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All-LF
AREMA
ATC
ATF
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DTL
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FED
FRA
GLE
GT™
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HDF
HP/TT
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ABBREVIATIONS

Association of American Railroads

Automatic Equipment Identifier

2011 Annual Energy Outlook Update Forecast.

All-Inclusive 1.ess Fuel Index. published by AAR

Amcrican Railway Engincering and Mainicnance-of-Way Association.
Average Total Cost.

Across-the-IFence

The Burlington Northern and Santa Fe Railway Company and Predecessors,
Crew Management System.

Coal Markeling Module.

Corrugaied Meial ipe.

Centralized Tralfic Control. A block signal system under which train and engine
movements arc authorized by block signals, whose indications supersede the
superiority of trains for both opposing and following moves on the same track. A
semi-automated means of ensuring the rapid and safc movement of trains.

Continucus Welded Rail.
Discounted Cash Flow.

Distributed Power Configuration. Placement of locomotives al twe or more
locations in a train with acceleration and braking of all locomotives controlied
from the head locomotive unit.

Distributed Power Unit. A locomotive unit equipped to be part of a distributed
power conliguration.

Disaster Recovery Dispatcher
Direct to Locomotive

Efficient component pricing.
Energy Information Administration
End-of-Train Telemetry Device.
Fail Safe Audible Signal-Power Acuvated Switches
Failed-Equipment Detector

Federal Railroad Adminisuation.
Gencral Electric.

Gross Ton-Miic

Gross Vchicle Weight Rating.
Gross Weight on Rail.
On-Highway Diesel Fuel Index
Horse power per trailing ton.
Interstale Commerce Commission.
Interest During Construction.
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IGS

IPA

IPP
1PSC
IRR

ISS
LADWP
LUM
MACRS
MGT
MITA
MMM
MOW
MTO
NEMS
PPI

PRB
PTC

R-1
RCAF-A
RCAF-U
RCP
ROW
RSIA
R/VC
RTC
SAC
SARR
STEO
T&L
TCS

TTD
TWC

up
URC
URCS
USDA

Intermountain Generating Station.

Intermountain Power Agency.

Intcrmountain Power Projcct.

[niermountain Power Scrvice Corporation.

Intermountain Railroad.

Interhine Settlement System

l.os Angeles Department of Water and Power.

Locomotive Unit-Mile.

Modificd Acceleraled Cost Recovery System.

Million Gross Tons.

Master Intcrmedal Transportation Agrecment

Maximum Markup Mcthodology.

Maintenance of Way.

Manager of Train Operations

National Encrgy Modeling System

Producer Price Index

Powder River Basin (includes Wyoming and Montana mines).

Positive Train Conirol.

Annual Report Form R-1

Rail Cost Adjustment Factor, adjusted for productivity.

Rail Cost Adjustment Factor, unadjusted for productivity.

Reinforced Concrete Pipe.

Right of Way

Rail Safety Improvement Act of 2008

Revenue-to-Variable Cost,

Rail TrafMfic Controller Model

Stand-Alone Cost.

Stand-Alonc Railroad

Short-Term Encrgy Outlook

Train & Engine

Transportation Contro§ System  UP’s computer systein that supports the
transportation producl provided by the railroad.

Terminal Train Dispatcher.

Track Warrant Control. Authority 10 operate over track controlled by writien
orders (track warrants) and verbal communications with the dispalcher.
The current Union Pacific rail system, including the former CNW and SP.
Utah Railway Co.

Uniform Railroad Costing System.

United States Department ol Agriculture.
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L COUNSEL’S ARGUMENT AND SUMMARY OF EVIDENCE

The Board must dismiss the complaint filed by Intermountain Power Agency (“IPA™)
because a Stand-Alone Cost (“SAC™) analysis of the challenged rates shows that IPA is not
entitled to any reliel

A, INTRODUCTION

This proceeding is IPA’s second challenge to the reasonableness of UP’s common carner
rates for transporting coal in unit-train service from an interchange with Utah Raillway Company
(*URC") in Provo, Utah, to [PA’s Intermountain Generating Station (“1GS™) at Lynndyl, Utah.
UP cstablished the rates, which apply to coal moving in 286,000-pound and 263,000-pound
capacily cars, in ltem 6200-A of UP TarifT 4222, which became effective January 1, 2011.

IPA filed its first challenge to UP’s raics on December 22, 2010. See Intermountain
Power Agency v. Union Pac. R.R . STB Docket No. 42127 (“Docket No. 42127").! However, on
May 2, 2012, IPA asked the Board to dismiss its complaint, recognizing that it could not show
UP's rates were unrcasonable.? IPA filed a new complaint on May 30, 2012.

What changed between May 2 and May 30?7 Nothing of substance But IPA apparently
concluded that it could achicve a more [avorable result by reconfiguring its stand-alonc railroad
(*SARR™) to cxploit weaknesscs in the Average Total Cost (“ATC”) method of allocating

revenuc from cross-over traflic 1o the SARR.

! UP's Reply workpapers include | ighly Confidential versions of IPA’s opening evidence and
UP’s reply evidence in Docket No. 42127

2 IPA asked the Board to dismiss its complaint afier UP filed its reply cvidence in Docket No.
42127 UPs reply evidence showed that, when errors 1in IPA’s opening evidence were corrected,
SARR costs exceeded SARR revenues by a substantial margin. Afler reviewing UP’s reply, IPA
filed a petition to “supplecment the record” by modifying 11s SARR. [PA asked the Board to
dismiss 1ts complaint shortly aller the Board denied the peution. See Intermountain Power
Agency v. Umon Pac R R., STB Docket No. 42127 (STB scrved Apr. 4, 2012).




Previously, 1n Docket No. 42127, 1PA challenged not only UP’s rates from Provo, but
also UP’s rates from two origins on UP lines cast of Provo — the Skyline Minc and the Savage
Coul Terminal. IPA’s SARR served those two origins by replicating UP’s routc from Provo east
to Price, Utah, where rail lines are relatively expensive to construct, operate, and maintain and
there is relatively little traffic to share those costs. In its current complamt, IPA has abandoned
its challenge to the Skyline and Savage ratcs, and its new SARR does not replicate UP’s route

from Provo to Price. Diagrams of the two SARRs are provided below.

Intermountain Stand-Alone Railroad {“IRR") Intermountain Stand-Alone Railraad ("IRR")
in Docket No 42127 in Dockel No. 42136
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By reconfiguring the SARR, IPA was able to exploit ATC and cross-over traflic 1n two
ways:

First, although IPA no longer accounts for the relatively high costs lo construct, operate
and maintain thc Provo-Price segment, it conlinues to include traffic moving on that scgment in
the SARR traffic group, taking an ATC-based division of revenue for handling the traffic over
the SARR. In other words, IPA uscs ATC to benefit from traffic moving over the Provo-Price
segment, while avoiding a SAC analysis that includcs the higher costs its SARR would incur o
handic that samc traffic if IPA had constructcd something closer 10 a truc stand-alone railroad —
that is, a SARR designed to provide origin-to-destination service for all of the traffic in the
SARR traffic group.

Second, because IPA’s SARR no longer includes the Provo-Price segment, the outcome
of the SAC analysis is driven even more than in the first challenge by ATC-based divisions of
revenue from cross-over traffic that moves over the SARR between Milford and Lynndyl. But
there was no need to construct the Milford-lynndyl segmeni — the issue traffic uses only a 1.55-
milc picce of that 89-mile segment. In fact, most of the traffic moving over the Milford-Lynndyl
segment does not share any facilities with the issue traffic. Yet, the SARR takes an ATC-based
division of revenue just for bridging that trafTic between interchanges with the residual UP at
Milford and Lynndyl. This artificial appropniation of cross-over traffic and the accompanying
revenuc 18 an abuse of the SAC methodology

UP’s evidence and argument present scveral alternative approaches the Board could use
to remedy IPA’s exploitation of ATC and cross-over traffic. The Board has correctly expressed
concern with the way complainants have used ATC and cross-over traffic in ratc cascs. See Rate

Regulation Reforms, STB Ex Parte No 715 (STB served July 25, 2012), Ariz. Elec Power




Coop., Inc. v. BNSF Ry , STB Docket No 42113 (STB served June 27. 2011). The Board has
also noted that parties are on notice that issues regarding the usc of ATC and cross-over traflic
may be raised in individual cases.® In denying UP"s motion to hold tius procecding in abeyance
while the Board considers changces to the rules regarding ATC and cross-over traffic in Rare
Regulation Reforms, the Board made clear that the “use and application of cross-over traffic, as
well as ATC revenue allocation methodologices, are potential issues in individual rate cases, and
that parties are cntitled Lo raisc and respond to substanuve arguments regarding those
mcthodologies within those proccedings.” Iniermountain Power Agency v. Umon Pac R R,
STB Docket No. 42136, slip op. at 4 (STB served Dec. 14, 2012). UP discusses the use of ATC
and cross-over tra(Tic below and also incorporates by reference s comments in Rate Regulation
Reforms.!

UP’s evidence also identifics and correcis the various errors, flawed methods, and faully
assumptions in IPA’s SAC analysis Because IPA’s evidence in this procecding incorporates
many ol the corrections UP made to [’A’s evidence in Docket No. 42127, IPA's new cvidence
contains fewer crrors than before. However, in redesigning its hypothetical SARR, which IPA
again calls the Intermountain Railroad (“IRR™), [PA repeated certain crrors and developed new
ways of improperly skewing the SAC analysis 1o inflatec SARR revenues and disregard various
SARR costs. The result of IPA’s efforts was 10 substantially overstate SARR revenues and

substantially understalc SARR costs.

3 See, e.g . Rate Regulation Reforms, slip op. at 6 (“A continuing issue in SAC cases is how 10
allocatc the total revenues the railroad ecarns from that cross-over traffic between the facilitics
replicated by the SARR and the residual network of the railroad needed to serve that tralfic.™).

4 UP’s submissions in Rate Regulation Reforms are included in UP’s workpapers UP Reply
workpapers “UP EP 715 Opening.pdf.” “UP EP 715 Reply.pdf,” and “UP EP 715 Rcbuttal pdf.”




The evidence UP presents in this filing shows that, when [PA's crrors are corrected and
the SAC analysis is performed based on proper SAC methods and assumptions. the challenged
rates do not exceed a reasonable maximum, and thus IPA is not cntitled 10 any rclief.

UP bnefly describes some of the more significant {laws in IPA’s SAC evidence in
Section | B. 1n Section 1.C, UP discusses alternative approaches for addressing IPA’s
mampulation of ATC and cross-over trafTic.

B. 1PA HAS FAILED TO SHOW THAT THE CHALLENGED RATES ARE

UNREASONABLLE

The challenged rates govemn transportation of coal over a rclatively low-density route. In
2011, UP’s Provo-Lynndyl linc carried 17.4 million gross-tons per mile, as compared with UP’s
sysiem-wide average of 33 6 million gross-tons per mile.’ Much of the issue traffic may well
stop moving in 2025 Thec Los Angcles Department of Water and Power, which takes 45 percent
of the power gencrated by IGS, recently approved a resolution 1o modify its contract with {PA o
ceasc taking generation from IGS’s coal-fired units by 2025, so it can shifi to a gas-fired supply.®
Notwithstanding these facts, IPA asks the Board 1o limit the challenged rates w0 221.1 percent of

UP’s vanablc costs in 2013, a figurc that will drop to 180 percent by 2020. Thosc markups are

5 UP Reply workpapers =201 1 Tonnage Map - System pdf™ (produced in discovery as UP-IPA2-
00001031) and “UP 2011 Density.xis.”

§ UP Reply workpaper “LADWP News Release 3 19 2013.pdf.”

Recent reports indicate that other cleciric generating facilitics to which UP transports coal over
the Provo-Lynndy! route replicated by IPA’s stand-alone railroad may be shut down within the
ncx1 ycar or iwo, as gas-fired capacity replaces coal-fired capacity UP Reply workpaper “NV
Energy Shutdown.pdf.” UP has not attempted to account for these potential future events in its
reply evidence. llowever, if the Board were lo prescribe rates for the issue traffic as a result of
this procceding, such events may quickly undermine the factual underpinnings of the
prescription and require a recopening of this procceding
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substantially bclow the average markup UP would nced 1o charge all traftic priced at or above
180 percent of variable costs for the railroad 10 carn adequate revenucs ’

IPA’s conclusion that SARR revenues would exceed SARR costs over the ten-year SAC
period rests on pervasive errors that infect [PA’s analysis. A proper SAC analysis would show

that SARR costs exceed SARR revenues by at least $267 million.

1. Stand-Alone Traffic Revenues

IPA oversiated stand-alone revenues by overstating the traffic volumes that would move
on [RR and the revenues IRR would earn from that traffic. For example, IPA overstates SARR
traffic volumes and revenues by including UP's high-priority, service-sensitive intermodal “Z
trains™ in the IRR traffic group. See Section lI.A.2.c.ui. The Z trains move betwcen Southern
Califorma and poinis to the east of IRR. [PA assumed IRR would serve as a bridge carrier for
this highly compctinve traflic, replacing UP for the Milford-Lynndyl scgment of UP’s routc.
However, [RR cannot replicate the level of service UP provides today. See Section 111 C.2.b.
IPA is awarc of this issue: UP raised this same issuc in Docket No 42127, and IPA asserts in
this case that IRR 2022 pcak-week transit times for Z trains “are equivalent 1o or faster than the
real-world cycle times for the comparable trains.”® However, IPA's analysis ignored the dwell
time associated with interchanging the Z tramns from IRR to UP at Lynndyl and compares cycle
limes from difTerent time periods. See Scction 111.C.2 b. When IPA’s proposed IRR operations
arc properly analyzed, it is evident that IRR service for Z trains would be significantly inferior to

the service that UP provides and UP’s customers expect and receive today. Because IPA did not

7 According to the Board’s calculations, UP would need to charge an average markup of 24
percent See Simplified Standards For Rail Rate Cases — 2011 RSAM and R/VCs 150
Calculations, STB Ex Partc No. 689 (Sub-No. 4) (STB served Feb. 11.2013).

% IPA Opening Nar. at [11-C-38,




show that IRR would provide “scrvice that is.equal to {or better than) the existing service™ for
the Z trains® or that “the affected shippers, connecting carricrs, and receivers would not object”
to the inferior scrvice,'® and because UP was unable to develop an allernative operating plan that
would allow IRR to provide scrvice at least equal to the exi;ting Z train service, see Section

111 C.2.b, UP removes the Z trains from the SARR traffic group.'!

IPA also overstated SARR volumes and revenues by including in the IRR traffic group
certain traffic that originates or leriminates on UP lines replicated by the SARR, but refusing to
have IRR replicalc the origination/termination scrvice that UP provides in the real world. For
example, IPA assumed that the residual UP would originate traffic at Bloom, a station between
Lynndy] and Milford, and move the traffic south to Milford, where UP would switch it into a
through train traveling north through Lynndyl and Provo. IRR would then handle the traffic in

the intact train from Milford to Provo. See Section 111.A.2 c.iv. In essence, IPA created a new

type of cross-over traffic by relying on the residual UP to move the tralfic from Bloom, a point

® Tex Mun. Power Agency v. Burlington N & Santa Fe Ry , 6 S.T.B 573, 589 (2003); sce also
Duke Energy Corp. v. CSX Transp.. Inc . 7 S.T.B. 402, 414 (2004) ([ The operating] plan must
be capable of providing, at a minimum, the level of service to which the shippers in the traffic
group are accustomed.”). As discussed in Section 111.C.2 b below, 1f service levels cannot be
maintained, this busincss will shift to truck or to BNSF Railway

10 Duke/CSXT, 7S T B. a1 427 (citing McCarty Farms, inc v Burlington N., Inc ,2 S.T.B 460,
476 (1997), FMC Wyao. Corp v. Union Pac R R., 4 S.T.B. 699. 736 (2000)).

' Removal of the Z trains from the SARR trafTic group is an appropriate step. See TMPA, 6
S.T.B. at 589 (“[T]hc traffic group selecied by the complainant 1s open to challenge ™); Coal
Rate Guidelines - Nationwide, 1 1.C.C 2d 520, 544 (1985) (“[T]he potential traffic draw and
auendant costs and revenues that the hypothetical stand-alone provider could expect are open o
scrutiny 1n individual cases The proponent of a particular stand-alonc model must identify, and
be prepared to defend, the assumptions and selections 1t has made “); see also Duke Energy
Corp. v Norfolk S. Ry., 7 S.T.B. 89, 100-101 (2003) ("[W]here on reply the railroad both

(a) demonstrates that what the shipper presented is infcasible and/or unsupported and (b) ofTers
feasible, realistic alternative cvidence thal avoids the infirmitics in the shipper's evidence and
that is itsclf supporied. the Board will usc the reply evidence for its SAC analysts.™).




alrcady on the SARR, to Milford.”? The Board has justified the use of cross-over trafTic as a
shoricut that allows a complainant to avoid the burden and complication of extending its SARR
1o scrve the origination and desuination of cross-over traffic.”® However. IPA’s SARR already
replicates the lines on which the traffic originates or terminates, so IPA had no justification for
refusing to have IRR provide the origination/termination service." IPA also gamed the system
by inventing a formula to compensate UP for originating or terminating the trafTic that provides
IRR with an unduly large division of rcvenue for the limited service that IPA does provide for
this traffic — an even larger division than IRR would obtain from applying ATC. See Section
[11.A.3.c. IPA did not show how IRR would provide all the service needed to handle this traffic
on lines replicated by the SARR. To the contrary. IPA cxplicitly excluded similar origination/
lermunation service from its SARR operating plun.Is Accordingly, UP concluded that the most
feasible, realistic way to avoid the infirmity in [PA’s evidence was to remove this trafflic from

the SARR traffic group.'®

12 Traffic originated a1 Bloom accounts for 53 percent of this “on-SARR UP-originated/
terminated traffic™ that is discussed in Scction 1L.A 2.¢c.iv.

! See, e g., Rate Regulation Reforms, slip op. at 7; Pub. Serv Co. of Colo D/B/A Xcel Energy v.
Burlington N & Santa Fe Ry..7 S.T.B. 589, 603 (2004) (cxplaining that the use of cross-over
traffic “provides a rcasonablc measure of simplification that allows SAC presentations to be
morc manageablc” by “|c]urtailing the geographic scope of the SARR™)

"' IPA’s approach flouts the Board’s proposal in Rate Regulation Reforms 1o restrict the usc of
cross-over traffic “10 movemenis for which the SARR would either originate or icrminate the rail
portion of the movement " Rate Regulation Reforms, slip op. at 16-17. 1PA would not even
need to cxtend its SARR to serve the ongin or destination of the traffic at 1ssuc; IPA simply
secks to avoid providing the origination/termination scrvice.

15 IPA Opening Nar. at 1-13 ta [-15; 1d. at [11-A-6 & n. §; 1 at [1I-C-3 to 1I1-C-4 & n 2.

16 See TMPA, 6 S T.B. at 589; Coal Rate Guidelines, 1 1.C.C 2d at 544; see also Duke/CSXT, 7
S.T BB at 430 (explaining that defendant railroad should prescnt a realistic alternative when the
complainant’s operating plan is infeasible); Duke/NS, 7 S.T.B. at 100-01 (same). In this case,
IPA offered no operatng plan for originating or terminating traffic using local trains and claims
efficiencies from operating almost cnurely as a bridge carricr  IPA Opeming Nar. at [-14 to 1-15
A dcfendant is not obligated Lo provide 1ts own evidence regarding service that a complainant
(continued.. )




As part of 1ts primary cvidentiary submussion,'” UP also adjusts IPA’s ATC calculations
to mitigatc the disconnect between 1PA’s assumptions used to calculate variable costs for the on-
SARR portion of certain movements and IPA’s handling of those movements under the SARR
operating plan. Specifically, IPA calculated the on-SARR variable costs of all non-coal traffic as
though the traffic would move 1n carload or multi-car service, but IPA’s operating plan assumes
that 99 percent of that traffic will move over the SARR as if it were in unit trains. The Board
recognized this type of disconncct in the AEPCO case'® and proposed two possible ways (o
address the disconncct in Rate Regulation Reforms ' As discussed in Scction L.C below, the
adjustment UP proposes here is the most mited change to the Board's current approach to ATC
and cross-over traflic that the Board could adopt while still doing something to mitigate the
disconnect it acknowledged in Rate Regularion Reforms.

2. Stand-Alonc Costs

IPA understated SARR costs by understating certain SARR operating expenses and road

properly investment costs. For cxample, IPA undcrsiated the number of locomotives IRR will

require for the traffic IPA selected, in scveral respects. Among other things, IPA calculated its

chooses not 1o provide. The most realistic allernative to IPA’s infcasible operating plan is to
exclude the traffic from the SARR traffic group

UP accepts [PA’s decision not 10 provide local service (or this trafific. But if the Board docs not
agree that this new type of cross-over traffic should be removed from the SARR traffic group,
UP’s evidence also includes an alternative, ATC-based calculation of more appropriate SARR
revenues from this traffic See Sccuon 111 A.3.c.

' As noted above and discussed in Section I B below, UP's workpapcrs contain alternative
calculations reflecting several possible approaches the Board might take to address [PA’s
manipulation of ATC and cross-over traffic.

'8 See Ariz. Elec Power Coup., Inc. v. BNSF Ry., STB Docket No. 42113, ship op. at 35 (STB
scrved Nov. 22, 2011) (noting that “while a majority of AEPCO’s wraffic group moves in
trainload service, most of the variable costs calculated for that group were ¢osted assuming it
moved in carload and multi-car service™)

' Rate Regulation Reforms, slip op. at 16-17.




locomolive requirements based on understated running and dwell times, failed 10 account for its
need for dedicated consists Lo power certain coal trains (including coal trains carrying the issuc
traffic), and ignored IRR’s responsibility for a share of the cost of repositioning locomotives to
address the imbalance in train and locomotive flows over the IRR lines. See Section 1I1.C 1.cii.

IPA also understated SARR costs 10 inspect and {uel coal trains, in scveral respects. 1PA
failed 10 provide for inspection and {ueling of loaded and cmpty coal trains moving to and from
Colorado origins and loaded trains originating in Utah and traveling to Southern California or
Arizona. [PA improperly assumed IRR will provide no inspection personnel or facilities and
instead will usc [PA’s Springville car [acility. And, IPA improperly assumed UP would move
over IRR tracks to the Springville car facility to pick up ecmpty trains. See Section 11 C.2.c.vii.

In addition, IPA subsiantially undcrstates the fucl expense that IRR would incur. IPA
used UP fuel consumption records to estimate the amount of fuel that IRR locomotives would
consume, but IPA also assumes that IRR will operaie at higher speeds than UP trains (so it can
claim the benclit ol lower transit times) and will not follow UP’s fuel conservation measures.
IPA cannot have it both ways See Scction I11.D.1.d. IPA also understated IRR salarics by
failing to provide commensurately higher wages 1o train and engine crews who work a very high
number of shifts See Scction i]l.D.2.aii And. IPA undcrsiated fringe bencfits that IRR would
have to pay by relying upon outdated evidence regarding an appropriate fringe-benefit ratio. See
id UP's evidence accounts for these costs.

Finally, IPA understated IRR’s road property costs. Among its many crrors, [PA used
artificially low earthwork costs from an unrelated UP capacity expansion projcct in Wyaming,
See Scction IILF 2. IPA also significantly understated the matenal and transportation costs for

ra1l by using unrealistic and outdated prices. See Scction [[L.F.3. As another example, [PA

10




crroncously asserted that various bridges can be replaced with culverts while also incorrectly
assuming that a single bridge design with a relatively short span length could accommodate the
range of bridge span lengths along the IRR route. See Section ITLF.5. IPA’s signal system
ignored many essential picces of cquipment and was based on a design that did not correspond
with the proposed track configuration. See Section III.F 6. Further, IPA based its structural
costs [or the locomotive facility on faulty specifications thai fall far short of the standards nceded
1o operate such a {acility efficiently. See Scction IILLF.7 UP’s road property evidence accounts
for all of the costs that would be incurred to construct the SARR

3. Application of the DCF Modcl and Maximum Markup Methodol

IPA incorrectly claimed that its application of the DCF methodology was consistent with
Board precedent. In fact, its DCF analysis departs from Board precedent in several ways

For example, IPA proposed to change the Board’s long-standing practice of amortizing
SARR debt over 20 years. [PA proposes to finance IRR with a single note with a 20-year term.
But. at the same time, IPA assumcs that IRRs cost of debt would reflect the railroud industry’s
uverage cost of debt. Because the industry’s average cost of debt reflects instruments with both
relatively short intervals to maturity (and correspondingly low yiclds) and relatively longer
intervals to maturity (and correspondingly higher yields), IPA"s paring of a 20-year term and the
industry’s average cost of debt is untcnable. If IRR were {inanced as IPA suggests, IPA could
not use the railroad industry’s average cost ol debt but would need 10 use an inicrest rate that
reflected the long-term nature of the financing. See Scction H.1.d.

As another example, IPA ignored the Board's June 27, 201 1. decision 1n the AEPCO case
regarding variable cost calculauons used 1n the Maximum Markup Methodology (“MMM?). In
AEPCO June 201 1, the Board ordered the parties to revise their variable cost calculations for

carload and multi-car shipments to account for the low-cost charactenstics the complainant had

11




posited for those movements over the portion of the through movement the SARR replicated.?
As discussed above, IPA, like the complainant in AEPCQ, designed its SARR 50 that carload and
mulii-car shipments would move in intact trainloads over the portion of the through movement
replicated by the SARR  UP’s MMM calculations reflect the Board’s order in AEPCO June
2011. See Section IILH1.2,

As a final cxample of IPA’s departures from precedent, IPA’s DCF analysis omitted any
test for cross-subsidies, despite IPA’s conclusion that SARR revenues that exceed SARR costs.
UP’s evidence shows that SARR costs exceed SARR revenues, and thus there is no need for a
cross-subsidy test. However, if the Board were to conclude (contrary to UP’s evidence) that
SARR revenues exceed SARR costs, it should not award IPA any relicf before examining the
Milford-Lynndyl segment for cross subsidics. The prospect that this scgment will gencrate an
impermussible cross-subsidy is heightened by the fact that a substantial amount of the traffic that
1PA sclecicd for the IRR traflic group - traffic that IRR bridges between Milford and Lynndyl —
moves over the IRR syslem using only thal segment and does not sharc uny facilitics with the
issue trafTic.

IPA implics that the cross-subsidy test cannot be applied to the Milford-Lynndyl segment
because IPA designed the SARR so the issue traffic moves 1 55 miles south of Lynndyl to reach
the IPP Industnal Lead.? However, as shown in the diagram below, the traffic that IRR bridges
between Milford and Lynndyl never actually shares the 1,55 miles of track with the issue trafTic.
Rather, as shown in the diagram below, northbound bridged traffic moves into IRR’s Lynndyl

Yard, south of the point wherc the IPP Industrial Lead branches ofT the main ling, for the

® Ariz Elec Power Cuop., Inc. v. BNSF Ry , Docket No. 42113, ship op. at 2 (S1B scrved Junc
27, 2011) (“AEPCO June 2011™),

2! IPA Opening Nar. at [-20.
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interchange and crew change between IRR and the residual UP. The traffic then moves on the

residual UP north of Lynndyl. Southbound bridged traffic docs the same thing (in reverse).?

To Sharp/Provo

c—._PP Incusirial Lead

intermountain MP 804 15
Generating
Station (“IGS7)

iPA Issue Traffic Trains
mmam RR Trains Operating between Lynndyl and Milford

In any event, the Board would be rewarding gaming 1f’ it allowed complainants to avoid
application of the cross-subsidy test by creating such a de minimis sharing of [acilities.”
UP’s evidence includes two variations on a cross-subsidy test  First, UP sllustrates the

application of the PPL Montanal/Ouer Tail cross-subsidy test — a test the Board developed when

22 This diagram is bascd on IPA’s proposed IRR configuration and operations, which UP
simulated with the Rail Traflic Conuroller Model. UP Reply workpaper “UP Reply RTC
Casc.zip

B IPA's SARR is being credited with $28 million 1n 2013 revenues from this traffic that,
according to IPA, shares 1 55 miles of track with the issue traffic, and avoiding the application of
the cross-subsidy test based on that 1.55 miles would remove the tecth from the rule that
complainants cannot create cross-subsidics to bencfit the SARR. See PPL Mont, LLC v.
Burlington N & Santa I'e Ry., 6 5.T.B. 286, 294 (2002) (*[Complainant’s] contention that non-
issuc may bc used to cross-subsidize the complaining shipper’s rate is inconsisient with CMP
principles.”).
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cross-over revenues were being allocated using a mileage-based prorate.? Second. UP illustrates
the application of an alternate cross-subsidy test that is more appropriate 1n light of the Board’s
adoption of ATC

The PPL Montanal/Otter Tail cross-subsidy test The PPL Momanal/Otier Tail cross-
subsidy test attempis to ensure that any ratc reduction produced by applying MMM to [RR,
including the substantial amount of trafTic that IRR handles only as a bridge carrier between
Milford and Lynndyl — does not reducc any prescribed rales to levels that would be insufficient
to cover the costs of the Provo-L.ynndyl portion of the SARR.2® UP’s cvidence shows that, even
accepting IPA’s opening evidence regarding SARR revenues and costs, climinating the cross-
subsidization of the 1ssue tratfic by traffic using only the SARR’s Milford-Lynndyl segment
would leave prescribed maximum revenue-lo-variable cost ratios morce than 35.5 points higher
than the ratios IPA calculated by the last year of the SAC analysis period. Thus, even if the
Board accepted all of IPA’s opening revenuc and cost evidence, it could not prescribe the
maximum rates calculated by IPA  See Scction 111 H.2

ATC-bascd cross-subsidy test. The Board’s adoption of ATC provides the Board with a
more dircct means of testing for the presence of cross-subsidy than was possible when it adopted
the PPL Montana/Otter Tail tes\, at lcast il the Board belicves ATC accurately assigns revenue
to linc segments: the Board should determine whether the Provo-Lynndyl segment would be

sclf-supporting bascd on the revenucs allocated 1o that segment by ATC.,

 See Otter Tail Power Co. v BNSF Ry., STB Docket No 42071 (STB served Jan 27, 2006)
(“Outer Tatl™); PPL Montana, 6 S.T B. 286.

%5 See Ouer Tail, slip op. a1 11 (“{O|ur PPL cross-subsidy analysis serves as both a threshold
inquiry and a limit on polential rate reliel.”™)




Under the PPL Montana/Otter Tail tcst, the Board asks whether a SARR’s core facilities
(i.e . the facilities used by the issue traffic) rcly on revenuces from traffic that uses only the
SARR’s sccondary facilitics (i.e., the facilitics not used by the SARR trafTic). In performing that
analysis, the Board assigns all the contribution above SARR operating expenses [rom cross-over
traffic that uses both core and secondary facilitics to the core facilities, and 11 asks whether the
contribution would be sulTicient 10 cover the collective attributable costs of constructing the core
facilities * The Board’s assignment of all cross-over contribution to the core facilitics arguably
was justificd at that uime. The Board’s then-existing method of allocating cross-over revenue
between various portions of a movement — a modified mileage proratc — was not sensitive to the
amount of traffic available to share the fixed costs ol a particular segment. Thus, the Board’s
then-cxisting method could not reliably be used to allocate revenues in concert with attributable
stand-alone costs for a particular segment. But ATC was adopted to address that very 1ssuc.?’
Indeed, in Rate Regulation Reforms, the Board reiterated the points that cross-over revenues

should be allocated in accordance with the siand-alone costs for the facilitics rephicated by a

SARR? and that it adopted ATC as the best method of performing that allocation short of

2 ppJ, Montana, 6 S.T B. at 296

%7 See Major Issues In Rail Rate Cases, STB Ex Parte No. 657 (Sub-No. 1), slip op. a1 24-36
(STB served Oct. 30, 2006) (“Major Issues™)

% See Rate Regulation Reforms, slip op. at 6-7 (“Thus, 1o distribute revenues equitably in
relation to the cost incurred o gencrate those revenues, the portion ol the revenue allocated to
those facilites replicated by the SARR ideally equals the 1otal revenue from that movement,
multiplied by the share of total SAC costs represented by the cross-over scgments of the
movement (i.e., muluplicd by the ratio of the truncated SAC costs for the cross-over traffic to the
Full-SAC costs for the cross-over traffic) »).
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requiring a “Full-SAC” analysis.”’ Accordingly, ATC’s allocation of revenues between SARR
core and secondary facilitics should be used when conducling a cross-subsidy analysis.

UP’s evidence illustrates that, even accepting IPA’s opening evidence regarding SARR
revenues and costs, when a cross-subsidy test 1s performed using ATC-based revenue divisions,
the Provo-Lynndyl scgment of the SARR docs not carn sufficicnt revenues 1o cover its
attributable costs. See Section 111.H.3.

C. THE BOARD SHOULD RLJECT IPA’S INAPPROPRIATE EXPLOITATION
OF ATC AND CROSS-OVER TRAFFIC

This case dcmonstrates the need to reform the rules governing use of cross-over traffic in
rate cases. As discussed above, the most substantial difference between [PA’s SAC analysis in
Docket No. 42127 and in this case is that [PA restruciured its SARR to place cven greater weight
on cross-over revenues and less weight on the costs to construct, operate, and maintain a “true”
stand-alone rarlroad — that is, a SARR dcsigned 1o provide ongin-to-destination service for all
the traffic in the SARR traffic group. [n other words, IPA tumed a SAC case that was a clear
loser into-one that is purporicdly a closer call by building even less of a railroad that could truly
stand alone Comparing the evidence in Docket No. 42127 1o the evidence in this casc provides
compelling support for the conclusion that the usc of cross-over traffic and ATC is a form of’
manipulation that produces results that fail to approximate the outcome of a8 SAC analysis
performed on a true stand-alone railroad.

UP previously expressed concerns that complainants can use cross-over traffic and ATC
1o bias the outcome in SAC cases. In comments submttted in Rate Regulanion Reforms, UP

cxplaincd that the basic problem with using cross-over traffic is that there is no cconomically

B Seerd a7 (explaimng that the Board adopted ATC because requiring a “Full-SAC” analysis
“would defeat the sumplifying purpose of using cross-over traffic in the first place ™).
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valid way o allocate crass-over revenue between the incumbent and the SARR, and that even the
use of a facially ncutral allocation method such as ATC can introduce bias when applied. UP
further explained that, in relying on ATC as an “unbiased™ method of revenue allocation, the
Board overlooked complainants’ ability to manipulate the revenue allocation results through
thetr manipulation of the SARR design and traffic sclection process. The cnd result is that
complainants posit SARRs designed to ensurc that the SARR is allocated revenucs that are
disproportionately large in relation to the actual costs of scrving the SARR tralfic group

This case provides an unusually clear illustration of such manipulation and its cflects in
rclation to the results of a true SAC analysis. The Board has previously seen other examples of
onc clement of 1I’A’s manipulation — extension of the SARR [rom Lynndyl to Milford to capture
() addiuonal revenue [rom traffic that shares faciliues with the issue traffic between Provo and
Lynndyl and (i1) revenuc from a large volume of tralfic that does not share any facilitics with the
issuc traffic 3 IPA’s intent to manipulate is clear: il ATC accurately assigns cross-over revenue
to the SARR, then IPA has no reason to extend the SARR to obtain an appropriate allocation of
revenue {rom cross-over traffic that shares facilities with the 1ssue traffic, But IPA’s decision o

construct the Lynndyl-Milford scgment moves the SARR marginally closer to a true stand-alone

%0 See Otter Tail, skip op. at 8-11 The Board has said that such an cxiension of the SARR is
permissible because trafTic that uses only the exiension shares those facilities with cross-over
traffic that shares the core facilitics with the issue traffic. According to the Board, the sharing
among the non-issue traffic allows the traffic sharing facilities with the issue traffic to bear more
of the core facilities’ capital costs, “which will ultimaicly lower the rate the SARR would need to
charge the captive shipper to earn a reasonable return on the core facilities ” /d at 10 But Orer
Tail was decided before the Board adopted ATC, and the explanation it offers makes no sense if
ATC is a valid method of allocating revenue among line segments in accordance with the SAC
costs for the facilities being replicated: if ATC accurately assigns revenue 1o line segments in
accordance with relative SAC costs, then the traffic sharing facilities with the 1ssue traffic should
be bearing the correct portion of the core facililics® capital costs by vinuc of the application of
ATC. That s, when ATC is properly used io allocale revenuc {rom cross-over traffic, there
should be no reason to consider potential revenue sharing from traffic that shares no faciliues
with the issue traffic. UP’s new proposed test for cross-subsidies reflects this logic.
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railroad, so it is difficult 1o criticize in the abstract - 1 e., without showing SAC results would be
less favorable to IPA 1l IPA constructed cven more of a true stand-alone rallroad. What makes
this case unusual is that, together with the record in Docket No. 42127, it provides the missing
link. IPA achieved a more favorable outcome by not constructing the Provo-Price segment that
was part of 1ts SARR 1n Docket No. 42127, while retaining an ATC-based share of revenuce from
cross-over traffic that depends on thal segment — that is, the record demonstrates that IPA would
have obtained less favorable results by constructing more of a truc stand-alonc railroad. For
cxample, the Provo-Price segment ol IPA’s SARR 1n Docket No. 42127 represented
approximately 31 percent of that system’s route miles, but because of the difficult terrain
traversed, over 55 percent of the investment costs *' However, traffic on the SARR that utilized
both the Provo-Price segment and the Provo-Milford segments received an ATC allocation of
only 42 percent for the mare costly Provo-Price segment * In the current iteration of the IRR,
IPA has clfectively cut its SARR investment by more than haif, yet it is being rewarded by ATC
with 58 percent (100 percent - 42 percent for the Provo to Price segment) of the revenue for
crossover traflic that uses both the Provo-Price and Provo-Millord segments This in nself
shows how complainants can skew the usc of ATC and cross-over traffic to their advantage.

Presumably, IPA hopes the Board will ignore the SAC evidence it presented in Docket
No 42127 and its decision to make thc SARR in this case Icss of a true stand-alone railroad than
it proposed in the earlier proceeding [n defending the idea that complainants should have an

unhmited ability to usc cross-over traffic, IPA explains its basic concern. it might lose this case

Sup Reply workpaper “IPA | Breakdown of Investment By Segment.xlsx.”

2 UP Reply workpaper “IRR Breakdown of ATC by Segment xIsx.” This was not critical in
Docket No. 42127 because the implied under-allocation of revenue to the more costly segment
was overshadowed by the fact that overall SARR costs exceeded SARR revenues for that version
of the IRR.




if it were required to construct a true stand-alone railroad because the lines it clected not to
construct would be expensive lo construct, operatc and maintain.
Morcover, given the substantial uncertainty associated with
construcling a vastly larger stand-alone system. the cnd result of
such an analysis could well be an inability to demonstrate that the
challenged ratcs are excessive (e.g., some impediment 1o cost-

elfective SARR construction or operation of such a large sysitem
could exist well beyond the scope of the current IRR system) 3

But the possibility a shipper “could well be |unable] to demonstrate that the challenged
ratcs are cxcessive” using a true SAC analysis 15 the rcason to require that analysis, not a reason
to allow the use of cross-over traffic and ATC. And, there is no need to speculate about the
posstbility of “some impediment to cost elfecuve SARR construction or operation” that cxists
“beyond the scope ofl the current IRR system™ — the cvidence the partics submitted in Docket No
42127 shows that IPA could not prevail 1f it were required to construct the Provo-Price segment
used by a significant amount of cross-over traffic in the IRR traffic group.

In Rate Regulation Reforms, the Board acknowlcdged a feature of ATC that facilitates
shipper manipulation of cross-over trafTic in rate cases: there is ofien a disconnect between the
hypothetical cost of providing service 1o carload and multi-carload cross-over traffic over the
hne segmenis replicated by a SARR and the revenue ATC allocaies to those facilities. See Rase
Regulation Reforms, slip op at 16. As the Board explained, “[w]hen the proposed SARR
includes cross-over traffic of carload and multi-carload wraffic, it generally would handle the
traffic for only a few hundred milcs affer the traflic would be combined into a single train.” /d.
The SARR’s cost 10 “simply hook up locomotives 10 the train” and “haul it a few hundred miles

without breaking the train apart,” then “deliver the train back to the residual defendant” is “very

33 [PA Opening Nar at I-17.
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low” compared with the residual defendant’s “costs of originating, terminating, and gathering the
single cars into a single train hcading in the same direction.” /d llowever, “when it comes time
1o allocate revenuc 1o the facilities rephicated by the SARR. URCS treats those movements as
single-car or multi-car movements, rather than the more eflicient, lower cost trainload
movements that they would be ” /d As a result, the SAC analysis allocates “more r¢venue to
the facilitics replicated by the SARR than is warranted » Jd
The disconnect that the Board recognized in Rate Regulation Reforms is not the only

feature of ATC that allows shippers 1o use cross-over traffic to manipulate SAC results, but 1t
plainly had an impact on IPA’s SAC analysis [PA acknowledges that almost all of the cross-
aver carload and multi-carload traflic moving on its SARR is transported intact, with no
classification or swilching activilics performed by the SARR:

With the exception of a relatively small volume of general freight

traffic that the IRR originates or terminates on its own system (and

interlines with UP). the IRR’s non-coal trafTic consists entirely of

overhead movements Trains moving overhead on the IRR system

are transported intact, with no classification or swilching activities

performed by the IRR at the interchange points except for the

occasional switching of bad-order/repaired cars and the occasional

pick-up or delivery of cars at intermediate points served by the

IRR.
More specifically, according 10 IRR’s opening evidence, of the approximatcly 385,000 non-coal

shipments IRR handles 1n the base ycar, which provide more than nearly 50 percent ol IRR

revenue, more than 374,000 are carload shipmenis that IRR would receive from UP in trainloads

3 IPA Opening Nar. a1 I-14 10 [-15. Indeed, IPA uses the limited service provided by IRR 10
jusufy its low operating costs  As discussed above, IPA even goes so far as 1o fail 1o provide for
local service for traffic originating and terminating on the SARR. while attempling to claim a
share of revenue for the inchaul movement of that trafTic on the SARR.
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at one cnd of the SARR and transport intact in overhcad movements for delivery to UP at the
other end of the SARR.Y*

As noted above, UP’s cvidence provides onc way 10 mitigate the disconnect the Board
recognized in Rare Regulation Reforms UP adjusis IPA’s ATC calculations of the on-SARR
variable costs of non-coal carload and multi-carload traffic to reflect the URCS costs ol handling
the traffic in trainload service. This mecans that when revenues are allocated to facilities
replicated by the SARR, the allocations for this traflic reflect what the Board correctly described
as “‘thc more cfficient, lower cost trainload movements” IPA assumes for the SARR. Rate
Regulation Reforms, slip op. a1 16.

UP recognizes that the Board is reluctant to accept adjustments 1o URCS cosuing, but in
this situation, the Board has recognized that usc of unadjusted URCS creates a “disconnect.”
Moreover, the Board's previously expressed concemns about allowing adjustments to URCS do
not apply here:

»  Firsi, the adjustment is not “complex, expensive, and time consuming.”™™ Instcad, 1t

involves a straightforward adjustment 10 reflect the number of cars in the trains that

IRR moves as intact trainloads.

e Second, there is no risk that the adjustment will produce less accurate results than use

of unadjusted URCS because of “piecemcal or incomplete adjustments.”” Under
UP’s approach, the total vanabie costs of the affected movements do not change.

Instead, the difference between costing the on-SARR portion of the movement as

35 UP Reply workpaper “IRR Revenue Tralfic Class and Freight Payer xIsx.”
3 Major Issues, slip op. at 50.
1d a5l
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carload versus trainload traffic is simply assigned to the of-SARR portion of the
movement, wherc the more costly service is provided

o Third, there 1s no risk shippers will be disadvantaged because railroads “do not

consistently keep certain types ol information that shippers have relied on for
favorablc movement-specific adjustments.”™ UP’s proposal involves a single,
straightforward adjustment 10 respond 10 an issuc identified by the Board, and the
nccessary information is equally available o railroads and shippers.

In fact. the Board has recognized that the adjusiment UP proposcs here is relatively
sumple and straightforward to perform: the Board required the shipper in the AEPCO case lo
make a similar adjustment to URCS variable costs used in the MMM calculations.*® In addution,
although the Board’s proposals 1n Rate Regulation Reforms for addressing the disconnect (which
are discusscd next) are well-justified, other participants in that proceeding, including broad
coalitions of chemical companies and coal shippers, suggested that adjustments to URCS would

be a more straightforward response to the Board’s concern aboul a costing disconnect.*®

3 Id. a1 52. This adjustment also would not create a bias in favor off railroads, because it would
potentially benefit complainants in raie cases to the exient they design SARRs that take
responsibility for the costs of providing carload and multi-carload service.

B AEPCO June 2011, slip op at 2 (ordering AEPCO “10 submit revised variable cost
calculauons, reflccting actual operating characteristics of the movements on the SARR, for the
traffic group submitted on rebuttal” because “most of AEPCO’s trafTic group moves in trainload
service, but most of the vanable costs calculated for that group are costed assuming 1t is moved
in carload and multi-car service™).

0 See Joint Opening Comments of The American Chemistry Council, The Ferulizer Institute,
The Nautional Industrial "I'ransportation League, Arkema, inc., The Dow Chemical Company,
Olin Corporalion, and Westlake Chemical Corporation at 12-13, Rate Regulation Reforms, STB
Ex Parte No. 715 (Oct. 23, 2012); Opening Submission of Wesiern Coal Traffic Leaguc,
Concerned Captive Coal Shippers. American Public Power Association, Edison Electric
Institute, National Rural Electric Cooperative Association, Western Fucls Association, Inc , and
Basin Elcctric Power Cooperative, Inc. at 17-22, Rate Regulation Reforms, STB Ex Parte No,
715 at (Oct. 23. 2012).
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UP’s evidence includes workpapers that reflect other possible methods of addressing
IPA’s manipulation of ATC and cross-over traffic. Thesc other methods include implementing
thc Board’s proposal in Rate Regulation Reforms 1o restrict the use of cross-over traffic to
movements (i) for which the SARR would cither originate or terminate the rail portion of the
movement, or (ii) where the enlirc service provided by the defendant railroad in the real world is
trainload service.! Although it filed its opcning evidence nearly five months after the Board
advanced these proposals, IPA did not cxplamn how it would have designed its SARR to
incorporate thosc restrictions. UP provides SAC analyses that incorporate cach of the proposed
restricions. UP’s cvidence shows that IPA would not prevail il its SARR were required to abide
by either restriction the Board proposed in Rare Regulation Reforms.

UP’s evidence also 1ncludes workpapers that show the results of a SAC analysis
performed using no cross-over traffic at all. This approach is consistent with UP’s view,
expressed 1n Rale Regulation Reforms, that thc Board should entirely prohibit the use of cross-
over traffic in SAC cases. As explained in Rate Regulation Reforms, UP supports the Board’s
cifort to mitigate some of the issues associated with the use of ATC and cross-over trafTic by
focusing on the disconnect between SARR costs and ATC revenuc allocations. However, UP
belicves the use of cross-over traffic has taken the SAC test (ar off course, and by complicating
analyses, it contributes to the costs and delay associated with rate cases. As demonstrated in this
casc and others, including AEPCO. under the SAC test as currently applied, the reasonableness
of a challenged rate will ofien depend on a shipper’s ability to game ATC and cross-over traffic.

If the Board conlinues to allow the use ol cross-over traffic, it should adopt one of its proposals

1 See Rate Regulation Reforms, slip op. at 16-17.

2yp Reply workpapers “Exhibit 111-1i-1 Reply EP 715 Prop 1 xIsm”™ and “Exhibit 11I-H-1 Reply
EP 715 Prop 2.xIsm.”
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in Rate Regulation Reforms or at least correct the costing disconncet inherent in ATC. Buta
better solution would be a return to SAC [irst principles: complainants should be required 1o
construct SARRs that truly stand alone. As UP’s evidence shows, IPA would not prevail if it
could not use large volumes of cross-over traffic.”?

Finally, UP’s evidence includes workpapers that show the results of a SAC analysis that
uses efficient component pricing (“ECP™) rather than ATC 1o allocate cross-over revenue. Under
ECP, for cach cross-over movement, the SARR 1s allocated revenue equal to the URCS variable
costs of providing.service over the on-SARR portion of the movement. UP’s arguments for ECP
are sct forth 1n detail in UP’s comments in Rate Regidation Reforms, included m UP’s
workpapcrs. [n summary. the key practical advantages over ATC are (i) ECP is less susceptible
to manipulation by complainants and not subject 10 manipulation by defendants, and (1i) ECP
focuses the SAC analysis on the cconomics of the issuc traffic because the revenues from the
issue traffic play a larger role in the SAC analysis than revenue from cross-over traffic. UP's

cevidence shows that IPA would not prevail if ECP werc used to allocate cross-over revenue, ™

Byp Reply workpaper “Exhibit l11-H-1 Reply No Crossover.xlsm.”
“ UP Reply workpaper “Exhibit [1I-11-1 Reply.xlsm ”
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D. CONCLUSION

For the foregoing rcasons, the Board should dismiss IPA’s claim that UP’s rates in liecm
6200-A of UP Tan i1 4222 for transporting coal 1o IGS from an interchange with URC in Provo

exceed maximum reasonable levels.

Respectfully submitted,
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II. MARKET DOMINANCE

A. UANTITATIVE EVIDENCE

UP agrees with the traffic and opeiating characicristics for the movements to which the
challenged rates apply that are histed in IPA’s Table [1-A-1.

UP agrees with IPA’s calculations of vanable costs and R/VC ratos {or the movements
to which the challenged rates apply, as sct forth in [PA’s Table 11-A-2.

B. UALITATIVE EVIDENCE

For purposcs of 1ts reply evidence, UP docs not dispute that it has markel dominance over
the transportation to which the challenged rates apply. As 1PA recognized, UP had admitted in

discovery that 1t could not prevail on this issue *

" IPA Opening Nar. at [1-6




ill. STAND-ALONE COST

A. 'RAFFIC GROUP

IPA challenges the reasonableness ol iwo UP common carrier rates [or transporling unit-
train movements ol coal to IPA’s Intermountain Generating Station (IGS™) at Lynndyl, Utah.
The challenged rates apply 1o UP service to [GS from a point of interchange with the Utah
Railway Company (“URC™) in Provo, Utah. Onc rate applies to coal moving in 286,000-pound
capacily cars; the other applics 10 coal moving in 263,000-pound capacity cars '

IPA construcied a hypothetical stand-alone railroad (“SARR™). called the Intermountan
Railroad ("IRR™). which consisis ol two parts The lirst part of the SARR replicates UP"s route
[rom Provo o IGS at Lynndyl. This pait includes all the core facilivies needed 1o serve the issuc
tralfic. The sceond part of the SARR extends southwest [rom Lynndyl to Millord, Utah. This
part does not carry any issue tralTic. A diagram of the IRR’s sysiem is provided in UP Reply
LExhubit [1LA-1, The SARR’s conliguration eliminates the Provo-Price segment that IPA
included in its.SARR in Docket No. 42127. |

In many mstances. [PA’s cvidence takes account of UP’s criticisms of IPA’s volume and
revenue cvidence in Docket No. 42127 and adopts UP*s proposed methodologies for calculating
SARR volumes and revenues. Accordingly, UP has lewer disngreements with IPA’s methods of
calculating volumes and revenuces 1n this proceeding than in Dockel No 42127. Nonctheless, UP
identifies and corrects several significant errors commuticd by IPA and updates certain indices

ancl lorecasts uscd by IPA to account for more recent data.

' In addition. UP ofTers common carrier 1ates for service to IGS that cover coal origimaling at the
Skyline Mine, the Savage Coal Terminal, and the Sharp lL.oadout. In this case, traffic moving
under these common carrier rates is non-issuc tralfic. The Skyline and Savage ralcs were
included in IPA"s complaint in Docket No. 42127, but they are not included in IPA’s complaint
in Docket No. 42136 The rates liom Sharp were not included in cither complaint.
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UP removes iwo categories of traffic trom 1PA’s SARR-

(1) As explained in Section 111.A.2.c.iii below, UP removes high-priority, service-
sensilive intermodal **7Z. trains,” because [PA’s operating plan impermissibly provides a lower
level of service for that trafTic than UP currently provides, and IPA has not shown that the
affecied partics would nol objeet to the inferior service.

(2) As explained in Section H1.A.2.¢ iv below, UP removes traltic that originales or
terminates at stations on UP lines replicated by the SARR where IPA 1cfused 1o have [RR
replicate the origination or termination service that UP provides in the real world. Instead, IPA
assumed the residual UP would move the tralTic between the on-SARR origins and destinations
and Lynndyl or Milford. UP removes this trafTic because (a) IRR doces not provide the required
ongination and termination service for this tralTic, (b) it represents a new use ol cross-over traffic
that is irreconcilable with reasons for allowing the usc ol cross-over tralfic, and () IPA provides
no justification for uis unprecedenied and nonsensical division of revenues for this u affic.?

UP discusses in detail its corrections to IPA’s volume calculations in Scction IT11.A.2 and
ILs corrections (o 1PA’s revenue caleulations in Section IILA 3 UP's evidence 1s supported by
Robent Fisher, a Semor Director in FT1's Network Industries Strategies group  Mr. Fisher
analyzed the Maws in [PA’s volume and revenue assumptions, and he generated corrected trafTic
volume and revenuc data for use 1n UP's reply cvidence. Mr Fisher’s qualifications and

verification appear in Part 1V.

2 Although UP removes this traiTic from the SARR trafTic group. UP discusses IPA’s proposed
revenue allocation method for this trafTic in Section 1ILA3.c u
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I Stand-Alone Rmlroad Traflic

IPA divided the IRR traltic group intoe three main categorics, which 1t described as
lollows. 1GS coal traffic, non-IPA coal traffic. and IRR non-coal traflic. [I’A’s terminology 1s
unnccessarly confusing UT’ divides coal trafTic into “IPA coal trallic™ and “non-1PA coal
traflic™ when discussing SARR volumes and revenues  All other traffic is “IRR non-coal
traffic.”

2. Volumes (1 lisiorical and Projecied)
a IPA Coal Trallic

“IPA coal trafTic™ consists of issuc and non-1ssue coal traffic moving to IGS. The issue
traffic conststs of unit trains ol coal that IRR receives from the URC in interchange at Provo and
delivers 1o IGS. The non-issue tralTic includes (i) unit trains ol coal that originatc on IRR at the
Sharp Loadout and are delivered to IGS in single-line service, and (i) a small number of unit
trains ol coal that UP originates at the Skyline Mine and [RR reccives at Provo.

IPA used its own internal forccasts o determine 1PA coal trafTic tonnages for 2012
through 20223 Because IPA’s internal forecasis extended only through 2021, IPA used 2021
volumes lor the first ien months of 2022 (adjusied pro rata).

UP accepts 1IPA’s projected volumes lor the issuc trallic. The resulting volume

projections for the IPA iraflic arc as lollows

3 IPA Opening Nar. at [11-A-7. IPA Opening workpaper * IGS Coal Traffic Forccast xlsx.”
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Table I1LA.1
IPA Coal Traffic
(thousands of tons)

Origin

Ycear P'rovo (URC) Skyline Sharp Total
2012 (Nov-Dec) { } { } { } { }
2013 { }
2014 { )
2015
2016
2017
2018
2019
2020 I
2021
2022 (Jan-Ocl) | { }
Source: UP Reply workpaper "IPA Coal TralTic Forecast Reply.xlsx.
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b Non-IPA Coal TrafTic
“Non-IPA coal traiTie”™ includes all coal traflic that moves on IRR other than the IPA coual
wraffic. Specifically. non-IPA coul wraffic includes:

4] overhead coal traffic that IRR recerves in interchange from URC at Provo and
interchanges to UP at Milford;

(i)  overhead coal tralfic that IRR receives in interchange [rom UP at Piovo and
interchanges back to UP at Milford,

(iii)  overhead coal traiTic that IRR receives in interchange from UP al Lynndyl and
interchanges back (o UP at Millord; and

(iv)  IRR-originated coal tralfic [rom the Sharp Loadout that IRR mterchunges with
UP at Provo or Milflord.

L 2012 Non-IPA Coul Volumes

IPA calculaied IRR’s 2012 non-IPA coal traflic volumes using UP's detaled [irst half of
2012 (1112012 records of traffic moving over the lines rephcated by the SARR and volume

estimates for the second hall of 2012 (“2H2012™) [PA developed the 2H2012 volume estimales
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by applying growth factors to UP's detailed third and fourth quarter of 2011 (“3Q20117 and
*4Q20117 respectively) tralTic records. To develop the growih fuclors, 1PA summed UP’s third
quarter of 2012 (3Q2012™) publicly reported coal volumes (by region) and UP’s “Piophecy™
forecast of coal volumes (by region) for the fourth quarter of 2012 (4Q2012™) and compared the
resulting sums to UP’s publicly reported coal volumes by region lor the second hall of 2011
("2H20117). IPA then applied these growth factors to the coal wraffic it sclected from UP's
detailed records for 2H2011  (For the November 2-December 31, 2012 non-IPA coal wraflic
volumes, IPA applied 4Q2012-only growth [aciors - developed by comparing the 4Q2012
Prophecy forecast 1o UP's 4Q2011 publicly reported volumes — 1o the non-1PA coal tralfic
sclecied by IPA from UPs detailed records during the November 2-December 2011 ume
period.)

IPA"s approach recogmzes that UP's actual quarterly data arc o more accwmate measure ol
growth than UP"s Prophecy forecast, and [PA therelore relicd on the publicly available 3Q2012
volumes that were released afier discovery closed and before 11PA liled 1ls opening cvidence.
Accordingly. UP accepts IPA's general approach and updates it by using UP’s publicly reported
4Q2012 coal volumes in placc of the Prophecy lorecast because the publicly reported 4Q2012
data became available shorily atier IPA filed its opening evidence.

As Table 111 A.2 demonstrates, UP's actual coal volumes from Colorado/Utah and the
PRRB in 4Q2012 were signilicantly lower than those forecasted in Prophecy, and IPA’s growth

rales and volume lorecasts were therefore overstated.
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Table HHLA2

UP 4th Quarter 2012 Coal Volumes

{millions of tony)

Origin Region Propheey Actual “ Difference
Utah/Calorado { } 790 { }
PRB T 40 60 { v

Source  UP Reply workpaper “IPA Coal Traflic Forecast Reply.xlsx.”

ii. 2013-2022 Non-I1PA Coal Volumes

For the non-IPA coal traflic, [PA calculated IRR coal traflic volumes for cach year from
2013 10 2022 using data [rom the Energy Information Administration™s ("[E1A™) 2012 Annual
Energy Outlook (“AEO™) lorccast 1PA applied the annual rates of change that EIA developed

lor conl moving {rom specilicd supply regions Lo specilied demand regions to [RR's prior year

F ]
coal movements based on each movement's supply and demand regions

UP accepts IPA"s approach and updaics 1t by using EIA’s 2013 ALO. the Early Release

of which became available in December 2012 These lorecasts reflect EIA's most current view

of the U.S coal market.

" IPA Opening Nar. ot 111-A-10 10 111-A-11. For 2013, IPA applicd the EIA 1ate of change to the

lull-year 2012 non-I1I°A coal uaflic volume, constructed as described above,
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Table l1I.A 3 summarizes UP’s revised nen-IPA coal tonnages:

Table 11LA.3
IRR Non-1PA Coal Tonnages
(thousands of tons)

Year | IPA Reply Difference
2012 (Nov-Dec) | {. 1} { } { }
2013 { } { } { )
2014 { } { } { }
2015 { ! { 4 4 !
2016 { } { } { }
2017 { } { ) {3
2018 I { 1 1 } { }
2019 I { } { } { }
2020 .' { } { ! { }
2021 { } { } { }
2022 (Jan-Oct) { N R } { }

Source: UP Reply workpaper “IPA Coal Trallic [Forecast Reply.xlsx.”
c. IRR Non-Coal Traflic
UP updates IPA’s calculations of [RR non-coal trafTic volumes to develop more accurate
esumates ol IRR’s 2012 volume levels. UP also updates the lorecast used lor its commodity-
specific lorecasts when projecting volume levels for 2013 to 2022. Finally, UP removes two
groups of trafTic from the SARR: (1) trafTic moving on UP’s Z trains, and (2) trallic that
originaies or icrminates on lines replicated by the SARR and from which IPA takes cioss-over
revenue ¢ven though [RR does not provide the necessary onigination o1 lermination service.

1 2012 IRR Non-Coal Volumes

IPA calculaied [RR’s 2012 non-coal volumes using UI”'s detailed 1H2012 records of
traftic moving over the lines replicated by the SARR and volume esumates for 2H2012  1PA
developed the 22012 volume estimates by applying growth factors to UP"s detatled 3Q2011
and 4Q2011 waflic records. To develop the growth (actors. [PA summed UP’s 3Q2012 publicly

reported non-coal volumes by commodity group and UP’s Prophecy 4Q2012 forecast of non-
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coal volumes by commodity group and compared the resulting sums 10 UP’s publicly reported
non-coal voluines by commodity group for 2H2011. IPA then applicd these growth factors to
the non-coal tralTic it sclected [rom UPs detailed records for 2112011 (For the November 2-
December 31, 2012 non-coal traffic volumes, IPA applied 4Q2012-only growih lfactors —
developed by companng the 4Q2012 Prophecy forecast to UP's 4Q201 1 publicly reported
volumes — to the non-coal tralfic sclected by IPA from UP’s detailed records duning the
November 2-December 2011 time period.) UP accepts IPA’s general approach and updates it by
using UP’s now-available publicly reporied non-coal volumes. rather than the Prophecy [orecast
lo calculate 4Q2012 volumes.’

ii. 2013-2022 IRR Non-Coaul Volumes

IPA calculated the rates of change in IRR trallic volumes for cach year from 2013 1o
2022 for trallic in UP business groups by using publicly available industrial lorecasts from EIA
and agricullure forecasts from U S. Department of Agriculwre ("USDA™)  This commudity-
spectlic approach 1s the same approach that UP used in us reply evidence in Docket No. 42127,
UP updumtes the volumes to take mto account updated forccasts and corrects certain
implementation errors made by 1PA

(a) Automouve Traffic

IPA classificd as “automotive tralTic™ all of the traffic that it selecied for IRR that falls
within STCC 37. IPA calculated the raic of change in IRR automotive tralTic volumes for cach

year from 2013 to 2022 using the annual forccasied change in new automobile and light truck

5 UP Reply workpapers “IPA Coal and Non Coal 2011 and 2012 4Q Propheey Data Reply xIsx™
and “Non-Coal Revenue Forecast Reply.xlsx ™
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sales from EIA's A0 2012 Transportation Equipment forccast © Because automobiles represent
the majority of STCC 37 traftic on the SARR, UP accepts II’A’s use ol the forecasted change in
new automobile and light truck sales and updates the forccast using the E1A’s 2013 AEO, Early
Release.
(b)  Agriculiuryl Products Traffic

II’A calculated the rate of change in [RR agricultural waflic volumes for cach year from
2013 10 2022 by creating a basket of sclected U.S. agricultural goods and using the forccasted
change in production for those goods as estimated in the Unired States Department of
Agriculture Agricultural Projections 1o 2021 (OCE-201 101).7 Because the USDA’s projections
extend only 10 2021, IPA assumed the 2021 growth rate for 2022.

UP accepts [PAs usc of the USDA’s forecasts. with one update and one correcuon.
First. UP updaics the volumes using USIDA s most recent projections released in Februay 2013
Sccond. UP corrects IPA’s implementation of the forccasts Lo properly align the lorecasts with
the appropriate lime periods  The USDA forecasts are not calendar-year lorecasts: they rellect
anticipated production over the course ol the “marketing year™ for the relevant crop. IPA applied
growth 1ates generated from the USDA forecasied volumes to the SARR volumes based the
calendar year in which the forecasts begm.* For example, 1PA created o corn growih rate for the
2012 SARR year based on the 2012/2013 USDA corn forecast, bul the forecast actually covers
the period from September 1. 2012, through August 31. 2013, Because the USDA forecast is

ted 1o the marketing year and the harvest scason, rather than the calendar year, the effect of’

® IPA Opening Nar at I[1-A-14.
"Id a1 1I-A-15
¥ IPA Opening workpaper "EIA and USDA Forecasts.xlsx.”
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[’A’s implementauion 1s to accelerate a later period’s forecasted volume (and growth raic) into
an carlier period.

UP corrects this implementation of the USDA forecasis by apportioning the lorecasted
volumes to the correct time period before gencrating a growih rate  UP proraies the volume
lorecasts based on the number ol months in each marketing year for each crop. FFor example, for
the com example identified above, UP assigns one-third of the 2012/2013 Marketing Year
forecast 1o 2012 and two-thirds Lo 2013, based on the corresponding number of months °up
generates the correcled calendar year growth rates following this approach and uscs thosc growth
10

raics Lo forecast the IRR agricultural uafTic volumes

(c) Intermodal and Other Non-Coul Tallic

For Industrial Products. Chemicals. and Intermodal uaflic, IPA calculaied IRR traftic
volumes [or cach year from 2013 to 2022 using data from the Industrial Quiput forecasts from
the EIA’s 2012 AEO torecast  The various industries in the ALZO correspond very closely with
2-dhigit STCCs in the selected trafTic group  1or broader categoties of traffic. such as Inteimodail,
IPA used a “baskel ol goods™ approach that aggregated the output ol several industries. These
approaches closcly lollow the approaches UP used in its reply evidence in Docket No, 42127

UP aceepts these methods and updates the forecasts by using EIA's 2013 AEO Larly

Release Thesc lorecasts reflect the EIA’s most current view of future industrial output.

‘ur assigns these volumes 10 cach month on a pro rata basis, which is a reasonable method
because the aciual shipments as-rellecied in UP's detailed records are evenly spread oul across
the year (1.¢ . they are not bunched at a particular point in the harvest season).

19 UP Reply workpaper “EIA and USDA Forceasts Reply xlsx.”
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in.  ZTrains

In selecung traffic for its SARR, IPA included a substantial volume of intermodal trafTic
for which IRR would serve as a bridge carmier. 1eplacing UP lor the portion ol the route between
Milford and Lynndyl However, IPA’s operating plan failed 10 replicate the level of scrvice thal
UP provides for onc important type of intermodal trailic. UP's high-pnority Z trains.
Accordingly, UP removed this traflic Irom the SARR trafTic group.

UP’s classifies its intermodal trains into three categorics based on the level of service
required UP provides “standard intcrmodal™ service in trains with symbols beginming with an
“I" ( or I trains™), “priority intermodal™ scrvice in trains with symbols beginning with a *K™ (or
K trains™), and “premium intermodal”™ service in trains with symbols beginning with a “2™ (or
~Z trains™), Intermodal (rafTic moving in Z trains 15 the most service-sensitive traiTic on UP's
network. As the trafTic data produced in discovery show. this tralfic moves for customers such
as UPS, for whom 1ail service is a viable alicrnative only when the carners can approach the
iransit time and 1eliabiliy of truck service. UP's Z trains have the ighest prionity on UP’s
network after passenger trams (which must be given priority vver all other trans by law). All
other UP trains have a lower priority than Z irains  UP produced information identifving the
different service prioritics in discovery "'

IPA’s operating plan is incapable ol replicating the level ol service UP currently provides
(or 7. trains that move over 1is network between Milford and Lynndyl 1PA selected for the
SARR tralfic group intermodal tralTic that moves i Z trains from Los Angeles to Denver over

IRR's Milford-Lynndy! scgment. 1PA’s operaung plan requires UP 1o interchange the nains at

1UP Reply workpaper “CAD train calegory characicristics pdl” (produced in discovery at UP-
1PA-000037666).
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Milford 1o IRR, which would hand the trains back to UP at Lynndvl 1PA claims that "1RR’s
2022 peak-week uwn transit times (and cycle umes where available) {or lrain movements aver
ihe various IRR linc segments are equivalent 1o or faster than the real-world UP cycle times for
thc comparable trains moved during the 2012 peak wecek,” and that “[t]his includes the premium
inlermodal or *Z, trains® thal the IRR operates in bridge service beiween Millord and Lynndyl."'2
However, that statement is untrue and rests on a flawed analysis.

When total transit times lor movemenis on the SARR are compared 10 UP’s actual
performance, it 1s clear that IRRs service Tor Z nains over the Milford-Lynndyl segment is
dramatically inferior to the serviee provided by UP. irains spend approximately 40 percent more
lime on the segment.  Further comparison of the infenor service provided by IRR for the 7 trains
and UP’s unsuccessiul atiempts 1o identify operational changes to permit 1RR to make up the
diiTerence in transit times are discussed 1n Scction [11.C 2 b below.

Under the circumstances, Board precedent compels the exclusion of Z train traffic from
the IRR traffic group *“The rcasonableness of . . . the trafTic group selected by the complainant
1s open 1o challenge. Thus, fo1 example. the SARR must mect the transportation necds of the
trafTic in the group by providing service that 1s equal 10 (or betler than) the existing service for
that traffic.”" In this case, IRR plainly would not be providing service equal to or better than the

se1vice provided by UP. Morcover, IPA mude no effort to show that 1he afTected shippers would

'2 |PA Opening Nar. at 111-C-38

13 Tex Mun. Power Agency v Burlington N & Santa Fe Rv.. 6 $ T.B. 573. 589 (2003) (internal
footnote onutted); see afso Duke Energy Corp v CSX Tramp | Inc.. 7 S T.B. 402, 414 (2004)
(*{The operating| plan must be capable of providing, at a minimum, the level of service 10 which
the shippers in the wraffic group arc accustomed 7); Bitmmnous Coal — Hiawatha, UT to Moapa,
NV, 10 1.C.C.2d 259, 273 (1994) (rcjecting operaung plan that failjed] fully to account for the
time-sensitive requirements .. of the shippers on the line. us well as the considerable addinonal
switching and handling expense that would be entitled in interhming traffic in general lreight
(manifest) rans of t