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in traffic to the estimated poten-
tial level, the line operation to
Chamberlain could be self-suffi-
cient."

The specific conditions necessary
for any operation of the line west of
Chamberlain to break even are:

] an average 567 increase in
traffic from the 1979 level
for stations between Mount
Vernon and Kadoka

28 payments to the South Dakota
core system for movements
beyond Mitchell which are
$§1.12 or less per loaded car
mile

3o rates for service on the
branchline which are as high
as possible without diverting
traffic (equal to the cost of
trucking)

4. the availability of state and
federal funds to purchase the
entire line and rehabilitate
it at least as far west as
Chamberlain.

If any of these conditions cannot be
met, it is unlikely that operation of
the line can be self-sustaining.

These brief outlines of study
results show that subsequent develop-
ments on these branchlines have been
largely consistent with recommenda-
tions. The studies are, however,
relatively complex. The conclusions
depend upon a variety of assumptions
and possible developments. Therefore,
before any simplified judgment is made,
the reader should examine the studies
in detail and recognize the complexi-
ties of each case.

CHAPTER IV
Some conclusions from SD's experience

South Dakota's experience in
restructuring the rail system serving

the state provides some guidelines for
other states facing similar problems.
The state's actions can generally be
described as well planned responses to
economic and institutional realities.
The ability to take such actions

was derived in part from the unique
situation in which the state found
itself.

With the exception of the Mil-
waukee's mainline to the West Coast,
virtually all rail service in South
Dakota was provided by light density
branchlines. These required cross
subsidies from other profitable opera-
tions. When the plight of the nation's
rail system was recognized, such cross
subsidization was eliminated and it
became easier and faster for railroads
to abandon light density lines. Being
at the end of branchline systems, South
Dakota experienced loss of lines early.
Most lines had to originate and ter-
minate sufficient traffic to be self-
supporting.

South Dakota never had a rail
structure as dense as other states in
the Midwest. Much of the rail service
it did have was abandoned in the 1960's
and early 1970's. Thus, by 1976, many
towns and areas were already without
rail service or had only poor service.
This reduced much of the potential
local opposition to a restructuring of
the system. In other states with
closely parallel branchlines, it may be
politically difficult for a state
agency to choose to devote resources to
retain just one of the lines in a
region.

By the latter half of the 1970's
the people of South Dakota had begun to
view the possibility of retaining
service on the entire system realisti-
cally. The 4 R's Act of 1976 provided
the mechanism for state government to
become actively involved in rail system
planning. The bankruptcy of the
Milwaukee Road in 1977--with the
potential loss of one half the re-
maining track in the state--provided
the crisis to which the state was
willing to respond.
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The congruence of these elements
created a situation in which state
government was required, willing, and
able to play a leading role in re-
solving the state's rail problems.
And, the public was willing to commit
resources to save an essential but not
redundant set of lines. Even though
other states may not be able to play as
active a role because of their unique
circumstances, their rail planning
agencies may be able to benefit from
South Dakota's experience.

Private and local actions

Early in the abandonment period,
the threat of losing service often led
to the creation of shippers' organi-
zations whose purposes were to fight
abandonment of single branchlines.
Because of federal laws and regulations,
though, these organizations inevitably
lost their battles. The shippers'
groups were unable to raise the capital
necessary to rehabilitate lines for
continued service or to purchase lines
and subsidize shortline service.

Local units of govermment, while
often sympathetic to shippers' desires,
were unable to commit funds to such
projects which were often perceived as
benefiting only a small number of
taxpayers. They and private parties
were also deterred from investing
because of the generally poor record of
shortline railroads operating without
subsidies and the substantial risk
associated with rail operations largely
dependent upon agricultural shipping.
Local govermments also faced juris-
dictional problems as branchlines
required joint effort by several towns
and counties.

State government's role

Perhaps the most important role
South Dakota's state government has
played in restructuring the state's rail
system has been in the rational eco-
nomic planning of an essential rail
system and in communicating the
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planning process to the general public
in a straightforward manner. The
planning effort required that lines be
identified which would: (1) help keep
South Dakota integrated with the
national rail system by interchange
points and potential through routing;
(2) generate sufficient traffic to be
self-supporting if deferred maintenance
and rehabilitation capital requirements
could be met; or, (3) serve essential
socio-economic purposes such as pro-
viding access for coal shipments to the
Big Stone power plant. Lines which did
not economically warrant the use of
scarce state resources (primarily stub
end branchlines and parallel routes)
were not included in the plan.

Communicating the state's rail plan
to the public included informing the
public of estimates of costs and of the
limited availability of federal funds.
Groups which wanted to retain service
on lines not in the state plan were
made aware that they would have to make
significant local investments. Al-
though those groups often felt anger
and frustration at first hearing this
news, those feelings generally subsided
as the economic facts became wunder-
stood. The communication of realities,
rather than false hopes of financial or
legal salvation by the federal govern-
ment, contributed to public acceptance
of the plan.

The only examples of successful
local or private action have occurred
where such action has been coordinated
and partially funded by the state. It
appears that a state role is virtually
necessary to save a stub end branch-
line. This is due, in part, to the
inability of local entities to commit
enough capital. It is also due to the
greater chance of success a branchline
project has when it is coordinated with
the development of a state rail system
and is included in state level negoti-
ations for service by a major carrier.

Even within the framework of the
state planning effort, retaining ser-
vice on a line not in the core system
requires significant local leadership



and commitment. Realistic economic
analysis is a prerequisite, as is a
willingness to make an investment.
Local units of government must be
convinced of the need for rail service
and the feasibility of the project.
Leaders must be willing and able to
work long and hard on legal and finan-
cial details to make them acceptable to
their own constituency, state rail
authorities, railroad companies, local
governmental officials, and lenders.

Another essential element in the
role of state govermment was the
willingness to commit state tax re-
venues to the railroad problem in a
major way. Not only did this make
money available, but it signaled the
support of the people of the state as
well. This allowed state officials to
gain increased cooperation from the
Federal Railroad. Administration and the
railroads. States which are only
willing to devote federally allocated
dollars may find themselves short of
both the funds and cooperation neces-
sary to succeed.

Public funds have been spent to
preserve essential lines rather than
subsidize service operations. This has
provided an indirect operating subsidy
to the BN which charges rates including
a return to capital invested by the
public. Using this indirect form of
subsidy has several advantages. The
operating company, whether major
railroad or shortline, is relieved of
the need to invest substantial capital
up front. This makes the business more
attractive to potential operators.

Shortline operators usually are
forced to perform only the minimum
necessary rehabilitation because of
their relatively small capital base.
Consequently, an unexpected calamity or
a shortfall of traffic can lead to a
quick cessation of their service. With
the track purchase and rehabilitation
work funded by the state, the fixed
costs of the operating company are
reduced substantially. Operations can
be continued during adversity and

service over rehabilitated track is
faster and more reliable.

These features make shippers more
optimistic about long term service and
encourage them to use rail service and
invest in rail using facilities. Thus,
the probability of success is in-
creased -- especially for a shortline
operation. Ownership of the lines also
means that, should the current operator
wish to discontinue service, another
operator can be employed without going
through the long cycle of deferred
maintenance, poor service, and abandon-
ment. This implied threat to employ a
competitor railroad may also encourage
the current operator to continue serv-
ing the system.

Other public contributions

South Dakota's state government
has done much to preserve rail lines,
reinstate service on those deemed
essential, and influence the routing of
traffic to support them. To increase
the likelihood of having long-term
service and a permanently successful
rail program, however, reductions in
operating costs and growth in rail
traffic should be encouraged. There
are several ways in which state govern-
ment can assist.

Costs might be reduced by assign-
ing the responsibility for crossings,
signals, and weed control to the state
highway department. Purchases of
material and equipment might be incor-
porated with highway purchases. Real
estate and other tax burdens might be
reduced.

The state might provide legal and
administrative assistance to shippers
and local govermments which want to
organize and support continued rail
service. State government might also
assist in attracting new rail using
industry to locate on essential lines
and in helping existing shippers to
expand their rail use. State industrial
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and agricultural development agencies
could assist with (1) site location

and leasing or acquisition; (2) identi--
fication and coordination of potential
sources of financing; (3) state and
local tax incentives; (4) market
analyses and feasibility studies; (5)
and negotiation of rail rate and

service provisions.
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While South Dakota's effort in
restructuring its rail system must be
judged a success so far, long-term
success is not guaranteed. The task of
encouraging traffic growth without
benefit of a crisis atmosphere may
prove more difficult than the work
accompliished so far. It may also be
more decisive.
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