recoverability and other factors. 1In Amtrak's case,
we see no useful purpose belng served by continuing to
carry the loan on the books since repayment from profits is
unlikely.

CONVERTING THE DEBT INTO STOCK

The fourth and last consideration required by Public
Law 96-73 is the feasibility of converting the debt obliga-
tions into stock issued by the corporatlon. Because of
Amtrak's history of deficits, it is not probable that Amtrak
will make a profit. Therefore, we did not consider the
offering of stock for sale to the public to be realistic
and our analysis was based solely on issuing stock to the
Federal Government. We do not believe that converting
Amtrak's debt to stock is an effective approach to elimi-
nating the debt. In our opinion, a more visible, direct,
and prompt manner of retiring the debt should be used to
simplify the financing and accountability for current and
future railroad operations.

Since the debt is guaranteed by and owed to the United
States, converting the debt into stock amounts to the Govern-
ment substltutlng the debt for stock and becoming stock-
holders in a "private" corporation. Section 304 of the Rail
Passenger Service Act of 1970 authorizes Amtrak to issue
both common and preferred stock. At present, four railroads
own the common stock and no preferred stock has been issued.

We do not believe it was the intent of Congress, in
requiring the Comptroller General to consider the issuance of
stock to retire the debt, that the United States would become
a holder of common stock, with the same rights as the four
railroad owners. We found no evidence of discussion about the
United States becoming a common stockholder.
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There has been, however, a proposal to make the United
States a preferred stockholder. For example, in one version
of the Amtrak Reorganization Act of 1979 (H.R. 3996, not
adopted) the FFB would have been required to accept preferred
stock from Amtrak in full settlement of all loans made to
Amtrak by the FFB with the guarantee of DOT. Dividends would
have been paid by the issuance of additional preferred stock.
The stock would have had no voting rights and resale of the
stock was not expected. The basic intended effect was to
simply retire the debt. In addition, the House report on
H.R. 3996 stated that certain provisions of the bill would
continue to protect the interests of the Government because
of the rights of preferred stockholders to Amtrak assets.

In letters to the House Interstate and Foreign Commerce
Committee, the Office of Management and Budget and the
Department of Treasury both objected to using preferred
stock to retire the debt. They were concerned that the end
result would be an off budget appropriation (see chapter 4
for a discussion of this issue). It was also pointed out by
Treasury and OMB that there is a legal limitation in the
Rail Passenger Service Act of 1970 on ownership of any pre-
ferred stock Amtrak might issue (no owner may hold more than
10 percent of the total).

From a strictly budgetary aspect, a technical problem
exists in issuing preferred stock. Direct Federal loans
(as defined by OMB Circular No. A-11) include the investment
in obligations or preferred stock of any privately owned
enterprise. As such, preferred stock would not change the
budgetary status of the debt at all. Even in the business
community, preferred stock is issued largely as interim
financing. To some extent, then, issuing preferred stock
in exchange for the debt would not be a clear acknowledge-
ment by the Government that its loan is unrecoverable.

We do not believe this is a sound approach to retiring
the debt.

CONCLUSION

Amtrak is not likely to have the financial capacity
to retire its debt to the Government out of corporate
revenues. Since Amtrak's operating revenue does not
cover all its expenses (including the interest payments on
the loans), the Federal Government subsidizes Amtrak for
the debt service owed to the Federal Government. While
Amtrak currently has the ability to continue to carry its
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debt service within the context of operating subsidies, this
ability will remain only so long as the Government funds
such interest expense. We believe that continuing this
activity is not in the best interests of the Government
since it adds complexity to the financing and accountability.

We believe the Government should recognize this debt as
being unrecoverable and write it off.

We do not believe exchanging preferred stock for the
debt is an effective alternative to retiring it. While
preferred stock may afford the Government some financial
protection it would technically stay classified as a loan.

Having determined that the above considerations do not
provide a satisfactory answer to retiring the debt, other
alternatives must be explored. We examined various alter-
natives for retiring Amtrak's debt. Before discussing
specific ones, however, we believe it is necessary to show
how Amtrak's guaranteed loans, and loan guarantees in general,
affect budgetary issues of full disclosure and control. We
also include in this discussion the impact of FFB's role in
loan guarantees.
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CHAPTER 4

AMTRAK'S GUARANTEED LOANS IMPACT ON FULL
DISCLOSURE AND CONGRESSIONAL BUDGETARY CONTROL

All loan guarantees have potential for causing problems
of disclosure and control. Amtrak's loan guarantee was con-
verted to direct, off budget Federal loans. This resulted
in understated budget and deficit totals, creating problems
related to disclosure of budget information and congressional
control.

To illustrate this, we have discussed Amtrak's debt in
the context of three aspects of loan guarantees:

--the uncontrollable nature of loan guarantees,

--the impact of loan guarantees becoming direct
Federal loans from FFB, and

~--the problem of large, single borrowers.

LOAN GUARANTEE AUTHORITY IS EXCLUDED
FROM THE BUDGET ALLOCATION PROCESS

Loan guarantee authority is excluded from the budget
allocation process by the Congressional Budget Act of 1974.
This act provides that budget authority does not include
authority to insure or guarantee the repayment of indebted-
ness by another person or government. It is the "contingent"
nature of loan guarantees that has caused this exclusion.
The guarantee is a commitment by the United States to pay
part or all of the principal and/or interest of a locan only
if the borrower fails to repay the loan. Thus, since loan
guarantees are a contingent liability, they have been
excluded from the basic definition of spending authority
and consequently are not considered within the budget.

The problems which have evolved because of this

exclusion have evoked numerous comments and recommenda-
tions. The Congressional Budget Office has said that
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"More and more attention has been focused on
the growth of Federal credit programs in
recent years, and it has become clear that
traditional budget techniques, with their
focus on direct spending and taxing, are
unable to control credit program levels." 1/

In addition, the House Budget Committee stated that Congress
should be able to consider loan guarantees within a compre-
hensive budget framework. 2/

In recent testimony before Congress, we recommended
that changes should be made to more fully integrate the
Government's credit activities into the "unified budget." 3/
Although no adequate mechanism to control loan guarantees
has been put in place, the fiscal year 1981 budget contains
recommendations of annual appropriation limitations for a
wide range of credit activities. The budget document con-
tains information about direct Federal loans (both on and
off budget) and loan guarantees, including data on the
lending activities of the Federal Financing Bank.

The credit presentation contained in the President's
1981 budget plan is an important first step towards fully
disclosing and controlling Federal credit activities
within the budget allocation process. We believe that
Amtrak offers a good illustration of the need for budgetary
controls by highlighting the adverse effects of guarantee
programs on accountability through the budget process.

AMTRAK IS AN EXAMPLE OF THE
UNCONTROLLABLE NATURE OF LOAN GUARANTEES

Federal guarantees can become uncontrollable Federal
expenditures

l/Federal Credit Activities: An Analysis of the President's
Credit Budget for 1981, Staff Working Paper, February 1980,
Congressional Budget Office, p. xvii.

2/Congressional Control of Expenditures, Committee on the
Budget, U.S. House of Representatives, January 1977,
p- 93.

3/Statement of Elmer B. Staats, Comptroller General, U.S.
General Accounting Office, before the Budget Process Task
Force, House Committee on the Budget, on the Federal
Budget Process, December 11, 1979, p. 6.
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--when the lender is the private sector and default
occurs, and ‘

--when the lender is the Federal Financing Bank which
borrows from the U.S. Treasury.

First, when the United States is the guarantor only
and financing is obtained from the private credit market,
default forces a payoff by the Federal Government to the
private lender. One way of providing for this payoff is to
give borrowing authority to the Federal agency guaranteeing
the debt. 1In Amtrak's case, DOT is the guarantor. If
Amtrak had defaulted on its guaranteed loans while it
received financing from private lenders, DOT would have
been required to use its borrowing authority to obtain funds
from the Treasury and pay off the loans. This procedure
would have automatically increased DOT's actual budget
totals (budget authority and outlays) and the public debt
(assuming Treasury had to increase its borrowings) dis-
closing the default in budget totals. This illustrates how
loan guarantees, by their very nature, can become uncontrol-
lable expenditures by increasing budget totals and Treasury
outlays. Loan guarantees may require outlays without any
current action by the Congress.

Second, loan guarantees can become uncontrollable when
the Federal Financing Bank provides the loans. Amtrak's
loans became uncontrollable expenditures without default
occurring when it obtained direct Federal loans from FFB
without congressional budgetary action. The budgetary
problems with FFB loans, as illustrated by Amtrak's loan
guarantees, are described in the next section.

The Federal Financing Bank
contributes to lack of
disclosure and control

FFB was created as a part of the Treasury to raise
the efficiency and lower the costs of Federal agency
borrowing activities. The bank purchases different kinds
of debt and guaranteed obligations of Federal agencies and
private borrowers and substitutes its own borrowing for
that of the agencies.

As we stated in an earlier report 1/ the bank's
accomplishments have been noteworthy in managing and

1/"Government Transactions with Federal Financing Bank
Should Be Included in the Budget" (PAD-77-70, Aug. 3,
1977).
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reducing the cost of agency borrowing activities. However,
two aspects of FFB's activities are not strictly related to
its essential role as a financial conduit and have created
problems of disclosure and control. First, when FFB was
established, its receipts and disbursements were excluded
by law from the budget totals; i.e., they were put off
budget. The result has been a cumulative understatement of
outlays on budget of approximately $47 billion by the end
of fiscal year 1979 and estimated to be $64 billion by fis-
cal year 1980. We believe this causes inadequate disclosure
of budget activities. Second, it was originally thought
that the bank would finance its activities by issuing its
own securities in the private money and capital markets.
Instead, nearly all of the bank's borrowing has been from
the Treasury. This creates a concern with loss of control-
lability over a relatively large amount of direct Federal
loan activity. Because the Federal Financing Bank is pur-
chasing guaranteed loans, a large volume of direct loans
which would normally be reported at face value in the budget
is being transferred to off budget status. These direct
loans are excluded from the resource allocation and control
processes established by the Congressional Budget Act of
1974.

In view of the consequences resulting from the off
budget status of FFB, we recommended in the 1977 report
that the bank's receipts and disbursements be included in
the Federal budget totals.

The very same problems discussed above were involved
when Amtrak began to convert its loans from the private
credit market to FFB. Funds borrowed by Amtrak from FFB
represent a real cost to Treasury that is not disclosed
and recorded in the budget totals due to FFB's off budget
status. This large expenditure has not been subject to
controls of the budget process. We believe that Amtrak's
loans highlight the budget problems surrounding guaranteed
loans, especially those held by FFB.

We have assumed for our analysis that FFB will remain
off budget. 1If, as we have recommended, FFB is returned
tc on budget status, disclosure would not be an issue.
Then, the loan would be properly recorded on budget, and
attention could be focused on the retirement mechanism.

Large, single borrowers like Amtrak increase
likelihood of uncontrollable expenditures

The Amtrak guarantee is part of a distinct category
of quarantee programs--large, high risk, single borrowers.
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However, the guarantee is unique because of the close
relationship between Amtrak and the Federal Government.

In this category, programs represent decisions by the
Federal Government to back discrete ventures by guaranteeing
large loans to a single borrower or a few borrowers with
commonly shared risks. 1In this category, ventures may
involve technologies or economical competitiveness yet to
be proven. Moreover, economic success may require large
initial capital expenditures. Unlike more traditional use
of guarantees such as the Federal mortgage insurance pro-
grams, the risk cannot be pooled over many borrowers. The
number of guarantees of this type has been relatively small
and the circumstances so individual that default rates can-
not be compared. Because of these factors, loan repayment
by large, single borrowers is not predictable. These
factors increase the probability that the loan will become
an uncontrollable Federal expenditure without congressional
budgetary action. If (1) default occurs, thereby obligating
the Government to pay off the loan and (2) the loan is gquar-
anteed by an on budget agency, then the payment increases
the outlays of the agency which guaranteed the loan and
decreases the discretionary funds available in functional
classifications within the budget allocation process. 1In
this category of loans, Amtrak is an important example.

CONCLUSION

We believe that Amtrak's loans highlight the need for
full disclosure and strengthened control and accountability
of Federal guarantee programs within the budget process.
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CHAPTER 5

ALTERNATIVES FOR RETIRING
AMTRAK'S DEBT

Based on our analysis of issues required by the Amtrak
Reorganization Act of 1979, we concluded earlier in this
report that the Government should recognize that Amtrak's
debt is unrecoverable and should be retired. There are
a number of alternative ways in which this can be accom-
plished. Our consideration of these alternatives is based
on the assumption that Amtrak, as discussed in chapter 2,
has a unique relationship with the Federal Government. To
assess the alternatives systematically, we developed
criteria for evaluating the positive and negative effects
of alternative means of retiring Amtrak's debt. 1In this
chapter, the alternatives are described and evaluated
using these criteria.

CRITERIA FOR EVALUATING ALTERNATIVES
FOR RETIRING AMTRAK'S DEBT

The criteria used here to assess alternatives which we
have identified provide a basis for evaluating any potential
alternative for retiring the debt. The criteria are not
independent of each other, can conflict with or influence
one another, and cannot be considered of equal weight.

We believe, however, that the option selected by the Con-
gress should meet as many of these criteria as possible.

Our criteria concern the following issues:

--Maintaining a viable rail passenger service.

--Full budgetary disclosure.

--Congressional budgetary control.

--Protection of the Government's collateral
interest.

--Political feasibility.
--The desirability.of the precedent established.

These criteria are discussed in detail below.
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Maintaining a viable rail passenger service

Congress has supported maintaining a viable rail pas-
senger service since 1970, when it passed the Rail Passenger
Service Act which identifies the public need for a modern
and efficient rail passenger service. The commitment to
this goal is reinforced by Congress' prolonged involvement
in Amtrak's operations and by its continually expanding
financial assistance. Therefore, we have considered how
alternatives for retiring Amtrak's guaranteed loans will
impact on the goal of maintaining viable rail passenger
service.

Full disclosure

We believe the Congressional Budget Act of 1974,
which increased involvement by ‘the Congress in the budget
process, requires full and complete budgetary disclosure of
information to the Congress. The Federal budget should
contain full and clear information on all Federal expendi-
tures to enhance accountability and public and congressional
understanding of the budget, and to increase its usefulness
for purposes of decisionmaking, public policy determination,
and financial planning. Since Amtrak's loans with the
Federal Financing Bank are direct Federal outlays which were
never included in the budget totals, we believe that any
debt retirement action should be fully disclosed in the
Federal budget. Therefore, in applying this criterion, we
considered whether alternatives would provide retirement on
budget. We also considered whether the full information
would be available in one budget year, thereby having more
impact on decisionmaking, rather than over a period of
years.

Congressional budgetary control

The Congress has a clear constitutional role in con-
trolling public monies. With the passage of the Congres-
sional Budget Act of 1974 it took a major step in asserting
and increasing its control over the Federal budget process.

Federal loan guarantees, as discussed in chapter 4,
weaken congressional budgetary control because as a con-
tingeat liability, they are excluded from the definition of
budget authority; and if default occurs, they may result in
Federal expenditures outside the current control of the
Congress. Our congressional budgetary control criterion is
aimed at the retirement aspect of loan guarantees, i.e.,
when a loan has to be paid by the Federal Government as
guarantor.
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Often when the Government guarantees a loan, permanent
borrowing authority is established for the guaranteeing
agency. If default occurs, that agency then borrows from
the Treasury. That transaction results in a recording in
the budget totals of budget authority and outlays, all
without current congressional budgetary control. Borrowing
authority of this type is known as "backdoor authority."
Such authority is granted by authorization committees out-
side the appropriations process. A major objective of the
Congressional Budget Act of 1974 was to eliminate "backdoor
spending" by placing new spending authority within the
appropriations process.

We believe the principle of congressional budgetary
control should be applied to loan guarantees whenever prac-
ticable. Although the actual expenditure related to
Amtrak's loans has largely taken place, in considering
retirement the Congress clearly is in a position to make a
deliberate decision about how it should be carried out.
Amtrak's loans have already involved the use of complex,
backdoor practices. We do not believe new ones should
be invented to cover the write-off. The guarantees should
be retired within the budgetary control of Congress.

Establishing a precedent

The decision to retire a large loan which has been
recognized as a bad debt could set a precedent for future
Federal actions involving unrecoverable debts. The method
of write-off selected should be considered not just for its
immediate effect, but also for setting a standard. Setting
this standard makes the principles involving public needs,
full budgetary disclosure, and congressional budgetary con-
trol even more important. Therefore, we guestioned each
alternative not only in terms of the immediate effect, but
also in terms of possibly establishing a precedent for future
actions.

Protection of the Government's
collateral interest

As discussed on page 11, the Federal Government has
security agreements with.Amtrak which pledge rolling stock
(i.e., locomotives and passenger cars) to the Government
in case Amtrak defaults on its Federal loans. These agreements
establish a collateral interest which would be terminated
if the loans are retired. We believe this interest should
be continued. We evaluated whether the alternatives would
provide any degree of protection.
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Political feasibility in terms of budget impact

The way in which $850 million in loans is retired can
have many political implications. One such implication re-
lates to budget impact,with regard to both budget princi-
ples and budget totals. These two impacts affect the many
participants in the budget process differently. While some
would be more concerned with principles, others would care
more about the effects on the allocation of resources. For
example, some decisionmakers will be more concerned with
the principle of full disclosure in retiring Amtrak's loan
because of their emphasis on accountability and improving
the discipline of the budget process. Full disclosure, as
we have described it, however, would cause maximum impact
on budget totals. From that perspective, other decision-
makers will give greater weight to the dollar impact on
the competition for resources than on the principle of
accountability and full disclosure.

The current pressures to hold down Federal spending
and balance the budget weigh against the principle of full
disclosure. For example, the administration would have to
balance support for retirement on budget with the goal of
reducing budget totals and eliminating the deficit.

Because of such considerations we have questioned the
political implications in terms of budget impacts which
result from the implementation of each alternative for
retiring Amtrak's debt.

EVALUATION OF ALTERNATIVES
FOR RETIRING THE DEBT

There are many alternatives for retiring Amtrak's debt
and an infinite number of possibilities in applying dif-
ferent combinations of length of time and amount of the
debt retired. A number of these options are described
below and evaluated using the criteria outlined in the pre-
ceding section. These include:

--A one-time appropriation.
--Appropriations extending beyond 1 year.

--Formal declaration of default and use of DOT's perma-
nent borrowing authority to repay the loans.

--Use of legislation to forgive the debt.
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One restriction on retiring the debt and cancelling the
loan guarantee authority involves Amtrak's lease obligations.
Under any alternative, Amtrak's loans and guarantee authority
may not be reduced below the level of certain outstanding
lease obligations. By statute these leases, which amounted
to about $77 million as of October 1, 1979, are guaranteed
by the loan guarantee authority. The backing of the leases
by the guarantee restricts how much of the locan and guarantee
authority may be retired immediately. Therefore, any alter-
native for retiring the debt must include a way to allow
these leases to remain in effect until they expire or until
early termination is agreed upon. Appendix I describes these
lease arrangements.

One-time appropriation

The Congress could appropriate the total $850 million
necessary to retire the debt. Although Amtrak has tempor-
arily paid down its loan balance at FFB with advanced capi-
tal grants (see page 17), we have simplified the discussion
of this transaction by assuming that the full $850 million
is outstanding.

The required appropriation could be requested in the
President's budget or the Congress could initiate the action
by making an appropriation to the "Grants to the National
Railroad Passenger Corporation” account (69-0704-0-1-401)
in the Federal Railroad Administration in DOT. Figure 3
illustrates how this transaction would take place and what
its effects would be, assuming the full $850 million is out-
standing. In this transaction, $850 million in budget
authority would be recorded in the budget, and $850 million
in outlays would be recorded when the funds are provided
to Amtrak causing an apparent increase in budget authority
and outlays. Since FFB is an off-budget agency, Amtrak's
loan repayment would not be included in the budget as a
receipt of funds. Instead, the $850 million loan repayment
to FFB would be recorded off budget as a receipt and sub-
tracted from FFB's overall requirement for cash from the
Treasury. In this transaction, theoretically, Treasury
is repaid for the funds loaned to Amtrak via FFB.

Since the debt is internally held, repayment by the
Government would be an intragovernmental transfer with no
net cash effect on Treasury. The estimated budget deficit
would increase by $850 million (or an estimated surplus
would decrease), but the on-budget ocutlay would be offset
by an off-budget loan repayment. Thus, repayment by the
Government results in no actual increase in the Federal
debt. The debt was increased when FFB provided loans to
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Figure 3
($ in millions)

Transactions Resulting From
Appropriations To Retire Amtrak's Loans

This depicts the flow of funds which would result from
an appropriation (A) to DOT of $850 million to retire
Amtrak's loans with FFB/Treasury. After DOT received the
appropriation (A), it would give Amtrak the funds (B) to
repay the loans (C) owed to FFB. FFB would then repay
Treasury the funds (D) it originally borrowed to lend to
Amtrak. Note that there is a "0" net effect on Treasury
outlays.

(A)
[ $850 appropriation ]

(D)
$850 loan repayment

a/

DEPARTMENT OF
FEDERAL FINANCING BANK TRANSPORTATION

(C) {B)
$850 loan repayment $850 outlays

AMTRAK

Budget Totals and Cash Impact

Treasury FFB DOT
On budget - - $850 Budget
authority

$850 Outlays

Off budget - $850 loan -
repayment a/

Net cash effect -0~ N/A N/A

a/Amtrak's loan repayment to FFB reduces the requirement by
FFB for Treasury funds by $850 million and has the effect
of an $850 million loan repayment to Treasury.
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Amtrak. At that time, Federal borrowings reflected an
increase equal to the amount of Amtrak's outstanding loan
balance.

Evaluation of a one-time
appropriation alternative

A one-time appropriation would not significantly affect
the goal of maintaining a viable passenger rail service
although it could impact on funding decisions during the
vear in which the appropriation was made. If $850 million
for debt retirement were included in the budget, it could
impact on Amtrak's ability to compete for resources. The
fiscal year 1980 appropriation for Amtrak was $861.4 million
(excluding Northeast Corridor funding). Whether or not the
$850 million could be included in the budget totals without
reducing the desired funding level for this activity and the
related level of service is questionable.

In terms of political feasibility, evaluation of this
alternative is made more difficult because of the off-budget
status of the FFB. This situation requires that the repay-
ment of the loans be recorded as outlays in the budget, even
though there is no net outflow of cash from the Treasury.
(The cash outflow actually occurred when FFB made the loans.)
As a result of this situation, however, an appropriation to
repay the debt will cause an apparent increase in budget
authority, outlays and the deficit. As this apparent
increase worked its way through the budget process, it could
begin to affect resource allocation decisions. These poten-—
tial effects would have to be considered in judging the
political feasibility of this alternative.

In contrast, in terms of accountability and good budget
practices, this alternative clearly is politically feasible.
The one-time appropriation method would meet the criterion
of full disclosure by placing the entire $850 million on
budget all at once. It would also meet the controllability
criterion since this alternative would require direct congres-
sional budgetary action within the appropriation process.
Therefore, in terms of a technical approach, this option
would set a desirable precedent in writing off a debt which
has been recognized as unrecoverable.

A one-time appropriation would not protect the Govern-
ment's collateral interest. However, as discussed on p. 12,
the collateral interest could be continued through an agree-
ment between Amtrak and the Department of Transportation
granting a lien on equipment.
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Our analysis leads to a conclusion that in spite of the
large impact on the budget figures (although there would be
no net Treasury outlay), this alternative is the best means
of retiring the debt. It meets other important goals of
full budgetary disclosure and controllability, sets the best
precedent for future action in writing off unrecoverable
debts, and supports the basic mission of maintaining a viable
rail passenger service. As a condition to retiring the debt,
a lien should be obtained continuing the Government's
existing interest in Amtrak's assets.

Appropriations extending
beyond 1 year

Many possibilities exist for retiring the debt with
appropriations over a period extending beyond 1 year.
Depending on the effects, different parties support dif-
ferent retirement periods. For example, the administration
has proposed $25 million for retirement in each of the last
four budgets (1978-1981). As stated earlier, Congress has
appropriated $50 million ($25 million in fiscal years 1978
and 1979). At this rate it would take 34 more years to
retire the remaining $850 million in loans. DOT suggested
a shorter period for retirement extending through fiscal
year 1984 in its restructuring study of Amtrak.

An extended appropriation period would meet the cri-
terion of maintaining a viable rail passenger service. It
would comply with the controllability criterion by requiring
positive congressional budgetary action. Also, it is more
politically acceptable than a one-time appropriation since
there is less budget impact. Budget impact becomes more
acceptable as the writeoff period is extended over longer
time periods. Political feasibility also depends on bal-
ancing current pressures to reduce budget totals against
other goals which include increased accountability, good
budgetary practices, and the most reasonable approach to
financing Amtrak operations.

Retirement over a number of years does not protect
the Government's collateral interest, but would partially
delay the loss of that interest during the length of the
retirement period. As discussed under the previous alter-
native, collateral interest could be extended through a
lien as a condition of debt retirement.

More importantly, this method does not totally satisfy
the principle of full budgetary disclosure. Even though the
total amount of the loan would be recorded on budget over
time, a repayment schedule which spreads the appropriations
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over a number of years reduces the visibility and impact of
the payment in the budget. Because it does not totally
comply with full disclosure goals, this alternative does not
set a desirable precedent for future retirement actions.

For this reason, we believe this is a less desirable alter-
native than the one-time appropriation.

Default and use of DOT
borrowing authority

If Congress deliberately failed to provide sufficient
financial support, Amtrak would probably not be able to pay
all of its expenses including the principal and/or interest
on its loans with FFB. 1In this event, a formal defa Ot
action would require DOT, as guarantor, to pay the lv=ns by
using its permanent borrowing authority. If this happened
the Government could exercise its collateral rights under
existing security agreements. Congress would have to appro-
priate funds to liquidate DOT's borrowings from the Treasury.

This scenario would substantially change the existing
relationship between Amtrak and the Government. The criter-
ion of providing a viable rail passenger service would be
met to the extent that the Federal Government continued to
support and provide such service even though there surely
would be some practical operational 3difficulties. This
approach could only meet the full disclosure and budgetary
control criteria if it were included in the President's
budget or Congress added it to the budget. It could also
occur outside of the budget cycle which reduces the visibil-
ity of the transaction and its impact on budget Jecision-
making. Although a transaction outside of the budget
process would not meet full disclosure and control criteria,
it may be more politically feasible since it has less impact
on budget.

We believe that default and use of borrowing authority,
in the case of Amtrak, is unnecessary since the Government
is both the guarantor and the lender. A default action would
be contrary to the objectives of the legislation establishing
Amtrak. It is also not likely since Congress appears com-
mited to maintaining passenger rail service within its
current relationship with Amtrak. 1In our opinion, default
would only become a possibility if the Congress decided that
the public's interest were better served by changing Amtrak's
institutional framework.
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Forgiveness of loans by legislation

The Congress could cancel all obligations related to
Amtrak's Federal guaranteed loans by legislation. Such a
solution would not impact on the goal of maintaining a
viable rail passenger service. Those who wish to minimize
the impact of the loan transaction on the budget may con-
sider this to be politically feasible. The protection of
the Government's collateral interest would be eliminated,
but could be continued through agreement to a lien.

This alternative, however, does not meet the criteria
which relate to budgetary goals of full disclosure and
controllability. Since this solution would have no impact
on the budget, it would not be politically acceptable to
those who support improved budget practices. 1In addition,
even though it requires a direct action by the Congress, the
action would not occur within the budget allocation process.
We believe that setting a precedent for retiring unrecover-
able debts without meeting budgetary control and full dis-
closure criteria is undesirable. In our opinion, it is the
least desirable alternative which we identified, primarily
because Amtrak is not unique in receiving a large guarantee
that has been converted to a direct off budget loan through
the FFB. If this approach were used, there may be attempts
to have other similar loans follow this precedent of, in
effect, becoming a grant without an appropriation. This
occurs in three steps: (1) loan guarantee, (2) converted to
direct Federal loan via FFB, and (3) debt cancelled by
legislation. We cannot support the use of such a backdoor
device. If Congress intends to make a direct subsidy, we
believe it should be done through the budget process in such
a way that accountability is clear and the public is fully
informed of the decisions being made.

CONCLUSION

Since loan guarantees like Amtrak's can result in a
big impact on Federal outlays, we believe that any retire-
ment plan must provide for these expenditures to be recorded
on budget. Although we recognize that constraints on budget
resources will always continue to be present, we believe that
a retirement plan that minimizes present day budget impact
at the cost of good budgeting principles and program account-
ability is not a viable alternative.

RECOMMENDATION TO CONGRESS

We recommend that Congress retire Amtrak's debt to the
Federal Government through a one-time appropriation. As a
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condition to this retirement, a lien on equipment which
continues the existing Government interest in Amtrak's
assets should be obtained.

We also recommend that the guarantee authority
backing the debt be cancelled. As discussed in our report
on page 30, provision would have to be made for Amtrak's
lease obligations which place a restriction on retiring
the debt and cancelling the guarantee authority.

AGENCY COMMENTS

We briefed DOT and Amtrak officials on the content of
this report and obtained their oral comments. 1In addition,
Amtrak provided a written response to our briefing (see
appendix II).

Department of Transportation officials agreed with our
facts and indicated no objection to our making this recom-
mendation. They stated that, in their opinion, it was
essential to continue the Government's collateral interest
in Amtrak's loans if they are retired.

Amtrak officials agreed with our facts and stated a
willingness to enter into agreements with DOT continuing the
current collateral interest of the Government in Amtrak's
assets. 1In his letter response, the President of Amtrak re-
affirmed this willingness.

Amtrak's position on the best way to retire the debt,
however, is different from ours. Amtrak recommended two
options for retiring the debt, both of which we believe are
unacceptable. Both would be off budget transactions. As
we have stated in this report, we believe any alternative
for debt retirement should be on budget.

Our complete response to Amtrak's letter is included
as a part of appendix 1II.
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AMTRAK'S LEASE OBLIGATIONS

Amtrak's leases present a complicating factor which
must be considered when writing off Amtrak's debt and
terminating its loan guarantee authority. Amtrak has out-
standing, as of October 1, 1979, six lease obligations with
a balance of $77 million, which are connected directly to
loan guarantees of the Department of Transportation (DOT).
These obligations are binding, legal contracts which remain
in effect until the expiration date unless affected parties
mutually agree on early termination. Thus, $77 million of
Amtrak's debt which is tied to lease obligations and the
guarantees backing the leases can only be retired when the
lease arrangements expire unless affected parties agree to
early termination.

WHAT ARE AMTRAK'S LEASE OBLIGATIONS?

Amtrak entered into seven transactions pursuant to the
conditional guarantee authority provided DOT in 1972 amend-
ments to section 602 of the Rail Passenger Service Act of
1970 (P.L. 92-316). The unpaid principal amount of leases
is guaranteed by DOT under this authority. Guaranteed
leases were the primary method by which Amtrak financed new
rolling stock until DOT disallowed the use of guarantees
for this purpose. 1In general, the leases were to remain in
effect 15 years with an option to purchase the equipment at
the end of the lease period. Of the seven leases, six are
still in effect. The one exception is a lease which was
terminated by mutual agreement with a penalty payment of
approximately $2.5 million dollars.

Below is a schedule which shows Amtrak's lease obliga-

tions as of October 1, 1979, the original cost, the guaran-
teed balance, and the expiration dates:
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Lease Original SGuaranteed Expiration
Obligation Cost Balance Date

(S in millions)

36 SDP 40 General Motors $17.8 $14.8 1- 1-89
diesel locomotives

29 5DP 40 General Motors 13.6 i12.4 1-15-90
diesel locomotives

25 E-60 General Electric

electric locomotives 19.7 20.3 7-15-91
Amer ican Fletcher

computer 0.75 0.4 5-~31-81
4 RTG French Turbo Trains 14.1 13.4 7- 5-90

25 P30 CH General Electric
diesel locomotives 15 15.6 12-31-90

TOTAL UNPAID GUARANTEED
3ALANCE $76.9

HOW WILL LEASE OBLIGATIONS AFFECT
DEBT RETIREMENT AND TERMINATION
OF GUARANTEE AUTHORITY?

All of Amtrak's guaranteed loans and the juarantees
backing the loans can be retired immediately except the
portion tied up in the six lease arrangements. For both
legal and practical reasons, the unpaid principal amount of
approximately $77 million (as of October 1, 1979) in lease
obligations must be retired when the leases expire. Because
the leases are complex arrangements, early termination of
these contracts is impractical and expensive. It would re-
quire penalty fees as high as $11 million, since the
lessee is responsible for any losses the private investor
may incur by reason of early payoff. More important, lease
arrangements are binding, legal contracts. Early termina-
tion requires agreement by all affected parties. 1In addi-
tion, the Department of Transportation guarantee authority
is binding and may not be terminated, cancelled, or other-
wise revoked until the lease obligations expire. Section
602(c) of the Rail Passenger Service Act (45 U.S.C. 602(c)
states that
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"(c) any guarantee mnade by the Secretary under
this section shall not be terminated, canceled
or otherwise revoked; shall be conclusive evi-
dence that such guarantee complies fully with
the provisions of this [Act] and of the approval
and legality of the principal amount, interest
rate, lease rate, and all other terms of the
securities, obligations, leases, or loans and
of the guarantee, and shall be valid and incon-
testable in the hands of a holder of a guaran-
teed security, obligation, lease, or 1loan,
except for fraud or material misrepresentation
on the part of such holder."

Also, section 601(a)(1)(3) (45 USC 601(a)(1)(3)) states that
payments authorized under that provision to reduce the prin-
cipal amount of the guarantee authority (thus, to retire

Amtrak's guaranteed loan) do not include payments for lease

arrangements.

Thus, legal provisions preclude early termination of
the quarantee and the lease arrangement by the Government

alone.
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. Ranroad Passenger Corporation. 400 Norin Capitol Streer N'W - Washington D C 20007 Telephone (202) 383-3000

March 14, 1980

Amirac )

Honorable Elmer B. Staats

Comptroller General of the United States
General Accounting Office

441 G Street, N.W,

Washington, D. C. 20548

Dear Mr. Staats:

1 appreciate the excellent briefing by your staff on
Friday, March 7, 1980, on your study concerning retirement
of our guaranteed loan authority.

During the briefing, your staff requested Amtrak's
position regarding our willingness to enter into an agree-
ment with the Department of Transportation granting a lien
on equipment and capital improvements to the value of the
original $900 million loan authority as a part of arrange-
ments to retire the loan authority. Subject to Board of
Directors approval (which I believe would be forthcoming),
Amtrak would be willing to enter into such an agreement.
This would result in the government's interest being fully
protected.

I understand the many complex considerations you faced
in developing your recommendations, but I believe the circum-
stances surrounding Amtrak's guaranteed loan authority are
unique and deserve consideration of approaches that might
not apply in other guaranteed loan situations.

At the time guaranteed loan authority was provided by
the Congress it was expected that at some future date Amtrak
would become profitable and the loans would be repaid by the
Corporation. This is now recognized to be very unlikely.
During the development of the FY 1976 budget, the Adminis-
tration and the Congress made two basic decisions. First,
that future capital funding would be made through grants;
and second, given that the loans would not be repaid from
Amtrak profits, a plan for liquidation of the guaranteed
loan authority should be established. These decisions were
implemented by appropriations enacted by PL 94-134
(November 24, 1975) in regard to capital grants and by
PL 95-85 (August 2, 1977) with respect to the first loan
retirement installment.

AN EQUAL OPPORTUNITY EMPLOYER
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Honorable Elmer B. Staats
March 14, 1980
Page 2

During the debate on FY 1980 appropriations for Amtrak
the question of early and more rapid retirement of the loan
authority led to the Congressional request to the Comptroller
General to recommend 'appropriate means for the National
Railroad Passenger Co:peration to eliminate the obligations
of the Corporation that are guaranteed under Section 602 of
the Rail Passenger Service Act."

In addition to the fact that the Administration and
Congress have concluded that our guaranteed loan authority
cannot be repaid from Amtrak profits, another factor exists.
The guaranteed loan authority was provided during the period
FY 1971-Fy 1975. As a result, capital programs supported by
this authority have essentially been executed. As of
January 31, 1980, only $73.6 million remains unexpended
(primarily for Superliner cars). Thus, the question is how
to best "clear the books" of $850 million of guaranteed loan
authority that (1) cannot be repaid from Amtrak profits and
(2) covers programs that are over 91 percent completed and
100 percent obligated. I believe these factors provide a
basis for a simplified approach to the problem.

The options availabie, as I see the problem are:

1. Legislation that directs the Treasury Department
(through the Federal Financing Bank) to lend money
interest free to Amtrak until all program obli-
gations are liquidated, at which time the loan be
written off Treasury books.

This would recognize the fact that the loan
would not be repaid and write-off is in
order. It also eliminates the budget
processing cf appropriations for programs
that are substantially executed. There
would be no impact on cash withdrawals

from the Treasury beyond those contemplated
by the guaranteed loan authority.

2. Legislation that would require Amtrak to issue
preferred stock to retire debt.

This would establish a governmental
ownership interest in Amtrak equiva-
lent to the value of stock issued.

It would provide further protection

to the government above existing liens
on equipment. Authorizations and
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Honorable Elmer B. Staats
March 14, 1980
Page 3

appropriations to cover programs almost
completed would not be required. There
would be no impact on cash withdrawals
from the Treasury beyond those contem-
plated by the guaranteed loan authority.

3. Appropriate $850 million to liquidate the guaranteed
loan authority.

This would be the highest level "on
budget" solution, providing a capital
grant to substitute for the guaranteed
loan authority. Budget obligations
and outlays would be reflected in a
current year for programs that had
already been executed in prior years.
Net cash flow impact on the Treasury
would be zero since funds disbursed by
Treasury would be immediately paid to
Treasury to reduce loans. No real
budgetary control would be imposed

by this option.

4. Continue a phased retirement of the guaranteed
loan authority.

This would continue the present procedure
of gradual debt retirement. Under such a
plan, which is an "on budget" transaction,
interest expense would continue on the
outstanding debt balance. Amtrak's annual
authorizations and appropriations would
have to be increased to accommodate these
requirements.

5. Leave the guaranteed loan authority at the current
$850 million level.

The effect of this action would be a
continuing increase in interest expense
to the Corporation to service a debt
that all parties agree cannot be repaid
from Amtrak earnings. Authorizations
and appropriations would have to be
increased to accommodate the increasing
interest costs.
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Honorable Elmer B. Staats
March 14, 1980
Page 4

Based upon the unique conditions that prevail con-
cerning Amtrak's guaranteed loan authority, I believe that
either option 1 or 2 above represents the most practicable
and feasible way to retire the outstanding loan authority.

I do not believe option 3 is feasible due to its significant
impact on the budget. Option 4 is the most feasible "on
budget" solution, but does not offer any early solution to
debt retirement. Option 5 would be inconsistent with the
objective to retire the loan authority.

Amtrak recommends that the outstanding guaranteed loarn
authority in the amount of $850 million be retired as an
"off budget" transaction under procedures described in
either Option 1 or Option 2 above.

As we discussed in detail with your staff, legislation
and implementation of any of these options must recognize
Amtrak's long term guaranteed lease obligations and the
implications of early termination.

Sincerely,

Alan S. Boyd
President
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GAO Notes:
In general, Amtrak in its response
--reaffirmed the accuracy of our facts,

--agreed with our issues supporting debt write-off,
and

--expressed willingness to enter into an agreement
to provide for the Government to retain its
collateral interest in Amtrak's equipment.

Amtrak did not, however, agree that our recommended
alternative was the best choice. Overall, Amtrak believes
that the debt should be retired off budget. Amtrak's
response discusses five options, two of which would,
in their opinion, accomplish that objective.

First, Amtrak suggested legislation that would provide
the loans interest-free to Amtrak until all program obliga-
tions are liquidated, at which time the loans would be
written off. While we understand Amtrak's desire not to
incur additional interest expense, we do not agree that this
would address the basic problem--that Amtrak is not able to
repay the debt. We believe this option of retiring the debt
with a legislative write-off is undesirable because not only
is it off budget, but as stated on page 35 of this report,
the option does not meet the criteria of full disclosure and
controllability. This, in our opinion, sets a very undesir-
able precedent. As we noted in our report, the interest
expense is now financed by direct appropriations. If Amtrak
loans were made interest~free, Amtrak's appropriation
should be reduced by the amount it would have received to
pay the interest.

While we agree with Amtrak that issuing preferred stock
would provide protection to the Government, Amtrak itself
has stated it would be willing to enter into an agreement
whereby the Government's interest would be maintained without
issuing preferred stock. Furthermore, Amtrak agrees in its
response that the debt will not be paid off and should be
eliminated. As noted in our report, preferred stock is
considered by the Federal Government to be the same as a
loan. Hence the budgetary status of the debt would not
be changed and the unrecoverable status of the loans would
not be clearly acknowledged. Again, as noted above, if the
Congress chose this alternative, Amtrak's appropriation
should be reduced by the amount of the interest.
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We disagree with the the "off-budget" aspects of
Amtrak's response. In our judgement, any off-budget alterna-
tive for loan retirement is unacceptable because

~-it would not provide full disclosure;

~-it would not be carried out within the budgetary
control of the Congress; and

--it would set a bad precedent by effectively providing
direct subsidies without previous positive congres-
sional action.

Our recommended approach, an $850 million appropriation
(Amtrak's option 3), was dismissed by Amtrak as not being
politically feasible due to budget impact. We have acknow-
ledged in our report the budget impact problems of this
alternative but believe it is the best option because it
provides full disclosure of the transaction on budget and
provides congressional budgetary control. Amtrak's state-
ment about no budgetary control being imposed apparently
refers to the fact that no current outlays would be involved.
However, to the extent that the transaction represents
"providing a capital grant to substitute for the guaranteed
loan authority,” we believe that such a change should be
subject to congressional decisionmaking within the controls
of the budget process.

Amtrak's fourth option is to continue a phased retire-
ment of the guaranteed loan authority. We discuss this
option starting on page 33.

Amtrak's fifth option is to leave the guaranteed loan
authority at the current $850 million level. We discuss

this option starting on page 14 in our analysis of Amtrak's
ability to continue to carry the debt service.

(974605)
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