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ABS

AEI
AEO
All-LF
ATC
ATF
BN
BNSF
CMS
CAPM
CMM
CMP
COoC
COD
COE
CTC

CWR
DCF
DP

DPU

DRD
DTL
EB
EIA
ENS
EOTD
FED
FRA

ABBREVIATIONS

Association of American Railroads.

Automatic Block Signal System. A series of consecutive blocks of main track
governed by block signals, cab signals, or both; actuated by the presence of a train
or engine in a block, or by certain conditions affecting the use of a block such as a
broken rail.

Automatic Equipment Identifier.

2011 Annual Energy Outlook Update Forecast.
All-Inclusive Less Fuel Index, published by AAR.
Average Total Cost.

Across-the-Fence.

Burlington Northern Railroad Company.

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

Capital Asset Pricing Model.

Coal Marketing Module.

Corrugated Metal Pipe.

Cost of Capital.

Cost of Debt.

Cost of Equity.

Centralized Traffic Control. A block signal system under which train and engine
movements are 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 safe movement of trains.

Continuous Welded Rail.
Discounted Cash Flow.

Distributed Power Configuration. Placement of locomotives at two or more
locations in a train with acceleration and braking of all locomotives controlled
from the head locomotive unit.

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

Disaster Recovery Dispatcher.
Direct to Locomotive.

Eastbound.

Energy Information Administration.
Emergency Notification Signs.
End-of-Train Telemetry Device.
Failed-Equipment Detector.

Federal Railroad Administration.

Xi



GTM Gross Ton-Mile.

GVWR Gross Vehicle Weight Rating.

GWR Gross Weight on Rail.

HDF On-Highway Diesel Fuel Index.

HP/TT Horse power per trailing ton.

ICC Interstate Commerce Commission.

ICCTA Interstate Commerce Commission Termination Act.
IGS Intermountain Generating Station.

IPA Intermountain Power Agency.

IPP Intermountain Power Project.

IRR Intermountain Railroad.

ISS Interline Settlement System.

Jct Junction.

KCS Kansas City Southern Railway.

LADWP Los Angeles Department of Water and Power.
MGT Million Gross Tons.

MITA Master Intermodal Transportation Agreement.
MMM Maximum Markup Methodology.

MOW Maintenance of Way.

MSDCF Multi-Stage Discounted Cash Flow.

NB Northbound.

NCSC Union Pacific’s National Customer Service Center in St. Louis, Missouri.
NEMS National Energy Modeling System.

PPI Producer Price Index.

PRB Powder River Basin (includes Wyoming and Montana mines).
PTC Positive Train Control.

RCAF-A Rail Cost Adjustment Factor, adjusted for productivity.
RCAF-U Rail Cost Adjustment Factor, unadjusted for productivity.

RCP Reinforced Concrete Pipe.

ROW Right of Way.

RSIA Rail Safety Improvement Act of 2008.
R/VC Revenue-to-Variable Cost.

RTC Rail Traffic Controller Model.

SAC Stand-Alone Cost.

SARR Stand-Alone Railroad.

SB Southbound.

STEO Short-Term Energy Outlook.

SYO Supervisor-Yard Operations.
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T&E
TCS

TL
TTD
TWC

uUpP
UPC
UPRR
URC
URCS
USDA
WB

Train & Engine.

Transportation Control System. UP’s computer system that supports the
transportation product provided by the railroad.

Train line up in CMS and TCS.
Terminal Train Dispatcher.

Track Warrant Control. Authority to operate over track controlled by written
orders (track warrants) and verbal communications with the dispatcher.

The current Union Pacific rail system, including the former CNW and SP.
Union Pacific Railroad Corporation.

The Union Pacific rail system before the acquisition of CNW and SP.
Utah Railway Co.

Uniform Railroad Costing System.

United States Department of Agriculture.

Westbound.
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I. Counsel’s Argument and Summary of Evidence



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 relief, and there is no merit to IPA’s claim that UP failed to provide IPA with
common carrier rates in a timely manner.

A. INTRODUCTION

In this proceeding, IPA challenges the reasonableness of UP’s common carrier rates for
transporting unit-train movements of coal to IPA’s Intermountain Generating Station (“1GS”) at
Lynndyl, Utah, from one Utah mine (the Skyline Mine), one Utah coal loadout (the Savage Coal
Terminal), and one point of interchange with Utah Railway Company (“URC”) in Provo, Utah.
Specifically, IPA challenges the rates that UP established in Item 6200-A of UP Tariff 4222,
which became effective January 1, 2011.

In an effort to show that the challenged rates are unreasonable, IPA engaged in a SAC
analysis using a hypothetical stand-alone railroad (“SARR”), called the Intermountain Railroad
(“IRR”). IPA selected a traffic group to be served by the SARR, designed the SARR’s physical
plant and operating plan for serving that traffic group, and then estimated the SARR’s revenues
and costs over the ten-year period from 2011 through 2020. However, IPA used flawed methods
or assumptions in almost every step of its analysis. At each step, IPA skewed its analysis in a
way that improperly inflated SARR revenues and disregarded significant costs. The result of
these numerous errors was that IPA substantially overstated SARR revenues and substantially
understated SARR costs.

The evidence UP presents in this filing shows that, when IPA’s errors are corrected and
the SAC analysis is carried out based on proper SAC methods and assumptions, the challenged

rates do not exceed a reasonable maximum, and thus, IPA is not entitled to any rate relief.
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UP briefly describes some of the major flaws in IPA’s SAC evidence in Section 1.B.
Section 1.C explains why the Board should not prescribe maximum rates for potential UP single-
line movements of coal from Skyline Mine or the Savage Coal Terminal to IGS, even if it were
to accept IPA’s flawed SAC evidence. In Section I.D, UP explains why there is no merit to
IPA’s claim that UP failed to provide IPA with common carrier rates in a timely manner.

B. IPA HAS FAILED TO SHOW THAT UP’S COMMON CARRIER RATES ARE
UNREASONABLE

IPA’s conclusion that SARR revenues would exceed SARR costs over the ten-year SAC
analysis period rests upon errors that pervade its SAC analysis. A proper analysis shows that
SARR costs exceed SARR revenues by a substantial amount: the annual stand-alone costs are
double the level of stand-alone revenues over the ten-year period.

IPA constructed a SARR consisting of two parts, as shown in the diagram on the next
page. The first part of the SARR replicates UP’s route from Price, Utah, northwest through
Provo, Utah, then southwest to IGS at Lynndyl. This part includes all the core facilities needed
to serve the issue traffic. The second part of the SARR extends southwest from Lynndy] to
Milford, Utah. This second part does not carry any issue traffic.

IPA selected three general categories of traffic for its SARR: issue and non-issue coal
traffic moving to IGS, non-IPA coal traffic, and non-coal traffic. IPA also assumed that IRR
would obtain revenue from BNSF Railway Company (“BNSF”) for use of trackage rights
mirroring rights that BNSF obtained over certain UP lines in the UP/SP merger.

IPA designed its SARR to minimize costs and maximize revenues. However, its analysis
did not fully account for the consequences of its choices with regard to the revenues to which the
SARR would be entitled, the level of service it could offer, or the costs it would impose on the

residual UP.
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For example, IPA designed its SARR so that all of the non-coal traffic moving on IRR

would be overhead traffic that moves in intact trainloads. Under this design, IRR would not bear

any of the time, facility, or personnel costs associated with switching, fueling, or inspecting these

non-coal trains. Yet, IPA allocated the SARR revenues for this traffic as though IRR would do

more work, incurring the same types of costs that UP incurs to handle traffic in carload or multi-

car service.

In addition, IPA designed its SARR so that almost all of IRR’s intermodal traffic would

move over IRR for only 89 miles between Milford and Lynndyl. Under IPA’s design, IRR
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would interchange this traffic with the residual UP at both Milford and Lynndyl. However, IPA
failed to account correctly for the impact of its design on the service levels IRR could provide for
high-priority intermodal traffic. IPA’s choices regarding the design of IRR mean that IRR could
not offer the necessary level of service for this traffic. IPA also failed to analyze the cross-
subsidies that it created by selecting for its SARR traffic group this large body of intermodal
traffic that shares no facilities in common with the issue traffic.

With regard to the other non-coal traffic IPA selected for its SARR, UP trains that carry
the traffic in the real world periodically stop along the lines replicated by the SARR to set out or
pick up cars at local industries. However, IPA chose to exclude those cars from its traffic group,
presumably so IRR could minimize its costs by moving its non-coal traffic in intact trainloads.
IPA apparently assumed that the residual UP would bear the additional costs associated with
switching these cars on or off the trains that IRR interchanges with UP and holding them at the
interchange point, but IPA failed to include these additional costs in its analysis.

In addition to the errors IPA made in designing its SARR to capture an excessive share of
revenues and avoid costs or subsidize the SARR’s coal operations, IPA made significant errors
and omissions in implementing the design of its SARR. It also ignored Board precedent when
applying the Board’s discounted cash flow (“DCF”’) model and when calculating maximum
reasonable rates using the Board’s Maximum Markup Methodology (“MMM”). UP explains
each of IPA’s errors in detail in Part III.

1. Stand-Alone Revenues

IPA overstated stand-alone revenues by overstating the traffic volumes that would move
on IRR and the revenues IRR would earn from the traffic. For example, IPA made mathematical
and data entry errors that led it to overstate 2011 volumes of non-IPA coal traffic from Utah and

Colorado by nearly one million tons, which in turn affected IPA’s traffic volume projections for
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2012 through 2020. See Section III.A.2.b. IPA also created volume forecasts for non-coal traffic
that are inconsistent with the mix of commodities that would move on IRR. This caused IPA’s
volume projections to be overstated by almost two million tons in the final year of the analysis
period. See Section III.A.2.c. UP corrects these and similar errors.

IPA also overstated SARR volumes by including UP’s high-priority intermodal “Z
trains” in the IRR traffic group. See Section II.A.2.c.iii. The Z trains move between Southern
California and points to the east of IRR. IPA assumed that IRR would serve as a bridge carrier,
replacing UP for the 89-mile portion of UP’s route from Milford to Lynndyl. However, IPA
chose to construct this segment to a lower standard, and as a result, IRR cannot replicate the
level of service UP provides today. IPA tried to hide this failing by presenting data showing the
average, unopposed running times of all SARR trains between Milford and Lynndyl. However,
when Z trains are evaluated as a separate category of service and their operation is modeled to
account for all the traffic moving on the line, it is evident that IRR service for these trains would
be dramatically inferior to the service UP provides today. Because IPA did not show (and could
not show, given the design choices it made for its SARR) that IRR would provide “service that is
equal to (or better than) the existing service” for the Z trains,' or that “the affected shippers,
connecting carriers, and receivers would not object” to the inferior service,> UP removes the Z

trains from the SARR traffic group.’

! Tex. Mun. Power Agency v. Burlington N. & Santa Fe Ry., 6 S.T.B. 573, 589 (2003); see 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.”).

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

3 TMPA, 6 S.T.B. at 589 (“[TThe traffic group selected by the complainant is open to
challenge.”); Coal Rate Guidelines — Nationwide, 1 1.C.C.2d 520, 544 (1985) (“[T]he potential

(continued...)
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IPA’s revenue evidence also reflects fundamental errors. As one example, IPA created a
“hybrid” fuel price forecast to calculate fuel surcharge revenues by combining prices from a
short-term forecast with projected rates of change from a long-term forecast. See Section
[TI.A.3.d.i.(b). UP shows that IPA’s blending of forecasts is improper because the forecasts were
developed using different methodologies and at times when fuel prices were at different levels.
UP avoids both problems by using UP’s actual fuel price for 2011 and a recent forecast that
allows it to projects fuel prices for 2012 through 2020 using a consistent methodology.

IPA also skewed its revenue evidence by making by several technical errors and one
conceptual error in its Average Total Cost (“ATC”) calculations. See Section [II.A.3.c. IPA’s
most significant technical error was its omission of IRR’s variable costs from the denominator of
an equation used to calculate the ratio of IRR’s variable and fixed costs to the total variable and
fixed costs for each movement. UP corrects this and other errors in IPA’s ATC calculations.

IPA’s ATC calculations are also flawed because they reflect a “mismatch™ between the
assumptions IPA used to calculate variable costs for the on-SARR portion of certain movements
and its apparent handling of those movements under the SARR operating plan. Specifically, IPA
calculated the on-SARR variable costs of non-coal traffic as though the traffic would move in
carload and multi-car service, but IPA’s operating plan assumes the traffic will move over the
SARR as if it were in unit trains. The Board recognized this issue in its June 27, 2011 decision
in the AEPCO case as it related to the calculation of variable costs for purposes of MMM.* In

order to avoid a mismatch in ATC calculations, and as a matter of logical consistency, the same

traffic draw and attendant costs and revenues that the hypothetical stand-alone provider could
expect are open to scrutiny in individual cases. The proponent of a particular stand-alone model
must identify, and be prepared to defend, the assumptions and selections it has made.”).

4 Ariz. Elec. Power Coop., Inc. v. BNSF Ry. & Union Pac. R.R., STB Docket No. 42113 (STB
served June 27, 2011).
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variable cost calculations should be used for both MMM and ATC. UP’s ATC calculations
reflect the on-SARR operation of IRR trains as unit trains.

When SARR revenues are calculated correctly, they are much lower than IPA claims;
indeed, they do not exceed corrected SARR costs. UP summarizes the differences in the IRR
revenues IPA developed and the IRR revenues calculated by UP in Table I11.A.15 below.

2. Stand-Alone Costs

IPA understated SARR costs by understating many SARR operating expenses and road
property investment costs. In some cases, IPA ignored or misinterpreted information that UP
provided in discovery. In others, IPA disregarded the challenge of operating a railroad over the
mountainous territory between Price and Provo. IPA also failed to account for costs its IRR
operating plan would impose on UP.

IPA’s operating plan is flawed in many respects that affect its calculation of SARR costs.
For example, IPA failed to identify more than 100 trains IRR would need annually to return
empty cars to support loaded movements that IPA selected for its traffic group. See Section
III.C.1.c.ii.(a). IPA’s failure to include these trains in its analysis means that IPA’s operating
expenses do not include the associated costs for locomotives, fuel, crew, and cars for these trains,
even as IPA allocated revenues to IRR based on handling the full loaded and empty movement
through the application of ATC. IPA’s failure to identify and include the trains returning empty
cars also means their impact on IRR’s other operations was not reflected in IPA’s RTC model.
UP corrects these errors.

In developing the IRR operating plan, IPA made choices that would impose extra costs
on the residual UP. For example, IPA ignored data showing that some UP trains from which it
selected traffic for its SARR terminate at Helper, Utah, rather than farther south at Price. See

Section III1.C.3.a. IPA improperly re-routed these trains by positing that the SARR would hand
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the traffic back to UP at Price, a point more than ten miles beyond where they actually
terminate.” Rather than eliminate the traffic from the SARR traffic group, UP corrected IPA’s
error by establishing an interchange at Helper. UP corrects several other similar errors in IPA’s
operating plan.

In other instances, however, IPA’s operating plan imposed additional costs that UP could
not readily avoid. In particular, IPA decided not to have IRR handle cars that UP today sets out
and picks up at industries located along lines replicated by the SARR, so that IRR could operate
its non-coal trains intact. This decision leaves the residual UP with new costs associated with
switching these cars at the interchange between UP and IRR. IPA improperly failed to account
for these additional costs. See Section I11.D.10.° IPA also failed to account for the costs it would
impose on UP by requiring creation of a new UP crew change point at Lynndyl, as well as a
variety of other costs that UP would incur only because IPA chose to insert IRR as a bridge
carrier in the middle of UP through moves. This includes the costs from additional locomotive
dwell time due to new UP crew change operations at Lynndyl and Provo. See id UP’s evidence
accounts for these costs.

IPA significantly understated IRR’s operating costs in many other ways. For example,
IPA misinterpreted an RCAF index figure as reflecting an inflation rate and improperly applied

this figure to locomotive lease cost information to obtain an incorrect discount rate. IPA also

> See TMPA, 6 S.T.B. at 594 (“To reroute non-issue traffic, the complainant’s SAC evidence
must either take full responsibility for the entire movement . . . or fully account for the
ramifications of requiring the residual carrier to alter its handling of the traffic.”).

% See Duke/CSXT, 7 S.T.B. at 443 (“W1hile the proponent of a SARR can determine (within
reason) how the SARR would operate, it cannot assume that a connecting carrier . . . would alter
its existing operations for the benefit of the SARR.”); Duke Energy Corp. v. Norfolk Southern
Ry., 7 S.T.B. 89, 112 (2003) (“At a minimum, the complainant must fully account for all of the
ramifications of requiring the residual carrier to alter its handling of [its] traffic . . . .”).
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misapplied locomotive utilization data that UP produced in discovery to calculate a locomotive
spare margin that is absurdly low. See Section III.D.1.a. IPA significantly understated IRR’s
locomotive fuel costs by applying an inappropriate fuel price index and by cherry-picking UP’s
fuel consumption data to develop an average consumption rate based on a mix of trains and
locomotive types that is unrepresentative of IRR operations. See Section II1.D.1.d.

As a further example, IPA disregarded the significant challenges IRR will face to
maintain its lines in the mountains of Utah. IPA developed its IRR maintenance-of-way
(“MOW?”) plan based on IRR’s route miles, track miles, and traffic volumes, giving little or no
consideration to the actual challenges IRR will face to maintain its lines in light of the extreme
curvature, steep grades, and difficult geotechnical and weather conditions that it will encounter,
particularly between Price and Provo. See Section II1.D.4. UP’s MOW evidence accounts for
the actual conditions in which IRR will operate.

Finally, IPA understated IRR road property costs in many respects. Among its many
errors, IPA used artificially low earthwork costs from an unrelated UP capacity expansion
project in Wyoming. IPA also understated transportation costs in developing its unit costs for
ballast, rail, and other material required to construct the SARR. See Section III.LF.3. As another
example, IPA incorrectly assumed that a single typical bridge design with a relatively short span
length could accommodate the myriad of bridges along the IRR route. See Section III.F.5. And
IPA placed IRR’s locomotive facility at a location that was covered by standing water when
UP’s construction experts visited the site, but IPA made no provision for addressing the soil and
drainage conditions at that site. See Section III.F.7.c. UP’s road property evidence accounts for

all of the costs that would be incurred to construct the SARR.
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When SARR costs are calculated correctly, they are substantially higher than the costs
IPA developed. UP summarizes the differences in the IRR operating expenses IPA developed
and IRR operating expenses calculated by UP in Table II1.D.1. The differences in road property
investment costs developed by IPA and UP are summarized in Table IIL.F.1.

3. Application of the DCF Model and Maximum Markup Methodology

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 claimed that it based equity costs for IRR over its construction period
on the Board’s annual cost of capital determinations. In fact, IPA substituted the cost of equity
derived from the Board’s Capital Asset Pricing Model (“CAPM?”). This is different from the
Board-determined railroad industry cost of equity, which for the years 2008 through 2010 is
based on a 50/50 mix of the CAPM-based cost of equity and the cost of equity determined using
the Board’s Multi-Stage Discount Cash Flow model.” See Section II1.G.1. UP uses the Board-
determined railroad cost of equity in its DCF analysis.

As another example, IPA ignored the Board’s June 27, 2011 decision in the AEPCO case
regarding variable cost calculations used in MMM. In AEPCO, the Board ordered the parties to
revise their variable cost calculations for carload and multi-car shipments to account for the low-
cost characteristics the complainant had posited for those movements over the portion of the
through movement replicated by the SARR.® As discussed above, IPA, like the complainant in

AEPCO, designed its SARR so that carload and multi-car shipments would move in intact

7 Use of a Multi-Stage Discounted Cash Flow Model in Determining the Railroad Industry’s
Cost of Capital, STB Ex Parte No. 664 (Sub-No. 1) (STB served Jan. 28, 2009).

8 AEPCO, slip op. at 2.
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trainloads over the portion of the through movement replicated by the SARR. UP’s MMM
calculations reflect the Board’s order in AEPCQO. See Section II1.H.2.

As a final example of IPA’s departures from precedent, its DCF analysis omitted any test
for cross-subsidies. UP’s reply evidence shows that SARR costs exceed SARR revenues, and
thus there is no need to apply a separate cross-subsidy test. However, UP provides workpapers
to illustrate how the Board would apply its threshold internal cross-subsidy test to the IRR’s line
from Price to Lynndyl. See Section III.H.1.k. Also, in accordance with the Board’s discussion
in Orter Tail,? UP provides workpapers to illustrate how the Board would apply its cross-subsidy
principles to the IRR as presented by IPA to ensure that any rate reduction produced by applying
MMM to a SARR that includes the Milford-Lynndyl segment does not reduce rates to levels that
are insufficient to cover the costs of the Price-Lynndyl portion of the SARR. See Section
MLH.2."

If the Board were to conclude (contrary to UP’s evidence) that SARR revenues exceed
costs, it should not award any relief to IPA before examining the Price-Lynndyl segment for
cross-subsidies. As discussed above, IRR does not need the Milford-Lynndyl segment to serve
the issue traffic. The prospect that the Milford-Lynndyl segment will generate an impermissible
cross-subsidy is heightened by the fact that almost all of the intermodal traffic that IPA selected
moves over the IRR system using only that segment — it does not share any facilities with the

issue traffic.

? Otter Tail Power Co. v. BNSF Ry., STB Docket No. 42071, slip op. at 9-11 (STB served Jan.
27, 2006).

' 1d at 11 (“[O]ur PPL cross-subsidy analysis serves as both a threshold inquiry and a limit on
potential rate relief.”).



UP’s evidence shows that, based on IPA’s revenue and cost evidence, eliminating the
cross-subsidization of the issue traffic by traffic on the Milford-Lynndyl segment would leave
prescribed maximum revenue-to-variable cost ratios more than 31 points higher than the ratios
calculated by IPA by the last year of SAC analysis period. Thus, even if the Board accepted all
of IPA’s revenue and cost evidence, it could not prescribe the maximum rates calculated by IPA.

C. THE BOARD SHOULD NOT PRESCRIBE MAXIMUM RATES FOR

POTENTIAL UP SINGLE-LINE TRANSPORTATION OF COAL FROM
SKYLINE MINE OR THE SAVAGE COAL TERMINAL TO IGS

Even if the Board were to find that the challenged rates are unreasonable, it should not
prescribe maximum rates for UP’s single-line transportation of coal from Skyline Mine or the

Savage Coal Terminal from 2012 through 2020. IPA’s own evidence establishes that {

}

1. IPA’s Evidence Establishes That IPA {

H

IPA’s evidence in this proceeding shows that {

} See Section III.A.2, Table III.A.1. TPA’s

evidence also shows that {
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}'2 In short, IPA’s own evidence shows {

}
2. The Board Lacks The Authority To Prescribe Maximum Rates For Future
Movements When {
1

The Board has the authority to prescribe maximum rates for future movements only if it
concludes “that a rate charged or collected by a rail carrier . . . does or will violate this part.” 49

U.S.C. § 10704(a)(1). Because IPA’s evidence demonstrates {

} the Board lacks authority to prescribe

maximum rates for such movements.

'"" IPA Opening Nar. at I1I-A-5.

2 Significantly, IPA sought an extension of the procedural schedule in this case on June 24, 2011
on the grounds that it “recently concluded negotiations on, and expect[ed] to sign very shortly, a
new coal supply arrangement and is engaged in the final stages of negotiations for an additional
new coal supply arrangement.” Motion for Extension of Schedule at 2 (filed June 24, 2011).
IPA explained that the extension would “permit the parties to base their evidence on the most
accurate information available regarding future traffic patterns and volumes.” 7d.
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The limitation on the Board’s authority to prescribe rates for certain future movements
reflects a statutory scheme that emphasizes the importance of market-based rates, shipper-carrier
negotiations, and the ratemaking discretion of railroads. One of Congress’s express goals when
it enacted the Staggers Act was to “minimize the need for federal regulatory control over . . . rail
transportation.”® One way this goal was accomplished was by giving railroads, not the
regulator, discretion to set rates in the first instance. When Congress enacted the Interstate
Commerce Commission Termination Act of 1995 (“ICCTA”), it reiterated “the Staggers Act
policy that regulatory intervention should be relegated to a role as a ‘safety net’ in those
relatively rare situations where market forces and shipper-carrier negotiations do not produce a

satisfactory business relationship.”"*

{

13 Staggers Act, Pub. L. No. 96-448, §101(a), 94 Stat. 1895, 1897 (1980).
' HR. Rep. No. 104-311 at 83, reprinted in 1995 U.S.C.C.AN. at 795.
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In Burlington Northern Railroad v. STB," the court addressed a similar issue. In that
case, a shipper sought to bring a rate reasonableness case over a year prior to the termination of a
coal transportation contract for the express purpose of having a prescribed rate in place when the
contract expired. It obtained an order from the Interstate Commerce Commission (“ICC”) that
required Burlington Northern (“BN”) to publish a common carrier rate for its traffic even though
there was no imminent prospect of transportation under that rate because the existing contract
would remain in effect for several months.

BN challenged the ICC’s order requiring publication of a common carrier tariff, arguing
that the governing statute did not permit shippers to use the ICC’s processes to obtain prescribed
rates for transportation long in advance of when the common carrier transportation would occur.
The court agreed. It concluded that the ICC did not have the “statutory authority to impose upon
a rail carrier a current obligation to file a tariff specifying a rate for traffic . . . that would not be
ready to move under the rate until months or years down the road.”'®

[PA is not attempting to obtain a prescribed rate for coal moving from Skyline Mine or
the Savage Coal Terminal while that traffic is moving under a UP contract. However, the same
fundamental principle that dictated the outcome in Burlington Northern applies here: UP should

not be bound by a prescription that restricts its future ratemaking ability {

1375 F.3d 685 (D.C. Cir. 1996).

'8 Id at 692. The Burlington Northern decision was based on the statute as it existed prior to the
ICCTA, but the court commented that the authority to require railroads to maintain rates for non-
imminent, future transportation solely for purposes of mounting a rate reasonableness challenge
was even weaker under ICCTA: “any future action by the Board along the lines of the
Commission’s action here would be on even weaker statutory ground than was the action taken
here.” Id. at 693 n.7.
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3. Regardless Of The Board’s Authority, The Board Should Exercise Its
Discretion Not To Prescribe Maximum Rates For Potential UP Single-
Line Transportation Of Coal From Skyline Mine Or The Savage Coal
Terminal To IGS From 2012 Through 2020.

Even if the Board concludes that it has the authority to prescribe maximum rates for UP’s
potential single-line movements of coal from Skyline Mine or the Savage Coal Terminal to IGS,
it should exercise its discretion not to prescribe such rates. “[I]n contrast to reparations — to
which a complainant that has paid an unreasonably high rate for past movements has a statutory
right to be awarded — the complainant has no similar right to a rate prescription for future
movements.”'” “Rather, the Board has discretion as to whether or not to prescribe rates for future
movements,” and it “look[s] at the broader context to determine whether or not a rate
prescription appears to be warranted and appropriate.”'®
In this case, prescription of future rates for potential single-line UP movements from

Skyline Mine or the Savage Coal Terminal would be unwarranted and an inappropriate exercise

of the Board’s discretion. As discussed above, the evidence makes it clear that {

} in contravention of

federal policy “to minimize the need for Federal regulatory control over the rail transportation

system.”]9

'" AEP Tex. N. Co. v. BNSF Ry., STB Docket No. 41191 (Sub-No. 1), slip op. at 15 (STB served
May 15, 2009).

18 Id

1949 U.S.C. § 10101(2); see also AEP Texas North, slip op. at 19 (explaining that “the
prescription of rates is a quasi-legislative act that has the force of law”).
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IPA may argue that the Board should prescribe future rates now {

} As
the ICC explained in Coal Rate Guidelines, regulatory intervention should be limited “to avoid
inhibiting or discouraging contract solutions.”*’

Moreover, there are good reasons not to allow complainants to use rate proceedings to

obtain relief for speculative circumstances. Just like IPA’s current coal sourcing plans, the

stand-alone cost analysis in this proceeding reflects forecasts of future conditions. {

} Efforts to use recent,
accurate data are especially important in rate cases because a rate prescription imposes a
constraint on railroad pricing that “cannot be undone retroactively by future Board action.”' By
contrast, if rates UP actually charges IPA in the future prove to be unreasonable, IPA always

“could be made whole by an award of reparations under 49 U.S.C. § 1 1704(b).”22

20 Coal Rate Guidelines, 1 1.C.C.2d at 524; see also 49 U.S.C. § 10101(1) (policy “to allow, to
the maximum extent possible, competition and the demand for services to establish reasonable
rates for transportation by rail”).

2L AEP Texas North, slip op. at 19 (citing Ariz. Grocery Co. v. Atchison, Topeka & Santa Fe Ry.,
284 U.S. 370, 389 (1932)).

22161’.
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IPA {
} Inthese
circumstances, neither the law nor equity supports the prescription of such rates.

D. UP COMPLIED WITH ITS OBLIGATION TO ESTABLISH COMMON
CARRIER RATES AND SERVICE TERMS

IPA complains about UP’s response to IPA’s requests for common carrier rates.”> In fact,
UP responded to IPA’s requests in good faith and established the requested rates in accordance
with its obligations under the Board’s regulations and 49 U.S.C. § 11101. Indeed, UP responded

to IPA’s initial request by establishing rates several weeks earlier than required by law.

1. Background

IPA’s traffic has long moved under contract with UP and its predecessors. As the
expiration date of the most recent contracts approached, UP worked in good faith to negotiate a
new contract with IPA. At some point, IPA apparently concluded that its interests would be best
served by requesting common carrier rates. On October 29, 2010, more than two months before
the existing contracts expired, IPA requested that UP provide common carrier rates that would
apply to IPA’s transportation beginning on January 1, 201 1.2* Just four business days later, on
November 4, 2010, UP replied that it would provide rates no later than December 1, unless the
parties had agreed to a new contract before then.”> IPA responded on November 8, asserting that
Board regulations required UP to establish the requested rates by November 12, and claiming

that any delay would “hamper IPA’s ability to plan for post-2010 coal deliveries.”*® UP replied

2 IPA Opening Nar. at I-25 to 1-30; id. at V-1 & Verified Statement of John Aguilar (“Aguilar
V.S.”).

¥ UP Reply Exh. V-1.
2 Id, Exh. V-2.
2 1d., Exh. V-3.



on November 10, explaining that IPA was misinterpreting the Board’s rules, that even if UP
rushed to establish rates on the schedule demanded by IPA, the rates could change before
January 1, 2011, and that UP needed the time “to satisfy ourselves that the rates we establish are
lawful.”?" UP also renewed its commitment to provide rates by December 1.2

As promised, UP provided IPA the rates it had requested on December 1.2 Then, on
Friday, December 10, IPA requested common carrier rates for shipments from a new origin,
Skyline Mine.>® UP provided those rates just two business days later, on Tuesday, December
14.%

IPA does not claim that it suffered any harm because UP provided common carrier rates
on December 1, rather than the date IPA had re:quested.32 This is understandable. One of the
three rates that IPA challenges is the one for movements to Skyline Mine, a rate IPA did not

even request until December 10. Moreover, IPA cannot claim that waiting the two weeks

between November 12 and December 1 made a crucial difference in planning for post-2010 coal

27 Id., Exh. V-4. IPA states that it believed that UP’s response was inconsistent with the Board’s
regulations, and that its counsel contacted the STB’s Rail Customer & Public Assistance
Program. Aguilar V.S. at 5. IPA reports that it “failed to receive any relief through that
process.” Id. That result is not surprising, because IPA’s understanding of the Board’s
regulations is incorrect, as discussed below.

28 UP Reply Exh. V-4.
¥ Id., Exh. V-5.
3% 14, Exh. V-6.
3V Id., Exh. V-7.

32 In discovery, UP asked IPA to identify any harm that IPA suffered because it received UP’s
rates on December 1. /d., Exh. V-8. IPA objected that the question was “irrelevant” and
“premature.” Id., Exh. V-9. UP also asked IPA to produce documents relating to any harm that
it suffered. Id., Exh. V-10. IPA responded with the same objections. Id., Exh. V-11. However,
IPA’s counsel later told UP’s counsel that “no responsive documents exist.” Id., Exh. V-12.
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deliveries — IPA was still finalizing its coal-supply plans in June 2011, which required it to seek
a four-week extension of this proceeding.

Nonetheless, IPA argues that UP violated the Board’s regulations by responding to IPA’s
October 29 request for common carrier rates on December 1, rather than November 12. Even
though IPA’s traffic was moving under contracts that did not expire until January 1, 2011, IPA

maintains that UP had an obligation to respond by the earlier date. IPA is incorrect.

2. Argument

IPA’s argument is not well founded. UP provided common carrier rates a full month
before its contracts with IPA were set to expire. IPA argues, however, that UP was required to
respond within ten days because, as of the date of IPA’s request “there were no ‘existing rates’
for the transportation that was the subject of IPA’s request (i.e., common carrier transportation
service from the subject origins/interchange to IGS beginning on January 1, 2001).”** IPA
reaches its flawed conclusion by twisting the meaning of Board regulations and ignoring the
decision of the D.C. Circuit Court of Appeals in Burlington Northern Railroad Co. v. STB.»
That decision makes clear that the Board lacks the statutory authority to impose on a rail carrier a
current obligation to establish common carrier rates for traffic that would not move under those
rates until some future point.>*® The Board’s rules regarding the disclosure and publication of

common carrier rates were proposed and adopted after the D.C. Circuit’s decision,®” and there is

33 See Motion for Extension of Schedule (filed June 24, 2011).
3* IPA Opening Nar. at [-29.

3375 F.3d 685 (D.C. Cir. 1996).

% See id. at 692-96.

37 See Disclosure, Publication, and Notice of Changes of Rates and Other Service Terms for Rail
Common Carriage, 1 S.T.B. 153 (1996).
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no basis for interpreting them in a way that would conflict with that court’s conclusion in
Burlington Northern.

Under 49 U.S.C. § 11101(b), a rail carrier is to provide rates “promptly after the receipt
of the request.” Acting under delegated rulemaking authority,3 ¥ the Board requires a rail carrier
to establish a new common carrier rate on request “promptly,” “as soon as reasonably possible,
but no later than 10 business days from receipt of the request,” but only “in the absence of an
existing rate for particular transportation.” The IPA traffic at issue was moving under a
contract that did not expire until January 1, 2011. Thus, under the terms of the regulation, UP
was not obligated to establish a new common carrier rate for that traffic until January 1, 2011.

IPA offers no valid reason for ignoring the plain meaning of Section 1300.3.

a. “An Existing Rate” Includes “An Existing Contract Rate.”

[PA’s primary argument is that Section 1300.3’s reference to “an existing rate” applies

1213

only to common carrier rates, because Section 1300.1(c) states that the “‘provisions of this part
do not apply to any transportation or service provided by a rail carrier under a contract.””*® That
is a misreading of the regulatory language.

Section 1300.1(c) does not say that every use of the term “rate” in Part 1300 should be
taken to mean “common carrier rate.” Section 1300.1(c) simply makes explicit that the Board’s
regulations in Part 1300 do not impose obligations on transportation subject to a contract. In

other words, Section 1300.1(c) makes explicit that Section 1300.2, which establishes “Disclosure

requirements for existing rates,” does not require disclosure of existing contract rates; that

38 See 49 U.S.C. § 11101(D).
349 C.F.R § 1300.3.
“ IPA Opening Nar. at I-28 (quoting 49 C.F.R. § 1300.1(c)).
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Section 1300.3, which establishes procedures for a rail carrier’s “Response to request for
establishment of a new rate,” does not apply to requests for new contract rates; and that Section
1300.4, which establishes a “Notice requirement” when a rail carrier seeks to increase “any
rates,” does not create a regulatory notice requirement for increases to contract rates. However,
the reference to “an existing rate” in Section 1300.3 does not impose any regulatory obligation
on existing rates, so there is no basis for reading this language as applying only to “an existing
common carrier rate.”

In fact, IPA’s argument that “an existing rate” under Section 1300.3 refers only to “an
existing common carrier rate” leads to an outcome that is contrary to the purpose of Section
1300.1(c). The point of that provision is to make clear that transportation under a contract is not
subject to regulatory obligations that apply to common carrier transportation. Under IPA’s view,
UP would not have been obligated to establish the requested rates if its existing rates were
common carrier rates, but it was required to establish new rates in this case because its existing
rates were contract rates. Interpreting Section 1300.1(c) to increase a carrier’s regulatory
burdens when its existing rates are contract rates is at odds with the basic principle underlying
Section 1300.1(c).

Furthermore, IPA’s interpretation of Section 1300.3 produces results that conflict with
established precedent. Under IPA’s interpretation, a rail carrier would be required to establish
common carrier rates for traffic currently moving under contract, because there would be no

“existing common carrier rate.” However, Board precedent establishes that a rail carrier is not
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required to establish common carrier rates for transportation governed by a rail transportation
contract.’
Accordingly, UP’s position that Section 1300.3’s reference to “an existing rate” extends
to existing contract rates is plainly correct.
b. A Carrier With “An Existing Rate” In A Contract Has No Current

Obligation To Establish A Rate That Cannot Be Used Until Some
Point In The Future.

IPA’s fall-back argument is that, even if Section 1300.3’s reference to “an existing rate”
applies to contract rates, UP was obligated in November to establish common carrier rates that
would apply to IPA’s traffic beginning on January 1, 2011 because, as of the date of IPA’s
request, UP had no existing rates for transportation of IPA’s coal on or after January 1, 2011.%?
IPA’s argument is frivolous. IPA’s position conflicts directly with the Court’s holding in
Burlington Northern, and it would produce results at odds with common sense.

In Burlington Northern, the ICC had ordered a railroad to establish common carrier rates
that would apply only after the expiration of an existing contract governing the traffic at issue.
The Court held that the ICC lacked the statutory authority to impose on a rail carrier a current
obligation to establish common carrier rates for traffic that would not be ready to move under

those rates until some future point.* As the Court explained, Congress struck a balance between

shipper and carrier interests by giving carriers control over when they establish new common

1 See, e. g., Ariz. Elec. Power Coop. v. Union Pac. R.R., STB Docket No. 42113 (Sub-No. 1),
slip op. at 3 (STB served Apr. 23, 2009) (“If the court rules that AEPCO and UP have entered
into a valid contract that governs AEPCO’s traffic from the Colorado and SPRB mines to
Apache Station, we would not order UP to establish a common carrier rate.”).

* IPA Opening Nar. at [-25.

¥ See Burlington Northern, 75 F.3d at 692-96. The case was decided under the law as it existed
before the ICCTA, but the Court observed that “th[e] change in the law suggests that any future
action by the Board along the lines of the Commission’s action here would be on even weaker
statutory grounds than was the action taken here.” /d. at 693 n.7.
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carrier rates,* and Board interference with carriers’ control over timing would improperly
“shift[] the balance in the parties’ negotiations over a new contract by altering the default
situation — what would prevail were no agreement reached.”*

Burlington Northern forecloses IPA’s argument that the Board can create a current
obligation for rail carriers to establish rates for movements that cannot occur until existing rates
expire. If the Board’s regulations purported to create such an obligation, they would be unlawful
for the reasons identified in Burlington Northern. 6

Moreover, IPA’s position, if adopted by the Board, would lead to absurd results. In
essence, IPA is claiming that, even if UP and IPA had a contract that ran through 2025, IPA
could currently require UP to establish common carrier rates within ten days for traffic moving
on or after January 1, 2026 because UP has no existing rate governing that future traffic. This is
not the law.

IPA argues that its position must be correct, or else a shipper could request new common
carrier rates only when its existing contract had expired, the carrier would have ten days to
respond, and thus a shipper could be left without a rate for a ten-day period.*’

IPA’s argument is a red-herring. UP has never argued that Section 1300.3 precludes a
shipper from requesting a new rate until its existing rate expires. Under Section 1300.3, as long

as a shipper requests the new common carrier rate at least ten days before its existing rate expires

(and provides information sufficient for the carrier to establish the new rate), the carrier must

# See id. at 694-95.
4 See id. at 691.

% In fact, as discussed above, the Board proposed and adopted its current rules shortly after the
Court’s decision in Burlington Northern, and a straightforward, common-sense reading of the
rules shows that they are consistent with that decision.

*"IPA Opening Nar. at I-29.
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have a new common carrier rate in place within ten days. While UP attempted to provide earlier
information on new rates where possible, as a courtesy to IPA, Section 1300.3 does not require a
carrier to establish new rates until existing rates expire. As the Court explained in Burlington
Northern, that is why Congress provided that new common carrier rates can go into effect
immediately.*®

IPA’s claim that the Board’s regulations required UP to establish a new common carrier
rate a month and a half before that rate could possibly be used is further undermined by the rules
that govern changes to common carrier rates. Under 49 U.S.C. § 11101(c) and Section 1300.4 of
the Board’s regulations, a rail carrier may increase its common carrier rates on 20-days’ notice.
Accordingly, if UP had been required to establish rates on November 12, it could have
established the rates, but provided notice of increased rates on December 11, and applied the
increased rates to IPA’s traffic beginning on January 1, 2011. Requiring UP to establish rates on
November 12 would have increased UP’s administrative costs, but IPA would have had no
assurance that its traffic would actually move under those rates. This result makes no sense.
IPA’s argument that a shipper can somehow require a railroad to establish rates more than a
month before they could be used is inconsistent with the broader statutory and regulatory

structure.

3. The Board Should Reject IPA’s Claim That UP Committed An
Unreasonable Practice.

The Board should reject IPA’s claim that UP violated Board regulations or otherwise

acted unreasonably in responding to IPA’s requests for common carrier rates. UP responded to

8 See Burlington Northern, 75 F.3d at 695.
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IPA’s requests promptly and in good faith, explaining the reasons for its actions. UP’s responses
complied fully with the Board’s regulations and UP’s obligations under 49 U.S.C. § 11101.

E. CONCLUSION

For the foregoing reasons, the Board should dismiss IPA’s claim that UP’s rates in Item
6200-A of UP Tariff 4222 exceed maximum reasonable levels and IPA’s claim that UP failed to

establish those common carrier rates on a timely basis.
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1. MARKET DOMINANCE

A. QUANTITATIVE EVIDENCE

UP agrees with the traffic and operating characteristics for the movements to which the
challenged rates apply that are listed IPA’s Table 11-A-1.

UP also agrees with IPA’s calculations of variable costs for the movements to which the
challenged rates apply, as set forth in IPA’s Table 11-A-2, recognizing that IPA’s variable costs
are based on a preliminary 2010 UP URCS dataset generated by IPA and that revisions to those
calculations will almost certainly be necessary to reflect the official 2010 UP URCS dataset that
will be released by the Board.

B. QUALITATIVE EVIDENCE

For purposes of its reply evidence, UP does not dispute that it has market dominance over
the transportation to which the challenged rates apply. As IPA recognized, UP had admitted in
discovery that it could not prevail on this issue.! Why IPA devoted nine pages of its opening

evidence to the issue of qualitative market dominance is a mystery.

! IPA Opening Nar. at 11-7 to 11-8.
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III. STAND-ALONE COST

A. TRAFFIC GROUP

IPA challenges the reasonableness of UP’s common carrier rates for transporting unit-
train movements of coal to IPA’s Intermountain Generating Station (“IGS”) at Lynndyl, Utah.
The challenged rates apply to UP service to IGS from one Utah mine (Skyline Mine), one Utah
coal loadout (the Savage Coal Terminal), and one point of interchange with the Utah Railway
Company (“URC”) in Provo, Utah.

IPA constructed a hypothetical stand-alone railroad (“SARR?”), called the Intermountain
Railroad (“IRR”), that consists of two parts. The first part of the SARR replicates UP’s route
from Price, Utah, northwest through Provo, then southwest to IGS at Lynndyl. This part
includes all the core facilities needed to serve the issue traffic. The second part of the SARR
extends southwest from Lynndyl to Milford, Utah. This part does not carry any issue traffic. A
diagram of the IRR’s system is provided in UP Reply Exhibit III.A-1.

UP accepts many of IPA’s methods for determining the SARR’s volumes and revenues,
but it also identifies and corrects several significant errors committed by IPA. For example, [PA
made mathematical and data entry errors that created an overstatement of non-issue coal traffic
volumes. Also, when performing revenue-allocation calculations for the IRR cross-over traffic,
IPA failed to modify its calculations to conform with the implications of the Board’s June 27,
2011 decision in AEPCO," and it overstated IRR’s share of revenue by omitting from the

denominator the variable costs associated with the SARR’s portion of the total route.

' Ariz. Elec. Power Coop., Inc. v. BNSF Ry. & Union Pac. R.R., STB Docket No. 42113 (STB
served June 27, 2011).
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UP also modifies IPA’s methods in certain instances to reflect more accurately the actual
characteristics of the traffic that IPA selected for its SARR. For example, IPA used UP’s actual
first quarter 2011 results, along with UP’s projections for the remainder of the year, to calculate
2011 volumes of non-coal traffic, while UP uses actual data for the first three quarters of 2011.
Also, IPA and UP use the same sources of forecasts to project growth in IRR’s non-coal traffic
volumes for each year from 2012 to 2020, but IPA created blended forecasts that do not reflect
the actual mix of traffic actually moving on the SARR, while UP relies on commodity-specific
forecasts that correspond more precisely to the traffic selected by IPA.

UP also removes one category of traffic from IPA’s SARR because IPA impermissibly
provided a lower level of service for that traffic without showing that the affected shippers and
connecting carriers would not object. IPA added more than one hour to the transit time of UP’s
highest-priority intermodal “Z trains” as a result of its decision to have IRR take the traffic from
UP at Milford, move it over the 89-mile Lynndyl-Milford segment, then hand it back to UP at
Lynndyl. This represents a greater than 50% increase over actual transit times on UP. Because
IPA failed to demonstrate that UP could make up for the lost time, or that the affected shippers,
which include UPS and other extremely service-sensitive customers, would accept the lower
level of service that IRR would provide for their traffic, UP excludes that traffic from the SARR
traffic group, consistent with Board precedent.

UP discusses in detail its corrections to IPA’s volume calculations in Section III.A.2 and
its corrections to IPA’s revenue calculations in Section I11.A.3. UP’s evidence is supported by
Robert Fisher, a Director in FTI’s Network Industries Strategies group. Mr. Fisher analyzed the

flaws in IPA’s volume and revenue assumptions, and he generated corrected traffic volume and
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revenue data for use in UP’s reply evidence. Mr. Fisher’s qualifications and verification appear
in Part IV.

1. Stand-Alone Railroad Traffic

IPA divided the IRR traffic group into four main categories, which it described as
follows: IGS coal traffic, non-IPA coal traffic, IRR non-coal traffic, and BNSF trackage rights
trains.? IPA’s terminology is unnecessarily confusing. UP divides coal traffic into “IPA coal
traffic” and “non-IPA coal traffic” when discussing SARR volumes and revenues.

2. Volumes (Historical and Projected)

a. IPA Coal Traffic

“IPA coal traffic” consists of issue and non-issue coal traffic moving to IGS. The issue
traffic includes: (i) coal that IRR originates from Skyline Mine and delivers to IGS in single-line
service, and (ii) coal that URC originates from the Savage Coal Terminal, which IRR receives
from the URC in interchange at Provo and delivers to IGS. The non-issue coal traffic originates
on IRR at the Sharp Loadout and is delivered to IGS in single-line service.

IPA used its own internal forecasts to determine IPA coal traffic tonnages for 2011
through 2020.°

UP accepts IPA’s projected volumes for the issue traffic.

The resulting volume projections for the issue traffic are as follows:

2 IPA incorrectly asserts that “IRR does not reroute any traffic.” IPA Opening Nar. at III-A-8.
As discussed in Section II1.C.3, UP identified two instances in which IPA deviated from real-
world movements. However, UP revised the IRR operating plan to conform to the real-world
movements of the traffic, so there is no impact on IRR volumes or revenues.

3 IPA Opening Nar. at I1I-A-8 and IPA Opening workpapers “Coal Forecast 7-27-11.xIsx” and
“IPA Coal Traffic Forecast.xIsx.”
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Table IT1.A.1
IPA Coal Traffic
(thousands of tons)

Origin
Provo
Year (Savage/URC) Skyline Sharp Total
2011 { } { 3 { } { !
2012 { } {3} { } { }
2013 { } {1} { ! { }
2014 { } {1} { } { }
2015 { ! { } { } { }
2016 { } { } { } { }
2017 { } { } { } { }
2018 { } { { } { }
2019 { } {1} { } { }
2020 { } {3 { } { }

Source: UP Reply workpaper “Coal Traffic Forecast Reply.xlsx.”

b. Non-IPA Coal Traffic

“Non-IPA coal traffic” includes all coal traffic that moves on IRR other than the IPA coal
traffic. Specifically, non-IPA coal traffic includes:

(i) coal traffic that IRR originates at Skyline Mine, the Savage Coal Terminal, or the
Sharp Loadout and interchanges to UP at Price, Provo, or Milford;

(i) overhead coal traffic that IRR receives in interchange from UP at Price and
interchanges back to UP at Milford or Provo;

(iii) overhead coal traffic that IRR receives in interchange from UP or URC at Provo
and interchanges to UP at Milford; and

(iv) overhead coal traffic that IRR receives in interchange from UP at Lynndyl and
interchanges back to UP at Milford.

I 2011 Non-IPA Coal Volumes

IPA calculated IRR’s 2011 coal volumes for non-IPA coal traffic by first using UP’s
detailed 2010 records to identify the coal that moved over the lines of the IRR system, and then

using UP’s “Prophecy” forecast to project the growth of those volumes from 2010 to 2011.
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UP accepts IPA’s approach but corrects errors that IPA made in implementing its
approach with regard to coal originating in Utah and Colorado.

(a) Utah Coal Originations

To develop 2011 volumes of non-IPA coal traffic from Utah coal originations moving
over IRR, IPA first developed the projected rate of change in volumes between UP’s 2010 Utah
coal originations (based on UP’s actual data) and UP’s 2011 anticipated Utah coal originations
(based on UP’s Prophecy data). IPA then applied that projected rate of change to the 2010 non-
IPA, Utah-origin coal volumes it identified as moving over the lines of the IRR system.”

IPA erred, however, by failing to exclude from its calculations the 2010 actual and 2011
projected IPA coal traffic. IPA’s identification of UP’s 2010 actual and UP’s 2011 anticipated
Utah coal originations includes IPA coal traffic, and IPA provided its own projections for Utah
coal traffic moving to IGS in 2011. Accordingly, to develop the projected rate of change for
non-IPA, Utah-origin coal volumes, IPA should have excluded the IPA coal traffic from its
calculations, and not applied the overall average.

Specifically, IPA calculated that overall UP Utah coal originations will {

} from 2010 to 2011. However, IPA’s own forecast projects that [PA’s Utah-origin coal

volumes will { } over the same time period.” Because IPA coal traffic accounts
for { } of UP’s Utah coal origins, Utah originations of non-IPA coal must
necessarily { }, to produce the overall { }.

* IPA Opening Nar. at [1I-A-11.
5
{
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As shown in the chart below, application of IPA’s methodology to Utah coal originations,

after excluding IPA coal traffic, produces a projected { } for non-IPA coal from
Utah originations, rather than the { } calculated by IPA.
Table I11.A.2

Utah Coal Tonnage
(thousands of tons)

2010 2011 Growth Rate
Total Utah Coal { } { } { }
IPA UT-Origin Coal { 3 { } { }
Non-IPA Utah Coal { } { } { }

Source: UP Reply Workpaper “Coal Traffic Forecast Reply.xIsx.”
Accordingly, UP calculates 2011 non-IPA, Utah coal originations by applying the
{ } to the 2010 volumes identified by IPA.

(b) PRB/Colorado Coal Originations

To develop 2011 volumes of non-IPA coal traffic from Colorado coal originations, IPA
used the same general approach it used for Utah coal originations. IPA had data regarding UP’s
2011 anticipated Colorado coal originations from Prophecy. However, IPA did not have data
that specifically identified UP’s 2010 actual Colorado coal originations, so IPA used publicly-
reported data that identified UP’s 2010 actual combined Colorado and Utah coal originations,
and then subtracted UP’s 2010 actual Utah coal originations (which were identified in UP
records produced in discovery).®

In performing these calculations, however, IPA incorrectly recorded UP’s reported 4Q

2010 Colorado and Utah coal volume as 670,000 tons, rather than 6,700,000 tons.” Because IPA

% IPA Opening Nar. at III-A-13 to III-A-14.

7 UP Reply workpaper “Coal Traffic Forecast Reply.xlsx.” See also UP Reply workpaper
“4q2010_slides.pdf,” Slide 9 and IPA Opening workpaper “IPA Coal Traffic Forecast.xlsx,” Tab
“2010 Act & 2011 Proph by Region,” cell G13.

III.A-6



compared 2010 data that incorporated this understated figure with UP’s 2011 Prophecy data, it
overstated the projected increase from 2010 to 2011 for Colorado origins, and then it applied that
overstated increase when calculating the 2011 Colorado-origin coal volumes moving over the
IRR system.

After correcting this error, UP calculates 2011 Colorado-origin coal volumes moving
over the IRR system by applying a { } to the 2010 volumes identified by IPA,
rather than the { } used by IPA.

1. 2012-2020 Non-IPA Coal Volumes

For non-IPA coal traffic, IPA calculated IRR coal traffic volumes for each year from
2012 to 2020 using data from the Energy Information Administration’s (“EIA”) 2011 Annual
Energy Outlook (“AEQ”) forecast. IPA applied the annual rates of change that EIA developed
for coal moving from specified supply regions to specified demand regions to IRR’s prior year
coal movements based on each movement’s supply and demand regions.®

UP accepts IPA’s approach but corrects a calculation error in IPA’s treatment of coal
traffic moving to Missouri. For this traffic, IPA applied the rates of change for EIA’s “West
North Central 1” demand region, which includes Minnesota, North Dakota, and South Dakota.’
However, IPA should have applied the rates of change for EIA’s “West North Central 2” demand

region, which includes lowa, Nebraska, Kansas, and Missouri.!® UP calculates 2012-2020 IRR

coal volumes using the correct EIA growth rates for traffic destined to Missouri.

® IPA Opening Nar. at I1I-A-14 to 11I-A-15.
? IPA Opening workpaper “IPA Coal Traffic Forecast.xlsx.”

' Documentation of EIA’s Coal Marketing Module, available at www.eia.gov/forecasts/aco/
assumptions/pdf/coal.pdf (Figure 11).
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Table I1I.A.3 summarizes UP’s revised non-IPA coal tonnages:

Table IILA.3
IRR Non-IPA Coal Tonnages
(thousands of tons)

Year IPA Reply Difference
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
Source: UP Reply workpaper “Coal Traffic Forecast Reply.xlsx.”

c. IRR Non-Coal Traffic

UP updates IPA’s calculations of IRR non-coal traffic volumes to project more accurately
IRR’s 2011 volume levels, which IPA used as the base for projecting volume levels for 2012 to
2020. UP also applies more commodity-specific forecasts when projecting volume levels for
2012 to 2020. Finally, UP removes traffic moving on UP’s “Z trains” from the SARR traffic
group, because IPA’s operating plan provided for an inferior level of service for this traffic.

1. 2011 IRR Non-Coal Volumes

IPA did not accurately describe or properly perform its calculations of 2011 IRR non-
coal volumes. IPA said it developed 2011 IRR non-coal volumes by (i) selecting traffic that
moved over the IRR system in 2010; (ii) using UP’s actual data for 2010 and UP’s Prophecy

forecast for 2011 to calculate the projected rate of change in traffic volume for each of UP’s
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business group from 2010 to 2011; and (iii) applying the projected rate of change for the
appropriate business group to the 2010 traffic volumes.''

In fact, IPA did not rely solely on UP’s Prophecy forecast to calculate the projected rate
of change in traffic volumes from 2010 to 2011. Instead, IPA combined UP’s actual data for 1Q
2011 with UP’s Prophecy forecast for 2Q through 4Q 2011 to calculate UP’s projected 2011
volumes.'

In addition, IPA did not accurately apply the projected rate of change for each business
group to IRR’s non-coal traffic that fell into that business group. IPA erroneously classified
certain food products and chemical products into UP’s Industrial Products group, rather than
UPs’ Agricultural Products or Chemicals groups.

UP accepts IPA’s general approach to calculating 2011 IRR non-coal volumes, but it
makes three modifications to IPA’s calculations to more accurately account for actual 2011
traffic levels.

First, UP substitutes actual 2Q and 3Q 2011 results for Prophecy forecasts. This
substitution simply updates IPA’s approach to reflect the availability of more current 2011 data,
as UP uses the same source and methodology that IPA used to incorporate UP’s actual results
from 1Q 2011. Since IPA developed its opening evidence using UP actual data for 1Q 2011,
additional 2011 data have become available. UP incorporates these more current data in its reply
evidence.

Second, UP adjusts the projections contained in its Prophecy forecast for 4Q 2011 to

reflect its actual experience in the first three quarters of 2011. This adjustment also reflects an

'""IPA Opening Nar. at I1I-A-15 to I1I-A-16.
21pA Opening workpaper “2010 UP Prophecy Data.xIsx.”
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effort to develop a more accurate projection of 2011 traffic levels based on actual experience in
the first three quarters of the year. UP finalized its Prophecy forecast for 2011 in December
2010. There are now three quarters of actual 2011 results that can be used to evaluate that
forecast. For some business groups, UP’s traffic growth in the first three quarters exceeded
projections. For others, traffic growth lagged behind projections.

Accordingly, UP adjusts the projections contained in its Prophecy forecast for 4Q 2011
upward or downward by the percentage difference between projected and actual traffic growth in

1.3 UP then combines the actual data for

each business group over the first three quarters of 201
1Q through 3Q 2011 with the adjusted projections for 4Q 2011 to calculate projected traffic
volumes for full year 2011, and it then uses those volumes to calculate the projected rate of
change from 2010 to 2011 for the traffic that IPA selected for IRR.

Third, UP applies projected rates of change, by business group, to the traffic that IPA
selected for the IRR. As noted above, IPA claimed that it applied the projected rates by business
group. However, IPA actually applied the projected rate of change for traffic in UP’s Industrial
Products group to a substantial volume of traffic that falls into the Agricultural Products or

Chemicals groups.'* UP corrects the errors by applying the appropriate rates of change to the

traffic that IPA selected for IRR.

13 For example, UP’s Prophecy forecast projected that traffic in UP’s Chemicals business group
would grow by 4.5% in the first three quarters of 2011, and by 1.5% in the fourth quarter of
2011. In fact, UP’s chemicals traffic grew 8.8% in the first three quarters of 2011. UP therefore
increased the fourth quarter forecast to project traffic growth of 5.8%.

' This appears to reflect inadvertent coding errors by IPA, because IPA’s workpapers elsewhere
correctly identify how the standard transportation commodity codes (“STCC codes”) for the
traffic that IPA selected for the IRR correspond with UP business groups. IPA Opening
workpaper “Non-coal IRR Traffic Forecast.xlsx,” Tab “Traffic Summary” compared to Tab
“Traffic Type Lookup.”
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Table II1.A.4 summarizes the differences between IPA’s and UP’s projected growth rates

for IRR non-coal volumes from 2010 to 2011.

Table I11.A .4
Non-Coal Traffic Growth Rates 2010-2011

IPA Reply Difference
Agricultural Products { } { } { }
Automotive { } { } { }
Chemicals { } { } { }
Industrial Products { } { } { }
Intermodal { } { } { }

Source: UP Reply Workpaper “2010 UP Prophecy Data Reply.xIsx.”

ii. 2012-2020 IRR Non-Coal Volumes

IPA calculated the rates of change in IRR traffic volumes for each year from 2012 to
2020 for traffic in UP business groups by using publicly available forecasts from EIA and the
U.S. Department of Agriculture (“USDA?”), or by aggregating various commodity-specific
components of publicly available forecasts, to create a forecast for a “basket of goods” that
supposedly corresponds to the traffic in each business group. In most cases, this “basket of
goods” approach is inaccurate because IPA’s “baskets” do not reflect the mix of SARR traffic,
and it is unnecessary because the industries represented in the EIA forecasts that IPA used match
up very closely with the two-digit STCC definitions of the IRR traffic, obviating the need for a
“basket” approach.

UP uses the same publicly available forecasts as IPA, but it applies the commodity-
specific components of the forecasts that correspond to the IRR traffic. For IRR traffic without a
commodity-specific forecast, UP creates baskets that correspond more closely to this IRR traffic

than the baskets developed by IPA.
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(a) Automotive Traffic

IPA classified as “automotive traffic” all of the traffic that it selected for IRR that falls
within STCC 37. IPA calculated the rate of change in IRR automotive traffic volumes for each
year from 2012 to 2020 using the annual forecasted change in new automobile and light truck
sales from EIA’s AEO 2011 Transportation Equipment forecast.'”

Because automobiles represent the majority of STCC 37 traffic on the SARR and to
reduce the number of disputes between the parties, UP accepts IPA’s use of the forecasted
change in new automobile and light truck sales.

(b) Agricultural Products Traffic

IPA calculated the rate of change in IRR agricultural traffic volumes for each year from
2012 to 2020 by creating a basket of selected US agricultural goods and using the forecasted
change in production for those goods as estimated in the United States Department of
Agriculture Agricultural Projections to 2020 (OCE-201101)."® However, IPA’s agricultural
basket is significantly affected by forecasted changes in volumes for several commodities that do
not move on IRR. Specifically, 26% of the basket that IPA constructed from the USDA’s
projection consists of milk, livestock, and sugar, but none of these commodities moves on IRR.
Accordingly, UP calculates the rate of change in the IRR agricultural traffic volumes using the
USDA’s forecast for each commodity that IPA included in the IRR traffic group.!” In the very

few cases in which USDA did not have a commodity-specific forecast for an agricultural

' IPA Opening Nar. at I1I-A-17.
16 17
'7 UP Reply workpaper “EIA and USDA Forecasts Reply.xlsx.”
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commodity that moves on IRR (e.g., hay), UP applies the USDA’s rate of change for eight major
crops, all of which move on IRR.'®

(c) Intermodal and Other Non-Coal Traffic

IPA calculated the rates of change in IRR intermodal and other non-coal traffic volumes
for each year from 2012 to 2020 using the forecasted values of output from EIA’s AEO 2011
Industrial Output Forecast, and by aggregating the forecasts associated with selected industrial
production sectors that supposedly correspond to IRR intermodal traffic, IRR industrial products
traffic, and IRR chemicals traffic.'”” However IPA made no attempt to match the EIA’s sectors
with the actual traffic on the SARR, even though EIA’s industrial sectors are based on NAICS
(North American Industry Classification System) codes, which correspond very closely to the
STCC industry codes that UP provided in the traffic data that IPA used to select traffic for its
SARR.

UP begins with the same EIA Industrial Output Forecast as IPA, but it uses commodity-
specific forecasts when they are available. UP develops baskets that better correspond with
actual IRR intermodal, industrial products, and chemicals traffic when commodity-specific
forecasts cannot be used.

Intermodal Traffic. IPA applied the same basket forecast to all intermodal traffic, even
when UP traffic data include a commodity-specific two-digit STCC code for the traffic (rather

than a non-commodity-specific code for intermodal traffic —i.e., STCCs 42 and 46).

B 1d.
' IPA Opening Nar. at I1I-A-18.
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UP applies a more precise approach. When UP traffic data contain a commodity-specific
STCC code identifying the intermodal traffic, UP applies the corresponding EIA industrial
production forecast to produce a more specific volume projection for that traffic.?

When the UP traffic data do not identify a specific commodity, UP adopts IPA’s basket
approach, but it makes two refinements to IPA’s basket.

First, UP excludes EIA’s “Construction” industry forecast. “Construction” represents the
largest portion of IPA’s basket for intermodal traffic. However, EIA’s “Construction” industry
is defined as NAICS code 23, which represents the level of production activities involved in
building houses, office buildings, and other structures, not the production of construction
materials that would move over a railroad, let alone volumes that are actually transported.?!
EIA’s forecasts for the production of materials used in construction are reflected in its forecast‘s
for the industries that produce those materials.?

Second, UP corrects a weighting error that occurs in IPA’s calculations. IPA included in
its basket calculation EIA’s projected value of production of “Stone, Clay, and Glass Products,”
as well as EIA’s projections for “Glass and Glass Products” and “Cement Manufacturing.” But

the latter two categories are actually two sub-categories included within “Stone, Clay, and Glass

29 UP Reply workpaper “EIA and USDA Forecasts Reply.xIsx.”

2! The EIA’s modeling documentation defines the Construction sector (NAICS 23) as
“establishments primarily engaged in the construction of buildings or engineering projects (e.g.,
highways and utility systems). Establishments primarily engaged in the preparation of sites for
new construction and establishments primarily engaged in subdividing land for sale as building
sites also are included in this sector.” UP Reply workpaper “EIA NEMS App D.pdf.”

22 Manufacturers of construction materials, such as steel, lumber and cement, fall within NAICS
32 and NAICS 33; wholesalers of construction materials fall within NAICS 42. UP Reply
workpaper “NAICS Codes.xIsx.”
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Products,” so IPA’s methodology double-counts these values.” UP’s calculations eliminate
IPA’s double-count.**

Industrial Products Traffic. IPA applied the same forecast to all industrial products
traffic, even though UP traffic data included a commodity-specific two-digit STCC code.

UP applies a more precise approach here as well. UP applies the EIA industrial
production forecast corresponding to the two-digit STCC code of the particular traffic moving on
IRR to produce a more specific volume projection for that traffic. In the few situations in which
two-digit STCC codes for traffic moving on the IRR do not correspond with EIA’s forecasts for
specific industries, UP adopts IPA’s basket approach, but it again refines IPA’s basket.

First, UP excludes EIA’s “Construction” industry forecast for the same reasons described
above — that is, because this industry forecast does not actually address the production of
construction materials that would be shipped by rail.

Second, UP corrects another weighting error that occurs in IPA’s calculations. IPA
included in its calculations EIA’s projected value of production of “Primary Metals,” as well as
EIA’s projections for “Iron and Steel Mills and Products,” “Alumina and Aluminum Products,”
and “Other Primary Metal Products.” But the latter three categories are actually sub-categories
included within “Primary Metals,” so IPA’s methodology double-counts these values.” UP’s
calculations eliminate IPA’s double-count.*®

Chemicals Traffic. IPA again used a basket approach for chemicals traffic, even though

the EIA’s chemicals sub-sectors closely match two-digit STCCs.

2 up Reply workpaper “EIA and USDA Forecasts Reply.xlsx.”
24
1d.
25 Id
% Id.
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Again, UP applies a more precise approach. UP applies the EIA industrial production
forecast corresponding to the two-digit STCC of the particular traffic moving on IRR to produce
a more specific volume projection for that traffic. For example, for STCC 28 traffic, UP applies
the forecast for the EIA’s Chemical Manufacturing sector (NAICS 325), which matches up
closely with STCC 28. Because all of the chemicals traffic matches up to specific EIA sector
forecasts, UP’s approach fully replaces IPA’s chemicals basket.”’

iil. “Z-Trains”

In selecting traffic for its SARR, IPA included a substantial volume of intermodal traffic
for which IRR would serve as a bridge carrier, replacing UP for the portion of the route between
Milford and Lynndyl. However, IPA’s operating plan failed to replicate the level of service that
UP provides for one important type of intermodal traffic: UP’s high-priority “Z trains.”
Accordingly, UP removed that traffic from the SARR traffic group.

UP’s classifies its intermodal trains into three categories based on the level of service
required. UP provides “standard intermodal” service in trains with symbols beginning with an
“I” (or “I trains”), “premium intermodal” service in trains with symbols beginning with a “K”
(or “K trains™), and “guaranteed intermodal” service in trains with symbols beginning with a “Z”
(or “Z trains™). Intermodal traffic moving in Z trains is the most service-sensitive traffic on UP’s
network. As the traffic data produced in discovery show, this traffic moves for customers such
as UPS, for whom rail service is a viable alternative only if railroads can approach the transit
time and reliability of truck service. UP’s Z trains have the highest priority on UP’s network

after passenger trains, which must be given priority over all other trains by law. All other UP

2" Id. UP notes that IPA’s chemicals basket includes several weighting errors of the type
described above with respect to intermodal and industrial products traffic.
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trains have a lower priority than Z trains. UP produced information identifying the different
service priorities in discovery.?®

IPA’s operating plan is incapable of replicating the level of service UP currently provides
for Z trains that move over its network between Milford and Lynndyl, though IPA tried hard to
hide that fact. IPA selected for the SARR traffic group a substantial volume of intermodal traffic
that moves in Z trains from Los Angeles to Denver over the Milford-Lynndyl segment. IPA’s
operating plan requires UP to interchange the trains at Milford to IRR, which would hand the
trains back to UP at Lynndyl. TPA claims that “IRR’s 2020 peak-period train transit times for
train movements over the various IRR line segments are faster than the real-world UP cycle
times for the comparable trains during the 2010 base year.”® However, that statement is not
true. When IRR’s transit times are examined by category of service, rather than as an average
that blends coal, manifest, and different types of intermodal trains, it is clear that IRR’s service
for Z trains over the Milford-Lynndyl segment is dramatically inferior to the service provided by
UP: trains take approximately 50% more time to move over the segment. The reasons for the
slower service, which include track designed for lower speed limits and time lost because of the
addition of a new interchange between IRR and UP at Lynndyl, are discussed below in Section

II.C.2.b.

2 up Reply workpaper “CAD train category characteristics.pdf” (UP-IPA-000037666).

2 IPA Opening Nar. at I1I-C-34. In its exhibits, IPA provides data in terms of “Average Transit
Times In Hours,” thereby disguising the distinction among different train types. IPA Opening
Exh. II1-C-3.

Indeed, as discussed below in Section II1.C.2.b, IPA’s transit time exhibit is even more
deceptive than it initially appears, because it reflects an averaging of unopposed transit times —
that is, the results reflect an averaging of transit times for individual trains that are modeled as
though they could operate without regard to other trains, including trains moving in the opposite
direction over IRR’s single-track network.
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Under the circumstances, Board precedent compels the exclusion of Z train traffic from
the IRR traffic group. “The reasonableness of . . . the traffic group selected by the complainant
is open to challenge. Thus, for example, the SARR must meet the transportation needs of the
traffic in the group by providing service that is equal to (or better than) the existing service for
that traffic.”*° In this case, IRR plainly would not be providing service equal to or better than the
service provided by UP. Moreover, IPA made no effort to show that the affected shippers would
accept the inferior level of service that IRR would provide, even though Board precedent clearly
places the burden on IPA: “A core SAC principle is that the SARR must meet the transportation
needs of the traffic it would serve. Thus, the proponent of a SARR may not assume a changed
level of service . . . unless it also presents evidence showing that the affected shippers,
connecting carriers, and receivers would not object.”"

“When the [operating] plan presented in a SAC case by the complainant is infeasible, it is
generally incumbent on the defendant railroad to present a realistic alternative so that the SAC

analysis may be completed.” In this case, UP was unable to modify the SARR operating plan

in a way that would allow IRR to replicate the transit times that UP provides for Z trains. See

3% Tex. Mun. Power Agency v. Burlington N. & Santa Fe Ry., 6 S.T.B. 573, 589 (2003) (internal
footnote omitted); see 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.”); Bituminous Coal — Hiawatha, UT to Moapa,
NV, 10 L.C.C.2d 259, 273 (1994) (rejecting operating plan that “fail[ed] fully to account for the
time-sensitive requirements . . . of the shippers on the line, as well as the considerable additional
switching and handling expense that would be entitled in interlining traffic in general freight
(manifest) trains of the lengths envisioned [in the operating plan]”).

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

32 Duke/CSXT, 7 S.T.B. at 430.
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infra at Section II1.C.2.b. Under the circumstances, the appropriate solution is to exclude the
traffic from the SARR traffic group, which is what UP has done in its reply evidence.*
Table I11.A.5 summarizes UP’s reply non-coal tonnages:
Table II1.A.5

IRR Non-Coal Tonnages
(thousands of tons)

Year IPA Reply Difference
2011 13,603 12,472 -1,131
2012 14,390 12,769 -1,621
2013 15,259 13,352 -1,907
2014 15,417 13,410 -2,007
2015 15,637 13,584 -2,053
2016 15,821 13,750 -2,071
2017 15,995 13,935 -2,060
2018 16,193 14,137 -2,056
2019 16,403 14,341 -2,062
2020 16,653 14,562 -2,091

Source: UP Reply workpaper “Non-Coal IRR Traffic Forecast Reply.xlsx.”

d. BNSF Trackage Rights Trains

“BNSF trackage rights trains” refers to traffic that IPA included in its SARR because it
hypothesized that IRR will step into UP’s shoes with respect to a trackage rights arrangement
between UP and BNSF Railway that, among other things, allows BNSF to move traffic over
UP’s lines that IRR replicates between Price and Provo.

IPA used UP trackage rights invoices issued to BNSF in 2010 to develop the volume of
BNSF trackage rights traffic in 2010, and then used the EIA’s overall Industrial Sector forecast

to project BNSF trackage rights tonnages for the years from 2011 to 20203

33 TMPA4, 6 S.T.B. at 589 (“[T]he traffic group selected by the complainant is open to
challenge.”); Coal Rate Guidelines — Nationwide, 1 1.C.C.2d 520, 544 (1985) (“[T]he potential
traffic draw and attendant costs and revenues that the hypothetical stand-alone provider could
expect are open to scrutiny in individual cases. The proponent of a particular stand-alone model
must identify, and be prepared to defend, the assumptions and selections it has made.”).
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UP accepts IPA’s general approach to incorporating this traffic, but modifies it slightly
by eliminating the Construction sector from the Industrial Sector forecast because, as described
above with respect to intermodal and industrial products traffic, EIA’s construction forecast does
not actually address the production of construction materials that would be shipped by rail.

Table III.A.6 summarizes UP’s reply trackage rights gross tons:

Table I111.A.6

IRR Trackage Rights Tonnages
(thousands of gross tons)’

Year IPA Reply Difference
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
Source: UP Reply workpaper “Trackage Rights Forecast Reply.xlIsx.”

e. Peak Year Traffic

Table III.A.7 compares total SARR volumes developed by IPA for IRR with total
volumes developed by UP for IRR for each year of the discounted cash flow (“DCF”) period.

(IPA’s and UP’s figures both exclude trackage rights tonnages.)

3* IPA Opening Nar. at I1I-A-18 to I1-A-19.

3% While other tables in Section ITI.A provide tonnage information in terms of net tons, trackage
rights tonnage is reported in gross tons because compensation under the UP/BNSF trackage
rights arrangement is based on gross ton miles.
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Table II1.A.7
IRR Total Annual Tonnages
(thousands of tons)

Year IPA Reply Difference
2011 25,121 23,231 -1,890
2012 24,881 22,395 -2,486
2013 26,151 23,360 -2,791
2014 26,309 23,449 -2,860
2015 26,821 23,919 -2,902
2016 27,155 24,220 -2,935
2017 27,472 24,558 -2,914
2018 27,119 24,284 -2,835
2019 27,294 24,470 -2,824
2020 27,606 24,756 -2,850

Source: UP Reply workpaper “Traffic and Revenue Summary Reply.xlsx.”

Table I1I.A.8 shows IPA’s and UP’s respective calculations of traffic volumes for 2020,

the peak year, by commodity group.36

Table I11.A.8
IPA Peak Year Traffic
(thousands of tons)

Business Group IPA Reply Difference
Agricultural Products 1,300 3,398 2,099
Automotive 200 166 -34
Chemicals 2,429 2,895 466
Industrial Products 5,654 2,732 -2,922
Intermodal 7,071 5,372 -1,699
Coal 10,952 10,194 -758
Total 27,606 24,756 -2,849

Source: UP Reply workpapers “Non-Coal IRR Traffic Forecast Reply.xlsx” and
“Traffic and Revenue Summary Reply.xlsx.”

3. Revenues (Historical and Projected)

UP accepts many of IPA’s methods for determining IRR revenues, but it also identifies

several errors in IPA’s evidence and corrects them as described below. UP then applies the

38 The “Reply” column includes corrections to IPA’s business group assignments. In particular,
IPA’s workpapers show that IPA incorrectly assigned certain UP Agricultural Products traffic to
the Intermodal business group.
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corrected SARR revenues to the corrected SARR traffic volumes to derive SARR revenue
estimates for the ten-year period from 2011 through 2020.

The differences between IPA’s revenue estimates and those developed by UP are largely
explained by differences in traffic volume calculations and clear errors in IPA’s implementation
of its methods. However, IPA also created a systematic bias in projecting fuel surcharge levels
for UP traffic. These issues and others are discussed in more detail below.

a. Single-Line

IPA included very little single-line traffic in the IRR traffic group: only the portion of the
issue traffic moving from Skyline Mine to IGS and non-issue coal moving from the Sharp
Loadout to IGS.*” Single-line traffic accounts for only 9% of IRR’s total 2011 traffic volume.*®

b. Divisions — Existing Interchanges

IPA also included very little traffic in the IRR traffic group that IRR would interchange
with other carriers at the present location of interchange. All of this traffic is coal traffic that UP
presently interchanges with URC in Provo, and the vast majority is issue traffic moving from the
Savage Coal Terminal to IGS. Traffic in this category accounts for only 12% of IRR’s total
2011 traffic volume.*

c. Divisions — Cross-Over Traffic

The overwhelming majority of traffic that IPA included in the IRR traffic group is cross-
over traffic — that is, traffic that IRR interchanges with the residual UP at a new, hypothetical

interchange because IRR handles a shorter portion of the movement than the real-world UP. In

37 IPA Opening Nar. at IT1I-A-21.
Bup Reply workpaper “Traffic and Revenue Summary Reply.xlsx.”
39

Id.
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2011, cross-over traffic accounts for 55% of IRR’s coal traffic and 100% of IRR’s non-coal
traffic.*’

Like IPA, UP applies the Board’s modified Average Total Cost (“ATC”) method to
cross-over traffic, after making the corrections to IPA’s rate and revenue calculations that are
described below in Section III.A.3.d.

Unlike IPA, however, UP’s ATC calculations of the variable costs for transportation of
SARR traffic over the portions of the through movement replicated by the SARR reflect the
movement of all of the traffic selected by IPA in trainload service. As IPA recognizes, “IRR’s
traffic group consists of coal, intermodal and general freight traffic that moves entirely in unit
train or trainload service.”*! “All coal trains move as unit trains, and all non-coal trains move
intact in overhead service between on-SARR and off-SARR junctions with the residual UP.”*?
Nonetheless, IPA calculated on-SARR variable costs for IRR’s intermodal and general freight
traffic using UP’s URCS costs, as though the traffic moved in carload and multi-car service.*

In its June 27, 2011 decision in AEPCO, the Board recognized that a “mismatch” occurs
when a SARR is presumed to move traffic in trainload service, but the variable costs calculated
for that traffic are costed using the defendant’s costs as though the traffic is moved in carload
and multi-car service.** The Board addressed this issue specifically as it related to variable cost

calculations for purposes of application of its Maximum Markup Methodology (“MMM?”), but if

MMM is to be calculated using the defendant’s variable costs, the same cost assumptions should

Y.
*I' IPA Opening Nar. at I1I-C-2.
2 Id. at1-18.

® Id. at I1I-A-23; IPA Opening workpaper “2010 ATC Moves For Phase III Costing
v6.0_080511.xlsx.”

* AEPCO, slip op. at 2.
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also be used in performing ATC calculations, where the parties are instructed to use “the variable
and fixed costs for the carrier” to determine the amount of revenue that should be allocated to the
SARR.* UP therefore performed its ATC-based revenue allocation in a way that recognizes
IRR’s handling of intermodal and general freight traffic as unit-train traffic.*®

IPA also made several technical errors in its ATC calculations that UP corrects on reply.

First, IPA overstated the SARR’s share of revenues from cross-over movements through
a miscalculation. Specifically, when IPA attempted to calculate the ratio of IRR’s variable and
fixed costs to the total variable and fixed costs for each movement, IPA inadvertently excluded
IRR’s variable costs from the denominator. By understating the total costs of the through
movement, IPA overstated the share of revenues that are assigned to the SARR portion. IPA
correctly described the calculations it attempted to make.?” However, IPA’s workpapers show
that IPA erred in performing those calculations.”® UP performs these calculations correctly in its

reply. 9

* Major Issues in Rail Rate Cases, STB Ex Parte No. 657 (Sub-No. 1), slip op. at 26 (STB
served Oct. 30, 2006).

4 UP Reply workpaper “2010 ATC Moves For Phase III Costing Reply.xIsx.”

UP has also provided calculations supporting the application of the Board’s modified ATC
method in its workpapers — i.e., calculations that reflect the allocation of revenues without the
adjustments discussed in AEPCO. In addition, because a dispute over the Board’s application of
the ATC methodology is pending in another case, UP has also provided calculations supporting
the application of the original ATC method to this case in its workpapers. UP Reply workpapers
“Expanded_Waybill Data ATC Percentages 080411 Reply.xlsx” and “Coal Revenue Forecast
Reply.xIsx.”

*TIPA Opening Nar. at ITI-A-25 (discussing step iii.c.(3)).

* IPA Opening workpaper “Expanded_Waybill Data ATC_Percentages_080411.xlsx.” IPA
mistakenly used the value labeled “UP VC” in the denominator of its calculations, but “UP VC”
accounted for only the residual UP’s variable costs for each movement, and not the total variable
costs.

* UP Reply workpaper “2010 ATC Moves For Phase I1I Costing Reply.xlsx.”
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Second, IPA also miscalculated the SARR’s share of revenues from cross-over
movements through a mistake in developing the URCS variable costs for intermodal traffic.
Specifically, IPA incorrectly used container weights rather than car weights as the URCS costing
input when calculating the variable costs for intermodal traffic. Intermodal shipments are
waybilled by container or trailer, so the UP traffic records produced in discovery reflect the
individual container/trailer weights. However, URCS costs are calculated at the freight car level
— costs are allocated to a carload assuming a system-average number of loaded containers; the
URCS costing result is not associated with an individual container/trailer. Thus, if the weight
per container/trailer is not converted to account for the weight per carload, the cost per ton that is
output by the URCS model will dramatically overstate the cost per container. IPA failed to
perform the appropriate conversion.”® UP performs the appropriate conversion in its reply.’'

Third, IPA overstated the SARR’s share of revenue from cross-over movements by
overstating the number of miles that cross-over traffic would travel over the SARR in two
situations. The first involves traffic that IRR moves on the Price-Provo segment between
interchanges with UP. IPA located IRR’s Provo Yard and the interchange with UP not at the
Ironton cross-over, where the IRR through movements leave the Provo Subdivision to continue
onto the Sharp Subdivision, but approximately four miles down the Provo Subdivision towards
Price.”? However, IPA identified that the Provo interchange with UP would occur at IRR’s

Provo Yard, and IPA assumed such traffic would enter and exit the SARR at the yard in the RTC

¥ IPA Opening workpaper “2010 ATC Moves For Phase III Costing v6.0_080511.xIsx.”

1 UP converted container/trailer weights to car weights by multiplying intermodal shipment
weights by UP’s system-average number of TOFC/COFC units loaded per car, as shown in
Schedule 755, Row 134 of UP’s Annual Report R-1. UP Reply workpaper “2010 ATC Moves
For Phase III Costing Reply.xlsx.”

32 IPA Opening Exh. I1I-B-1 at 3.
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model, thus including no SARR time for operations between the Provo Yard and the Ironton
crossover.”® In its reply, UP corrects the IRR miles and costs associated with this traffic to
reflect the location IPA chose for the IRR Provo Yard and the interchange with UP.>*

The second situation involves coal traffic moving from the Savage Coal Terminal to a
connection with IRR’s main line near Price over the Castle Valley Industrial Lead, commonly
known as the CV Spur. IPA agrees that IRR will own a portion of the CV Spur that is only 1.7
miles long.5 > However, IPA included 3.5 miles, rather than 1.7 miles, when allocating revenues
to the SARR, because it included the distance the traffic moves over non-IRR-owned industry
track at the Savage Coal Terminal.® The mileage figures for movements in the UP waybill data
do not report the miles that UP operates over private track. As a result, the mileages for the
through movement used in the ATC allocations reflect carrier-owned miles only. Accordingly,
allowing IPA to receive “credit” for industry tracks at the origin would bias the ATC calculations
in favor of IPA, when no corresponding adjustment is made to incorporate similar industry track
mileages on the off-SARR portion, including at the shipment’s destination. UP eliminates the
bias by correcting the IRR miles for traffic moving over the CV Spur in its reply.”’

Fourth, IPA’s fixed-cost calculations for the on-SARR segments vary widely for moves
with the same SARR on and off points. One of the sources of variations appears to be that IPA
altered the SARR on and off points after calculating the on-SARR fixed costs; however, the

sources of other variations could not be determined from IPA’s workpapers. In its reply, UP

3 IPA Opening workpaper “IPA Open Final v7.TRAIN.”

uUp Reply workpaper “2010 ATC Moves For Phase III Costing Reply.xIsx.”
3 IPA Opening Nar. at III-B-2 & III-B-4, Table ITI-B-1.

6 up Reply workpaper “2010 ATC Moves For Phase III Costing Reply.xlsx.”
.
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calculates the correct fixed costs for each SARR segment. In performing these calculations UP
eliminates line segments that IPA included in the SARR’s fixed costs even though they extend
beyond the SARR (e.g., Wellington to CV Spur, and Provo to Gatex). UP also adjusts the fixed
costs to account properly for the location of the IRR’s Provo Yard, as discussed above. UP
applies the corrected fixed cost per ton to each movement based on the SARR on and off points
58

that IPA used to calculate revenues for each coal and non-coal move.

d. Projected Revenues

IPA used different methodologies to calculate IRR revenues from 2011 through 2020 for
the different categories of traffic included in the IRR traffic group. UP identifies errors in IPA’s
methodologies and the corrections that must be made for each category of traffic in the sections

below.

1. IPA Coal Traffic

IPA assumed that the rates for IPA issue coal traffic and IPA non-issue coal traffic would
not increase above the levels in Item 6200-A of UP’s Common Carrier Tariff 4222 in the period
from 2011 through 2020.%° IPA also assumed that the fuel surcharge in the Item 695-series of
UP’s Tariff 6007-series would be applied to those rates.*

UP’s corrections to IPA’s calculation of revenues from IPA coal traffic are described

below.

>% For non-coal, UP used IPA’s “Normalized” On-SARR and Off-SARR points in IPA’s
primary traffic and revenue workpaper “Non-Coal IRR Traffic Forecast.xlsx.”

> IPA Opening Nar. at I1I-A-27.
60 4
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(a) [PA Coal Traffic — Base Revenues

[PA assumed that base rates for IPA coal traffic would not increase above their current
levels from 2011 through 2020 because UP’s tariff governing transportation of IPA coal traffic
contains no rate escalation provision. IPA’s assumption that UP rates for IPA coal traffic will
not increase over the next ten years is patently unrealistic, particularly in light of IPA’s
assumptions about rate increases for non-IPA coal traffic.

However, UP accepts IPA’s assumption to reduce the number of disputes between the
parties and because it will have no impact on UP’s future ability to set rates for IPA coal traffic:
If the Board finds the challenged rates to be reasonable, UP’s future rates will not be subject to
regulation; if the Board finds the challenged rates to be unreasonable, UP’s future rates will be
based on UP variable costs and a prescribed revenue-to-variable cost ratio in each year.

(b) IPA Coal Traffic — Fuel Surcharge Revenues

UP accepts IPA’s assumption that UP’s mileage-based surcharge that currently applies to
IPA coal traffic will apply to IPA coal traffic from 2011 through 2020. However, UP does not
accept IPA’s calculation of fuel surcharge revenues for IPA coal traffic. UP believes that fuel
surcharge revenues should be calculated based on the forecasted railroad fuel cost produced by
Global Insight.

IPA blended EIA’s short-term and long-term fuel price forecasts to create a “hybrid”
projection of fuel prices for the period from 2013 through 2020. This approach contains a
distortion that affects all of IPA’s fuel surcharge calculations, and it overstates fuel surcharge

revenue for IPA coal traffic, and for all traffic in the IRR traffic group.
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[PA used EIA’s July 2011 Short Term Energy Outlook (“STEO”) to determine actual and
forecasted Highway Diesel Fuel (“HDF”) prices for 2011 through 2012.5" IPA used EIA’s
Annual Energy Outlook 2011 (“2011 AEO”) to determine forecasted HDF prices for 2013
through 2020.9 However, IPA combined the two forecasts in a way that disregards the actual
fuel prices forecasted in the 2011 AEO and thus overstates EIA’s projections of fuel prices for
2013 through 2020.

EIA’s short-term and long-term fuel price forecasts are based on different models and
rely on different assumptions.* EIA uses the STEO to project fuel prices two years into the
future and updates the forecast on a monthly basis. EIA’s uses the AEO to project fuel prices
twenty-five or more years into the future and updates the forecast on an annual basis.

For the years after 2012, EAI’s only fuel price forecast is the 2011 AEO: the most recent
available version of the STEO forecast, which was published in September 2011, projects fuel
prices through 2012 only. However, rather than simply use the projected fuel prices in the 2011
AEOQ for 2013, IPA took a more complicated approach: IPA derived a fuel price by calculating
the percentage change between the 2011 AEO’s fuel prices in 2012 and 2013, and applying that

percentage change to the July STEO’s fuel price for 2012. IPA continued to apply the same

8! IPA states that it used the June STEO. IPA Opening Nar. at III-A-27. However, IPA’s
workpapers show that IPA actually used the July STEO. IPA Opening workpaper “Hybrid HDF
Forecast from STEO and AEO.xls.”

62 IPA Opening Nar. at I1[-A-27; IPA Opening workpaper “Hybrid HDF Forecast from STEQ
and AEQO.xls.”

% The AEO uses the National Energy Modeling System, an energy-economy modeling system
focused on the long term (here, through 2035). See Office of Energy Analysis, U.S. Energy
Information Administration, U.S. Department of Energy, Integrating Module of the National
Energy Modeling System: Model Documentation 2011 (May 2011), available at ftp:/ftp.eia.
doe.gov/modeldoc/m057(2011).pdf. The STEO uses the Short-Term Integrated Forecasting
model, which is based upon hundreds of interrelated regression equations. See http://www.
eia.doe.gov/emeu/steo/pub/document/overview.pdf.
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approach through 2020 — that is, IPA used 2011 AEO forecast to determine a year-over-year
percentage change, but it applies the percentage change to a fuel price originally based on the
July STEO’s projected price for 2012. This approach dramatically overstates EIA’s projected
fuel prices for 2013 through 2020, because the July STEO projected a 2012 fuel price that is
much higher than the 2012 fuel price projected by the 2011 AEO.

IPA’s approach to combining the STEO and AEO forecasts misused the data. EIA
recognizes that the appropriate fuel price forecasts after 2012 are generated by the AEO model,
not by applying AEO-based growth rates to STEO-based prices that were determined in a
different period.

UP understands why IPA would attempt to avoid the fuel price forecast in EIA’s 2011
AEO: EIA completed the fuel price forecast in its 2011 AEO in early February 2011, before a
significant spike in the price of fuel occurred in April. Fuel prices remain significantly higher
than were projected in the 2011 AEO, which is why the July STEO projected a 2012 fuel price
that is much higher than the 2012 fuel price projected in the 2011 AEO. That is why it benefits
IPA to blend the July STEO’s projected price for 2012 with the 2011 AEO’s projected growth
rates.

Under the circumstances in this case — that is, the existence of a significant spike in fuel
prices that occurred after EIA had prepared its most recent long-term fuel price forecast, and that
will likely have a continuing impact in the early years covered by that forecast — UP agrees that it
would not be appropriate to use the 2011 AEO to project long-term fuel prices. However, it
would also be inappropriate to blend the EIA’s short-term and long-term forecasts in the way

IPA has proposed.
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EIA’s 2011 AEO contains a relatively low forecast of 2012 fuel prices, but it combines
the relatively low starting point with relatively high growth rates. This is because EIA’s nearer-
term projections are driven more by current prices, while its longer-term projections are driven
more by longer-term trends. In other words, whatever the starting point, the out years of the
forecast will remain relatively stable. As a result, if the forecast is made at a time when fuel
prices are relatively low, the projected growth rate will be relatively high.

The interaction between short-term prices and long-term growth rates can be seen most
clearly in fuel price forecasts that are updated more frequently than EIA’s long-term forecast.
The chart below illustrates the interaction using Global Insight’s forecast of railroad fuel costs,
which is prepared on a quarterly basis, and which addresses short-term and long-term changes
using a single forecast. As the chart shows, forecasts prepared when fuel costs were relatively
low contain a relatively high growth rate, forecasts prepared when fuel costs were relatively high

contain a relatively low growth rate, and thus both sets of forecasts converge over the long-term.
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Accordingly, UP believes that the appropriate approach in this case is to use a fuel price

forecast that reflects both short-term market conditions and long-term trends. That role can be

filled by the Global Insight forecast. IPA itself provides support for use of the Global Insight

forecast: IPA justified its “hybrid” approach by arguing that its “forecasted change in HDF

prices closely correlates with the forecasted railroad fuel costs produced by Global Insight,

which IPA is utilizing to forecast operating costs.”® Rather than creating a “hybrid” of EIA

forecasts that were never meant to be combined, it makes sense to rely on the single Global

Insight forecast, which, as IPA observes, both parties use for other portions of their SAC

analyses. UP therefore uses Global Insight’s forecast to project fuel costs for purposes of

% IPA Opening Nar. at I11-A-27 to I11-A-28.
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calculating fuel surcharge revenues.®® UP begins with the actual average HDF price used to

determine UP fuel surcharge levels in 2011, and then it projects the HDF price for 2012-2020

using the Fuel index in Global Insight’s most recent RCAF forecast, dated September 2011.%¢
The difference between IPA’s approach and UP’s approach is shown in Table III.A.9.

Table 11L.A.9
HDF Price Forecast
(cents per gallon — nominal)

2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020
IPA 386.1 | 395.4 | 408.9 | 424.5 | 441.4 | 466.2 | 490.5 | 514.5 | 538.3 | 557.8

Reply 372.8 | 385.4 | 402.4 | 404.6 | 405.5 | 423.2 | 428.8 | 433.7 | 431.1 | 422.0
Source: UP Reply workpaper “RCAF Fuel Forecast.xlsx.”

Table II1.A.10 summarizes UP’s revised IPA coal traffic revenue projections:

Table ITI.A.10
IPA Coal Revenues
(millions)
Year IPA Reply Difference
2011 { } { } { }
2012 { } { } { }
2013 { } { } { }
2014 { ! { } { }
2015 { } { } { !
2016 { } { } { }
2017 { } { } { }
2018 { } { } { }
2019 { } { } { }
2020 { } { } { }

Source: UP Reply workpaper “Coal Revenue Forecast Reply.xlsx.”

5 To be clear, UP accepts IPA’s use of UP’s fuel surcharge formula; UP is using the Global
Insight forecast to project the HDF prices that will be used in calculating fuel surcharges.

56 UP can calculate the average HDF fuel price used to determine UP fuel surcharge levels for all
0f 2011 because UP does not apply a change in the average HDF fuel price to its fuel surcharge
calculations until the second month following the month on which the average prices was based.
In other words, UP’s fuel surcharge levels for December 2011 will be based on the average HDF
price in October 2011. See http://www.uprr.com/customers/surcharge/index_revenue.shtml.
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ii. Non-IPA Coal Traffic

IPA determined revenues for non-IPA coal traffic using UP traffic data produced in
discovery and the contract terms under which the traffic moves. IPA calculated base revenues —~
that is, revenues excluding fuel surcharges — and then adjusted the base revenues pursuant to the
terms of each contract until its expiration.®” For time periods after contracts expired, IPA took
the estimated rate in the last year of the contract and projected it forward through the end of the
DCF period based on EIA’s Coal Transportation Rate Escalator.®®

IPA developed fuel surcharge revenues for non-IPA coal traffic based upon the
corresponding fuel surcharge formulas prescribed/set forth by the contracts.® For time periods
after contracts expired, IPA applied UP’s standard mileage-based fuel surcharge for coal trains
and IPA’s “hybrid” of EIA’s HDF forecasts.”

UP’s corrections to IPA’s calculations of revenues from non-IPA coal traffic are
described below.

(a) Non-IPA Coal Traffic — Base Revenues

UP accepts IPA’s approach to calculating base revenues to non-IPA coal traffic, but it
makes two types of adjustments to IPA’s calculations.

First, for contracts with rate adjustment mechanisms that used the All Inclusive Index
Less Fuel (error adjusted) (“AIl-LF”) or the RCAF-U, IPA adjusted rates using either actual All-

LF or RCAF-U values or forecasts of those values included in the March 2011 Global Insight

7 IPA Opening Nar. at III-A-28.
68 Id
% Id. at T11-A-29.

™ Id. Although IPA’s narrative says that IPA applied UP’s standard carload rate-based fuel
surcharge, IPA’s workpapers show that IPA actually used UP’s standard mileage-based fuel
surcharge for coal trains. IPA Opening workpaper “Coal Revenue Forecast.xlsx.”
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Rail Cost Adjustment Factor Forecast.”! UP uses Global Insight’s more recent September 2011
forecast, which IPA also used for non-coal traffic.

Second, UP corrects IPA’s computational errors in escalating rates in the final year of
certain contracts, even though IPA’s errors consistently favored UP.

(b)  Non-IPA Coal Traffic — Fuel Surcharge Revenues

IPA overstated fuel surcharge revenues for non-IPA coal traffic by using its “hybrid” of
EIA’s HDF forecasts, as discussed above in Section I1I.A.3.d.i.(b). UP projects HDF prices
based on a Global Insight forecast, as discussed in Section II1.A.3.d.i.(b).

Table III.A.11 summarizes UP’s revised revenue projections for non-IPA coal in the

traffic group:

Table IT1.A.11
Non-IPA Coal Revenues
(millions)
Year IPA Reply Difference
2011 { } { } { }
2012 { } { } { }
2013 { } { } { }
2014 { } { } { }
2015 { } { } { }
2016 { } { } { }
2017 { } { } { }
2018 { } { } { }
2019 { } { } { }
2020 { } { } { }

Source: UP Reply workpaper “Coal Revenue Forecast Reply.xlsx.”

1il. Intermodal Traffic

IPA did not accurately describe its calculation of revenues from intermodal traffic. IPA

said that it used the rate adjustment mechanisms from intermodal contracts that UP produced in

" IPA Opening Nar. at I1I-A-29.
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discovery to escalate base rates for intermodal traffic on a year-over-year basis during the terms
of existing contracts.”> However, IPA’s workpapers show that IPA actually used only 13 of the
28 intermodal contracts that UP produced in discovery.” Moreover, IPA used the contractual
escalation terms only when adjusting the base rates of traffic governed by those contracts. For
all other intermodal traffic, IPA ignored the information produced by UP and adjusted the base
rates using AII-LF.”*

IPA calculated fuel surcharge revenues for intermodal movements in much the same way
that IPA calculated base revenues for intermodal movements. IPA applied the fuel surcharge
terms from thirteen of the contracts produced in discovery to traffic moving under those
contracts, but otherwise it applied the fuel surcharge terms of UP’s Master Intermodal
Transportation Agreement (“MITA”) and IPA’s hybrid of EIA’s HDF forecasts.”

UP’s corrections to IPA’s calculations revenues from intermodal traffic are described

below.

(a) Intermodal Traffic — Base Revenues

UP does not accept IPA’s methodology of calculating base revenues for intermodal

traffic from 2011 through 2020. First, as noted above, IPA used the contractual rate escalation

2 IPA Opening Nar. at I1I-A-29 to III-A-30.
B IPA Opening workpaper IPA_UP NonCoal Summarized Contracts.xlsx.”

" IPA Opening Nar. at [II-A-30. IPA seems to imply that UP was somehow at fault for not
producing contracts covering all intermodal traffic in discovery. However, the parties agreed
that IPA would request, and UP would produce, contracts covering the 30 largest movements of
non-coal traffic over the UP lines replicated by the SARR, as reflected in a list of contracts that
UP had provided to IPA. UP Reply workpaper “Letter from C. Mills to M. Rosenthal, Feb. 15,
2011.pdf.” In fact, UP ultimately produced more than the 30 contracts that IPA requested. Upon
further review of its traffic files, UP determined that a few contracts that were not on the original
list it had provided to IPA would have been among the top 30, so UP produced those contracts,
in addition to the 30 contracts it had previously agreed to produce to IPA.

> IPA Opening Nar. at I1I-A-30.
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provisions from only 13 of the 28 intermodal contracts produced in discovery. Second, when
addressing other intermodal traffic, IPA ignored the intermodal-specific rate escalation
information that UP provided and instead relied solely on AII-LF.

UP calculates base revenues for intermodal traffic using all 28 intermodal contracts
produced in discovery.”® Those contracts cover 87% of the intermodal carloads in the SARR
traffic group.”’ For the traffic governed by those contracts, UP adjusts the base revenues using
the contractual escalation terms. For the traffic not governed by those contracts, UP adjusts the
base revenues using an average change per revenue unit for intermodal traffic governed by those
contracts, weighted to reflect 2010 volumes. After a contract expires, UP adjusts the base
revenues for the traffic governed by the expired contract using AII-LF, and it updates the
weighted average to reflect use of AII-LF in place of the expired contract’s terms.

IPA made no attempt to justify its use of AII-LF when more specific information is
available about the contractual rate adjustments mechanisms that apply to the intermodal traffic
moving over the UP lines replicated by the SARR. UP believes a rate adjustment mechanism
based on 87% of the intermodal traffic that IPA selected for its SARR is a better proxy for the
remaining 13% of traffic than AII-LF. In addition, UP’s method of giving continuing weight to
unexpired contracts, while accepting use of AII-LF for expired contracts in the absence of better
evidence of future rates, is consistent with the Board’s approach to rate projections in Wisconsin

Power & Light Co. v. Union Pacific Railroad.”®

6 up Opening workpaper “IPA UP NonCoal Summarized Contracts Reply.xlsx.” IPA appeared
to have difficulty identifying the price authorities associated with a handful of contracts;
however, these could be matched up by using the contract index produced in discovery or from
the file names themselves.

77 Id
85 S.T.B. 955,976 (2001).
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(b) Intermodal Traffic — Fuel Surcharge Revenues

IPA’s calculation of fuel surcharge revenues for intermodal traffic from 2011 through
2020 contains the same flaws as IPA’s calculation of base revenues: IPA used only 13 of the 28
contracts produced in discovery, and it entirely ignored those contracts when addressing traffic
not specifically governed by those contracts.”

UP calculates fuel surcharges for intermodal traffic using all of the intermodal contracts
that it produced in discovery and the same weighted-averaging approach it applies to adjust base
rates.®® After a contract expires, UP adjusts fuel surcharge revenues for the traffic governed by
the expired contract using the fuel surcharge terms of UP’s MITA, and it updates the weighted
average to reflect use of the MITA fuel surcharge in place of the expired contract’s terms.

UP also corrects the fuel surcharge mechanism that IPA applied to the traffic of one

intermodal customer, { 3o { } agreement with
UP, which UP produced in discovery and which is designated { }, includes a specific
fuel surcharge provision that is based on { }.81 IPA,

however, inadvertently relied on fuel surcharge language in a document that was electronically

generated to reflect minor changes to { } and contained an erroneous cross-reference

to the fuel surcharge provision of an expired agreement, designated { 3.8

7 IPA Opening workpaper “IPA_UP NonCoal Summarized Contracts.xlsx.”
%0 up Reply workpaper “IPA_UP NonCoal Summarized Contracts Reply.xlsx.”
8 up Reply workpaper { }

82 up Reply workpaper “2135043V85 _621610344.pdf.” IPA could have recognized the error
because the document upon which IPA relied describes the fuel surcharge that would be
applicable { }, and, as noted in the text, UP and { } did not
enter into their current agreement until { }.
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Finally, UP corrects the overstatement of fuel surcharge revenues that occurred because
IPA constructed a hybrid of EIA’s HDF forecasts, as described in Section III.A.3.d.i.(b).83
Table I11.A.12 summarizes UP’s revised revenue projections for intermodal traffic in the

traffic group:

Table I11.A.12
Intermodal Revenues

(millions)
Year IPA Reply Difference
2011 $15.5 $9.1 -$6.4
2012 16.4 10.4 -6.0
2013 17.0 11.4 -5.5
2014 18.4 11.9 -6.5
2015 19.3 12.2 -7.1
2016 20.2 12.8 -7.4
2017 21.1 133 -7.8
2018 22.1 13.8 -8.2
2019 23.1 14.3 -8.8
2020 24.0 14.8 -9.2

Source: UP Reply workpaper “Non-Coal IRR Traffic Forecast Reply xlsx.”

iv. Automotive, Agricultural, and Other Non-Coal Traffic

IPA did not accurately describe its calculation of revenues from automotive, agricultural,
and other non-coal traffic. IPA said that it used the rate adjustment mechanisms from contracts
for this traffic that UP produced in discovery to escalate base rates for this traffic on a year-over-
year basis during the terms of existing contracts.”> However, IPA’s workpapers show that IPA

actually used only four of the eight contracts that UP produced in discovery.®® Moreover, IPA

83 UP Reply workpaper “IPA_UP NonCoal Summarized Contracts Reply.xIsx.”

8 Inexplicably, IPA failed to account for its projected changes in the volumes of non-coal traffic
when calculating IRR’s projected revenues from 2011 through 2020. UP does not commit the

same error.
8 IPA Opening Nar. at III-A-31.
8 IPA Opening workpaper “IPA_UP NonCoal Summarized Contracts.xlsx.”
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used the contractual escalation terms only for the subset of traffic that was governed by those
contracts. For all other traffic, IPA ignored the information produced by UP and adjusted the
base rates using AII-LF.%

IPA calculated fuel surcharge revenues for automotive, agricultural, and other non-coal
traffic by analyzing the contracts and waybill data produced in discovery to determine whether
the surcharges were rate-based or mileage-based, and then applying UP’s “Standard Carload -
HDF Indexed” rate-based or mileage-based fuel surcharges, as appropriate, and IPA’s hybrid of
EIA’s HDF forecasts.®

UP’s corrections to IPA’s calculations of revenues from of revenues from automotive,
agricultural, and other non-coal traffic are described below.

(a) Automotive, Agricultural, and Other Non-Coal
Traffic — Base Revenues

UP does not accept IPA’s methodology of calculating base revenues for automotive,
agricultural, and other non-coal traffic from 2011 through 2020. As noted above, IPA used the
contractual rate escalation provisions from only four of the eight contracts produced in
discovery.

UP calculates base revenues for automotive, agricultural, and other non-coal traffic using
the eight contracts produced in discovery in the same manner that it calculated base revenues for
intermodal traffic.% That is, for the traffic governed by the eight contracts, UP adjusts the base

revenues using the contractual escalation terms. For the traffic not governed by those contracts,

7 IPA Opening Nar. at I1I-A-31.

8 1d IPA says it calculated fuel surcharge revenues for traffic moving under contracts using the
terms of the fuel surcharge mechanisms in contracts until the contracts expired. Id. {

}.
¥ yup Reply workpaper “IPA_UP NonCoal Summarized Contracts Reply.xIsx.”
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UP adjusts the base revenues using an average change per revenue unit for intermodal traffic
governed by those contracts, weighted to reflect 2010 volumes. After a contract expires, UP
adjusts the base revenues for the traffic governed by the expired contract using AII-LF, and it
updates the weighted average to reflect use of AII-LF in place of the expired contract’s terms.

(b) Automotive, Agricultural, and Other Non-Coal
Traffic — Fuel Surcharge Revenues

UP accepts IRR’s approach to developing fuel surcharge revenues for automotive,
agricultural, and other non-coal traffic by dividing the traffic into separate categories for
mileage-based and rate-based fuel surcharges and applying UP’s standard fuel surcharges.

However, UP corrects the overstatement of fuel surcharge revenues that occurred because
IPA constructed a hybrid of EIA’s HDF forecasts, as described in Section HI.A.3.d.i.(b).90

Table I1I.A.13 summarizes UP’s revised revenue projections for automotive, agricultural,

and other non-coal traffic in the traffic group:

P up Reply workpaper “IPA_UP NonCoal Summarized Contracts Reply.xlsx.”
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Table II1.A.13
Automotive, Agricultural, and
Other Non-Coal Revenues

(millions)
Year IPA Reply Difference
2011 $31.2 $24.2 -$6.9
2012 32.5 25.7 -6.9
2013 33.6 27.6 -6.0
2014 34.6 28.5 -6.2
2015 36.0 29.6 -6.3
2016 37.3 31.0 -6.3
2017 38.6 32.2 -6.4
2018 39.9 33.5 -6.3
2019 41.3 34.8 -6.5
2020 42.6 35.9 -6.7

Source: UP Reply workpaper “Non-Coal IRR Traffic Forecast Reply xIsx.” ol

V. BNSF Trackage Rights Traffic

IPA determined revenues from BNSF trackage rights traffic by developing the fee per
gross ton-mile (“GTM?”) that BNSF paid to UP for that traffic in 2010, and then projecting the
fee level from 2011 through 2020 by claiming to adjust the fee pursuant to the terms of the
trackage rights agreement between UP and BNSF.*?

UP does not accept IPA’s methodology, as it does not adjust the fee pursuant to the terms
of the agreement. As IPA states, the trackage rights agreement provides that the fee is adjusted
upwards or downwards each year based on the difference in the two preceding years in UP’s
system-average URCS costs for specified categories of maintenance and operating expenses.
These include operating categories, such as maintenance of way and dispatching, and do not

include such items as fuel. Thus, IPA should have (1) projected the change in system-average

?! As noted above, IPA failed to account for its projected changes in the volumes of non-coal
traffic when calculating IRR’s projected revenues from 2011 through 2020.

2 IPA Opening Nar. at III-A-32 to III-A-33.
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URCS costs for the specified categories of expenses, (2) calculated the difference in those costs
in the two years preceding the adjustment, and then (3) adjusted the existing fee upwards or
downwards by the difference. Instead, IPA multiplied the existing fee each year by the forecast
change in RCAF-U (as a proxy for changes in UP’s URCS costs). Multiplying the entire fee by
projected changes in URCS is very different from calculating the projected change in URCS
costs for certain categories of expenses and then adding that difference to the fee.

IPA also committed an error in using RCAF-U as a proxy for changes in UP’s URCS
costs. The Board has recognized that RCAF-A is a better proxy for year-over-year changes in a
carrier’s URCS costs than RCAF-U because it, like URCS, incorporates the effects of
productivity on railroad costs.”

UP calculates revenues for BNSF trackage rights traffic using the methodology
established by the trackage rights agreement, and using RCAF-A to reflect anticipated changes in
UP’s URCS costs for the categories of expenses covered by the fee.*

Table II1.A.14 summarizes UP’s revised revenue projections for BNSF trackage rights

traffic:

% See Western Fuels Ass’n, Inc. & Basin Elec. Power Coop. v. BNSF Ry., STB Docket No.
42088, slip op. at 30 (STB served Feb., 18, 2009) (explaining that “to properly forecast the
defendant’s variable costs” the Board “must use the RCAF-A index”).

% up Reply workpaper “Trackage Rights Forecast Reply.xlsx.”
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Table I11.A.14
BNSF Trackage Rights Traffic
(millions)

Year IPA Difference
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
Source: UP Reply workpaper “Trackage Rights Forecast Reply xlIsx.”
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Vi, Traffic Summary

Table II1.A.15 presents a summary of the differences in IRR total revenues assumed by

IPA and IRR total revenues calculated by UP after making the corrections described above.

Table II1.A.15
Comparison of IPA’s IRR Revenues
and UP’s IRR Revenues
(millions)

Year IPA Reply Difference
2011 $131.9 $101.5 -$30.4
2012 131.6 102.0 -29.7
2013 140.8 110.7 -30.1
2014 145.7 113.4 -32.3
2015 151.1 117.2 -34.0
2016 157.3 121.6 -35.7
2017 164.7 126.7 -37.9
2018 164.8 126.8 -38.0
2019 169.3 129.5 -39.8
2020 175.0 132.8 -42.2

b

Source: UP Reply workpaper “Traffic and Revenue Summary Reply xIsx.’
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Il B. STAND-ALONE RAILROAD SYSTEM

In analyzing the IRR system, UP relied on experts who are highly familiar with the routes
at issue.

Thomas Murphy was a long-time employee of UP and the Chicago and North Western
Railway Company. From 1999 to 2009, Mr. Murphy held the position of Assistant Vice
President for UP’s Western Region. His responsibilities in that position included the territory
between Price and Provo and between Provo, Lynndyl, and Milford, which includes all the UP
lines IPA has replicated for IRR. Prior to holding that position, Mr. Murphy served for
approximately 18 months as the General Manager of UP’s Harriman Dispatch Center.

David Wheeler, President of Rail Network Analytics, held a number of positions with UP
before starting his own business. Among other positions, Mr. Wheeler served as UP’s General
Director, Capacity Planning and Analysis. He also led teams within UP’s Finance, Network and
Capital Planning, and Network Design and Integration Departments. Mr. Wheeler has extensive
experience with use of the Rail Traffic Controller (“RTC”) model. Mr. Murphy worked with Mr.
Wheeler to identify the operating requirements for IRR so that Mr. Wheeler could perform an
accurate simulation of peak-period operations for IRR using the RTC model.

In advising Mr. Wheeler about the proper track, yard, and interchange configurations,
Mr. Murphy drew on his years of experience with the UP lines and facilities located on these
routes. In addition, in September 2011 Mr. Murphy took a hi-rail trip over the entire IRR route,
visiting key locations on the route.> He also drove along parts of the IRR route (on the Provo
and Sharp Subdivisions) in March 2011. On these recent trips Mr. Murphy conducted interviews

with current UP operating personnel. Based on information he gathered on these trips, as well as

! UP Reply workpaper “Murphy Trip Summary2011.pdf.”
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his long experience with the relevant routes and locations, Mr. Murphy advised Mr. Wheeler
about the track configurations, yard facilities, and other facilities that would be needed for IRR
operations.

1. Route and Mileage

The SARR posited by IPA consists of 278.67 route miles. It is located entirely within the
State of Utah, extending from Price on the east to Milford on the west.?> UP accepts IPA’s figure
for constructed route miles. A schematic showing the IRR network appears in UP Reply Exhibit
I1.A-1.

a. Mainline

UP accepts IPA’s proposed mainline and the connection to the mainline of the spur to
IPA’s Intermountain Generation Station (“IGS”) southwest of Lynndyl.® The spur, known as the
IPP Industrial Lead, extends 8.9 miles from Lynndyl to 1GS.*

b. Branch Lines

UP accepts IPA’s proposed sole branch line for IRR, the Pleasant Valley Branch, which
extends 19.63 miles from Colton to the Skyline Mine at Skyline.® UP also accepts IPA’s
proposal for IRR ownership of the Castle Valley Industrial Lead, commonly known as the CV

Spur, and 0.19 miles of the IPP Industrial Lead.®

2 IPA Opening Nar. at I11-B-1.
®Id. at 111-B-1 to 111-B-2.

“1d. at I11-B-1.

®Id.

®1d.
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C. Interchange Points

IPA proposes four interchanges between IRR and UP, located at Price, Provo, Lynndyl,
and Milford. In addition, IPA proposes an interchange with URC at Provo.’ IPA neglected to
include an interchange with UP at Helper, the termination point for some UP traffic that IPA
selected for the IRR traffic group. UP switches these trains (MROHP) for local industry in the
vicinity of Helper. UP adds the interchange at Helper. UP track configuration at each
interchange point is shown in UP Reply Exhibits 111.B-1 and 111.B-2.

IPA claims that there is no need to switch any of the traffic it selected for IRR at the
interchanges or any intermediate points (except for the issue traffic and in connection with
1,500-mile car inspections of eastbound coal trains).® However, as described in Section 111.C
below, the UP trains carrying the traffic that IPA selected for IRR also carry some cars that UP
currently picks up or sets out at local industry locations at various points on the IRR routes. IPA
apparently assumes that the residual UP will handle switching of this traffic at the interchange
points and move the cars between the interchange points and the industry locations. UP provides
for construction of additional track at Price, Provo, Lynndyl, and Milford to hold the local cars.
Interchange of local cars at Helper would occur on the IRR siding at that location.

As explained in Section I11.D below, IPA’s decision not to have IRR set out or pick up
local cars that move on the trains IPA identified will also impose additional operating costs on
the residual UP. IPA’s decision results in extra switching at the Lynndyl, Milford, Price, and
Provo interchanges because local cars will need to be removed from an IRR train at these

interchanges and added to a UP train that will move them to local drop-off points along the

"1d.
81d. at 111-B-3.
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SARR route. Likewise, a UP train will need to pick up these cars from points along the SARR

route and bring them to an interchange so they can be added to an IRR train.

d. Route Mileage

UP agrees with IPA’s route mileages for IRR. Table I11.B.1 below shows route mileage

for IRR line segments.

Table 111.B.1
IRR Line Segments and Route Mileage
Segment UP Subdivision Miles
Main Lines
Price to Helper Green River 10.58
Helper to Provo Provo 73.05
Provo to Lynndyl Sharp 84.52
Lynndyl to Milford Lynndyl 89.00
Total Mainline miles 257.15
Branch Line
Pleasant Valley Pleasant Valley 19.63
Total Branch Line miles 19.63
Other
IRR portion of CV Spur 1.70
IRR portion of IPP Industrial Lead 0.19
Total Other miles 1.89
Total route miles 278.67

Source: IPA Opening Nar. at 111-B-4 (Table 111-B-1).

e. Track Miles and Weight of Track

UP generally agrees with IPA’s track miles for IRR and accepts IPA’s proposed weight
of tracks. As described in more detail below and in Section I111.C, Mr. Murphy’s most significant
track changes are the result of lengthening the sidings between Price and Provo; addition of 2.5
miles of mainline track on the Sharp Subdivision to the east of the IPA car shop; and addition of
a 10,820-foot track at Price Yard. Mr. Murphy also makes further additions to set-out and lead

tracks at the Provo, Lynndyl, and Milford interchanges and provides for set-out track on both
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sides of each Failed-Equipment Detector (“FED”). UP Exhibit 111.B-1 contains UP’s detailed
schematic track and yard diagrams for the entire IRR system. Table I11.B.2 below lists the IRR

constructed track miles.

Table 111.B.2
IRR Constructed Track Miles
IPA Reply Difference

Mainline track—Single first main track™ 278.67 278.67 0.00
—Other main track? 30.54 35.82 5.28

Total mainline track 309.21 314.49 5.28
Set-out and MOW equipment tracks 1.97 4.02 2.05
Yard tracks” 18.59 24.10 5.51
Total track miles 329.77 342.61 12.84

Y single track miles equal total constructed route miles, including branch lines and
industrial leads (spurs)

2 Equals total miles for second main tracks and passing sidings

¥ Includes all tracks in yards, such as relay tracks, leads, locomotive inspection tracks,
and MOW equipment storage tracks, and tracks used to interchange trains with other
railroads

Source: UP Reply workpaper “Route & Track Miles Summary UP Reply,”
Tab “Rail Type by Subdivision.”

I. Mainlines
The principal difference between the mileage calculated by IPA and UP relates to the
“mainline — other main track” category. As described in Section I11.C below, this difference
results in part from Mr. Murphy’s decision to increase to two miles the length of all sidings on
the Provo-Price segment replicated by IRR in order to accommodate the 10,000-foot trains that
IPA identified for the IRR traffic group. Both IRR trains and BNSF trackage-rights trains will
need longer sidings than IPA proposed when operating over the single-track IRR. This increase

in siding lengths results in the following changes to siding endpoints:
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Table 111.B.3
Provo Subdivision — End of Siding Mileposts (Switch Points)

IPA Endpoints | Reply Endpoints | Additional Track Miles
Siding 1 686.39 to 684.79 | 686.78 to 684.79 0.39
Siding 2 678.20 t0 676.60 | 678.59 t0 676.60 0.39
Siding 3 673.78 10 672.18 | 673.78 to 671.79 0.39
Siding 4 661.48 to 659.82 | 661.48 to 659.49 0.33
Siding 5 651.84 to 650.06 | 652.05 to 650.06 0.21
Siding 6 639.99 to 638.92 | 640.91 to 638.92 0.92
Siding 7 627.25 t0 625.45 | 627.45 t0 625.45 0.20
Total Additional Miles: 2.83

Source: UP Reply workpaper “Route & Track Miles Summary UP Reply,”
Tab “Rail Type by Subdivision.”

In addition, as explained in Section I11.C below, Mr. Murphy concluded that

approximately 2.5 miles of additional mainline track is needed on the Sharp Subdivision between

MP 747.7 and MP 750.22. This additional track, which will parallel the existing track on the

east side of IPA’s Springville car facility, will facilitate movement of trains to and from the Coal

Wye tracks that connect the Provo and Sharp Subdivisions.

UP accepts the proposed use of 136-pound continuous welded rail (“CWR?) for all

constructed mainline track. In addition, UP accepts IPA’s proposed use of 115-pound CWR for

the Pleasant Valley Branch and the IRR-owned portions of the two industrial leads, as well as for

“yard and other tracks.”® UP also agrees with IPA’s specification that track and structures be

designed to accommodate a gross weight on rail (“GWR”) of 286,000 pounds per car. Finally,

UP accepts IPA’s general parameters regarding train speeds.

° IPA Opening Nar. at I11-B-6.
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ii. Branch Lines
There are no differences between IPA’s and UP’s calculations of branch line mileage and
their track configuration for the Pleasant Valley Branch, the CV Spur, and the IRR portion of the
IPP Industrial Lead.
iii.  Sidings
IPA treats sidings as part of IRR’s mainline and branch line tracks.

iv. Other Tracks

IPA has provided insufficient set-out track near the locations of FEDs on IRR. IPA states
that it has provided for two set-out tracks, one on each side of each FED.*® However, it has
included only one set-out track per FED in its track diagrams and construction costs.** As
discussed in Section I11.C below, because trains will be traveling in both directions on the single-
track IRR, there must be set-out tracks on both sides of each FED. If they are installed on only
one side, then to set out a car with a bad axle or wheel, the trains that pass the set-out track
before the FED would have to stop, back up, and then set out the bad-order car. This would
increase transit time for the train and would be difficult to implement on steep grades. It would
also interfere with the movement of other trains that would be held while this operation was
performed. UP has provided for two set-out tracks per FED, located 10,000 feet from either side
of each detector.

In addition, UP adds a 10,820-foot track at IRR’s Price Yard. As described in Sections
I11.B.2.c and I11.C below, Mr. Murphy determined that this additional yard track is needed to
facilitate movement through the yard and to ensure that the activities IPA designated for the yard

can take place without blocking the IRR mainline.

91d. at 111-B-13.
1 IPA Opening Exh. I11-B-1.
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UP accepts IPA’s proposed use of 115-pound CWR for set-out tracks and maintenance-
of-way (“MOW”) equipment storage tracks.

2. Yards

a. Locations and Purpose

UP accepts IPA’s proposal for four yards, with Provo Yard serving as both a car
inspection and interchange yard, and the yards at Price, Lynndyl, and Milford serving only as
interchange facilities.'> UP also accepts IPA’s proposal for locomotive fueling, inspection, and
repair at IRR’s Springville locomotive facility.’* As explained in the next section, UP moves
IRR’s Provo Yard approximately one mile from the location IPA proposed in its RTC model.
Further, as explained in Section 111.C below, each yard requires construction of additional yard
tracks so that IRR can efficiently perform the functions IPA designated. UP Reply Exhibit
I11.B-2 reflects all of UP’s modifications to IRR yards.

b. Provo Yard

IPA’s evidence on the location of IRR’s Provo Yard is inconsistent. In its Exhibits,
IPA’s proposed location for the yard is on Track No. 2, which is owned by URC.** Presumably
this is an error. IPA is not free to appropriate the property of a non-party railroad for its

SARR.?®

12 |PA Opening Nar. at I11-B-8 to 111-B-9.
B3 1d. at 111-B-9.

1 IPA Opening Exh. I11-B-2. In particular, IPA placed its Provo Yard on track near N. Ridge
Way and E. Ridgefield Road. Id. at page 6. URC’s Track No. 2 is near these roads; Track No. 1,
owned by UP, is not. See UP Reply workpaper “Provo Yard Comparison.pdf.”

15 5ee Public Serv. Co. of Colo. D/B/A Xcel Energy v. Burlington Northern R.R., 7 S.T.B. 589,
674-75 (2004) (“PSCo/Xcel 1”) (holding that complainant could not place a SARR yard on the
same location as the existing yard of a non-party).
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On the other hand, in IPA’s RTC model, IRR’s Provo Yard is located on Track No. 1,
which is owned by UP. UP accepts IPA’s location of the Provo Yard as reflected in its RTC
model, except that UP moves the yard approximately one mile from the IPA placement, to a
point parallel to the milepost location shown in IPA Opening Exhibit 111-B-1. This modest
relocation of the yard allows IRR to avoid curves and road crossings in the town of Springville,
resulting in a more efficient operation than at IPA’s proposed placement for the yard in its RTC
model.*® UP Reply Exhibit I11.B-2 shows UP’s placement for the IRR Provo Yard.*’

UP accepts IPA’s proposal that IRR perform repair, inspection, and fueling functions at
its Provo Yard.'® However, IPA has failed to include lead tracks necessary to perform the
proposed work. Without such tracks, the process of removing bad-order cars and inserting spare
or repaired cars so that mechanical personnel could work on them would block the mainline.
The result would be to prevent or delay the entry of other trains that need to be refueled and
inspected, or to block departure from the yard by trains that are otherwise ready to depart. IPA’s
provision for just a single-track mainline makes it even more important to avoid blocking the
mainline. Further, without lead tracks, switching activity at either end of the yard would
interfere with access to and from other yard tracks.

Mr. Murphy addresses this problem by adding a lead track at each end of the yard.
Addition of these tracks will allow switching activity to take place without interfering with trains

entering and exiting the fueling and inspection tracks. UP proposes that each of these lead tracks

1% |PA Reply workpaper “Ironton-Springville Provo Sub Constraints.pdf.”

7 Due to milepost equalizations between Track No. 1 and Track No. 2, the milepost of the Provo
Yard endpoint will move from MP 691.85, as shown in IPA Opening Exhibit 111-B-2, to MP
694.06; however, UP’s proposed yard location remains approximately the same distance from
Provo as the location IPA proposed in its exhibits.

'8 IPA Opening Nar. at I11-B-9.
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be 5,000 feet in length, so that cars can be set out or inserted near the rear of the train without
impeding traffic on the mainline.™

UP accepts IPA’s location of the IPA Springville car shop. As previously noted (at page
111.B-6 above) and in Section I11.C below, Mr. Murphy has concluded that a second mainline
track is needed on the east side of the facility, between MP 747.7 to MP 750.22, in order to
facilitate movement of trains to and from the Coal WYye tracks located between Sharp and Provo.
This will allow trains to move on and off the wye tracks without interference from activity at the
car facility. A schematic detailing the Coal Wye tracks is located at UP Reply Exhibit 111.B-3.

UP accepts IPA’s proposal to use two relay tracks and tracks for repairing bad-order cars
and storing repaired cars. UP also accepts IPA’s proposal to fuel locomotives using tanker
trucks, known as direct-to-locomotive (“DTL”) fueling.

C. Interchange Yards

I Price
UP accepts IPA’s location for IRR’s Price Yard. However, as discussed in Section 111.C
below, Mr. Murphy has added a second 10,820-foot yard track to ensure that IRR can keep the
mainline clear during the operations IPA has designated for the yard. IRR has constructed only a
single-track mainline. It will need to keep that mainline clear to avoid impeding the BNSF
trackage rights trains passing Price Yard. In the judgment of UP’s experts, the additional track is

needed due to the complexity of operations IPA has assumed for Price Yard, as explained below.

19 Unlike sidings, which need to be extended to two miles, these lead tracks require only 5,000
feet, a sufficient length to allow a train to pull up past the switch and remove a car without
interfering with the mainline.

111.B-10



Otherwise, there is a high risk that the activity at Price Yard would interfere with mainline
operations.?

Rather than provide for a connection that would give coal trains direct access to the CV
Spur whether they are moving east or west on the mainline, IPA provides for a connection that
allows direct movement only for trains coming from or going to the west. As IPA recognizes,
this means that there will be reverse movements of trains at Price.”* Empty coal trains received
from UP that move into the Savage Coal Terminal for loading will change direction (by
reprogramming the distributed power computer) at Price Yard. In addition, loaded coal trains
coming from Savage bound toward the east (towards Wellington) will need to switch ends
(again, by reprogramming of the distributed power computer) at Price before moving onto
residual UP lines. The additional track will provide more room for these operations and will also
permit the addition or removal of locomotives for coal trains moving to or from Provo to occur
off the mainline. (IPA assumes that IRR will add locomotives to westbound loaded coal trains at
Price, rather than using a helper operation at Soldier Summit.)? The extra track will also permit
crew changes between IRR and UP crews to occur off the mainline. There will be times when
multiple trains will need to use the yard simultaneously, for example, when a westbound train
adds locomotives and an eastbound train moves off the CV Spur into the yard and reverses
direction. In addition, the extra track can serve as an interchange track, which IRR must provide

to permit the residual UP to pick up local shipments without blocking the mainline (IPA did not

22 |RR will also need to avoid using the mainline for yard operations for efficiency reasons, as
well as safety reasons. IPA has chosen to place Price Yard in dark territory, which means that
crews will need to go through a cumbersome process of obtaining track warrants before entering
the mainline. See 49 CFR 218.105(d).

2L IPA Opening Nar. at I11-C-27 n.18.
22 1d. at 111-B-10.
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account for this function). A diagram illustrating some of the events at Price Yard appears as UP
Reply Exhibit I11.B-4.
ii. Lynndyl
UP accepts IPA’s location of the Lynndyl Yard. As discussed in Section I11.C below,
although IPA states that its trains will run through, the traffic IPA has chosen for IRR to
interchange with UP at Lynndyl moves on UP trains that include cars that originate or terminate
at local industries between Lynndyl and Milford. Under IPA’s operating plan, the residual UP
would be left to switch these cars at Lynndyl. As a result, UP increases IRR’s set-out track at
Lynndyl from 860 feet to 5,000 feet in order to hold these cars for pick-up or set out by the
residual UP. As noted above under the discussion of Provo Yard, 5,000 feet is a sufficient length
to allow a train to pull up past the switch and remove a car without interfering with the mainline.
iii. Milford
UP accepts IPA’s location of the Milford Yard. As with Lynndyl, the traffic IPA has
chosen for IRR to interchange with UP at Milford moves on UP trains that include some cars that
originate or terminate at local industries between Lynndyl and Milford. As in the case of
Lynndyl, UP increases the set-out track at Milford from 860 feet to 5,000 feet in order to hold
cars for pick-up or set-out by the residual UP.

d. Miles and Weight of Yard Track

UP accepts the use of 115-pound relay CWR for the IRR yards. For the reasons set forth
above, IRR needs 24.10 miles of yard track to operate efficiently, or 5.51 miles more than IPA’s

proposal of 18.59 miles.
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3. Other
a. Joint Facilities

UP accepts IPA’s assumption that IRR will replicate UP’s joint facility agreement with
URC for the two-mile segment between IPA’s Springville car facility and the connection with
URC'’s tracks at Provo, allowing URC trains to move to and from the car shop over IRR track.
UP also accepts IPA’s proposal to reconfigure the Price-Provo line segment to carry only IRR
traffic without accounting for URC traffic. IPA’s provision for just a single mainline track on
this segment (rather than the double track UP uses) reduces IRR’s operating flexibility and
increases the need for adequate passing sidings. This is especially true in view of the steep
grades on this line, which will cause trains to operate more slowly, and the existence of BNSF
trackage rights trains operating over this line.?* Because of the importance of adequate sidings
on this segment, UP extended the length of the sidings IPA provided on the Provo Subdivision to
ensure that they would accommodate the longer trains that operate on this segment.

b. Signal/Communications System

UP accepts IPA’s proposed signal/communications system for IRR. As described in
Section 111.D below, the residual UP will incur additional costs due to the need to integrate its
signal system with IRR’s systems.

C. Turnouts, FEDs and AEI Scanners

UP accepts IPA’s proposed locations for turnouts and automatic equipment identification
(“AEI") scanners. UP accepts IPA’s placement of FEDs, except at one location on the Provo
Subdivision, where UP’s extension of a siding required relocation of an FED. As discussed

above and in Section I11.C below, IPA has provided insufficient set-out track for the FEDs.

23 A topographical map of this segment is located at UP Reply Exh. 111.B-5.
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IPA’s track charts show set-out tracks on only one side of each FED.** Set-out track is required
on both sides of each FED location because trains will be passing the FEDs in both directions.

Mr. Murphy has provided for two set-out tracks per FED location, located 10,000 feet from

either side of each detector.

* IPA Opening Exh. I11-B-1.
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Il C. STAND-ALONE RAILROAD OPERATING PLAN

IPA designed IRR to include a limited number of lines, all within the State of Utah. IRR
originates issue traffic from one mine origin (Skyline Mine). It also handles issue traffic
received in interchange from URC at Provo. All of the issue traffic is delivered to a single
destination power plant, IGS.

IPA has positioned IRR primarily as a bridge carrier. The great majority of the traffic
IPA has selected for its SARR is handled as overhead traffic. IRR will receive this traffic from
UP, move it over the UP lines that IRR replicates, and deliver it back to UP. In fact, all of the
IRR non-coal traffic is assumed to be handled in such bridge service. This includes large
volumes of intermodal traffic that UP handles between Southern California and Chicago, as to
which IRR substitutes for UP for just 89 miles between Milford and Lynndyl." The next largest
group of traffic is coal that IRR originates at the Skyline Mine or one of two coal loadouts (the
Savage Coal Terminal and Sharp Loadout) located on IRR and delivers to UP for termination
off-SARR. Traffic that is local to IRR, i.e., IRR serves both the origin and destination,
represents less than 10% of total IRR traffic.

IPA provides for four interchange points on the IRR system — Price, Provo, Lynndyl, and
Milford. IPA states that IRR will transport the overhead traffic “intact,” without any
classification or switching activities performed at interchange points.> However, the UP trains
carrying non-coal traffic IPA has selected for IRR include cars that originate or terminate at local
industries on IRR lines. IPA has not shown how these local cars will be handled and has not

provided for any operations by which these customers will be served. Given its stated intent for

! A small portion of the intermodal traffic (the majority of the high priority Z trains) moves
between Southern California and Denver.

2 IPA Opening Nar. at I11-C-3.
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IRR to handle trains intact and the fact that neither its operating plan nor its model incorporates
any work on these cars between SARR endpoints, IPA apparently assumes that the residual UP
will be responsible for the switching and local-service functions required to handle these cars.

IPA also assumes that BNSF trains will move over the IRR line between Provo and Price,
subject to the terms of the UP/BNSF trackage rights agreement under which BNSF operates over
UP’s line. This UP/BNSF trackage rights agreement (which applies to a much broader group of
lines throughout the west) resulted from a condition the Board imposed in connection with the
UP/SP merger proceeding. IPA assumes that IRR will step into UP’s shoes in connection with
this arrangement as it relates to movement over the Provo-Price segment.®

As described above in Section I11.A, UP adjusted IPA’s traffic data to correct various
errors, to update 2011 volume levels with more current data, to apply more accurate forecasts of
future volumes for the SARR traffic, and to remove certain traffic for which IRR could not
provide an adequate level of service. Table I11.C.1 shows the adjusted peak-year traffic volumes

(cars/containers).

31d. at 1I-A-7.
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Table 111.C.1
IRR 2020 Revenue Traffic Volume
(Cars and Intermodal Containers)

IPA Reply Difference

Coal

Local 17,817 17,817 0

Interline Forwarded 39,919 35,662 (4,257)

Interline Received 26,564 26,564 0

Overhead 15,124 12,469 (2,655)
Coal - Total 99,424 92,512 (6,912)
Intermodal - Overhead 509,268 379,371 (129,897)
General Freight - Overhead 115,933 110,084 (5,849)
Total 724,625 581,966 (142,659)

Source: UP Reply workpaper “Traffic and Revenue Summary Reply.xIsx.”

In analyzing IPA’s operating plan for IRR, UP relied on experts who are highly familiar
with the routes at issue.

Thomas Murphy was a long-time employee of UP and the Chicago and North Western
Railway Company. From 1999 to 2009, Mr. Murphy held the position of Assistant Vice
President for UP’s Western Region. His responsibilities in that position included the territory
between Price and Provo and between Provo, Lynndyl and Milford, which includes all the UP
lines IPA has replicated for IRR. Prior to holding that position, Mr. Murphy served for
approximately 18 months as the General Manager of UP’s Harriman Dispatch Center.

David Wheeler, President of Rail Network Analytics, held a number of positions with UP
before starting his own business. Among other positions, Mr. Wheeler served as UP’s General
Director, Capacity Planning and Analysis. He also led teams within UP’s Finance, Network and
Capital Planning, and Network Design and Integration Departments. Mr. Wheeler has extensive
experience with use of the Rail Traffic Controller (“RTC”) model. Mr. Murphy worked with Mr.
Wheeler to identify the operating requirements for IRR so that Mr. Wheeler could perform an

accurate simulation of peak-period operations for IRR using the RTC model.
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1. General Parameters

UP’s experts have accepted most features of IPA’s operating plan for IRR. However, UP
has identified various errors in IPA’s analysis that require correction. As described below in
Section 111.C.3.f, Mr. Wheeler has identified certain flaws in IPA’s RTC model and has corrected
these flaws. In addition, some of the operations IPA assumes are unworkable, or at least highly
inefficient. UP has revised IPA’s operating plan to correct these situations.

As described further in Section 111.C.2.b below, UP’s experts concluded that IPA’s
operating plan does not allow IRR to replicate the level of service UP provides for intermodal Z
trains (the intermodal trains with the highest priority of all UP trains) that move on the Lynndyl-
Milford segment. UP therefore removed this traffic from the IRR traffic group.

As described below in Section 111.C.3.a, UP’s experts concluded that the operations IPA
assumed for certain trains interchanged to or from the residual UP on the Sharp Subdivision at
Provo would be inefficient, introducing an out-of-route movement to the Provo Subdivision and
IRR’s Provo Yard. UP modified these operations to provide for interchange directly to or from
the Sharp Subdivision, avoiding the unnecessary detour. UP also modified the movement of the
BNSF trackage rights trains to avoid having them stop at IRR’s Provo Yard; UP assumes these
trains will run through on the IRR mainline and avoid an inefficient diversion. In addition, UP
provided that certain general freight trains will terminate at Helper, rather than Price Yard (as
IPA’s plan assumes), consistent with the real-world termination point for these trains.

a. Traffic Flow and Interchange Points

IPA used UP traffic data for the year 2010 to select traffic for its SARR and then applied
various traffic forecasts to adjust 2010 traffic volumes to 2020 levels. As explained in
Section I11.A above, UP made certain corrections and updates to IPA’s traffic data and applied

more accurate growth rates for the IRR traffic. UP accepts IPA’s assumption that IRR could
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appropriate the benefits of a broad trackage rights agreement between UP and BNSF by carrying
BNSF trains on the Provo to Price segment and receiving the trackage rights fee prescribed by
this agreement.

IPA has provided that IRR will directly serve just one coal mine (Skyline Mine), two coal
loadouts (Savage Coal Terminal and the Sharp Loadout), and one destination power plant (IGS).
The IRR traffic includes:

@ issue and non-issue coal traffic moving to IGS from three
IRR-served sources (Skyline Mine, the Savage Coal
Terminal, and the Sharp Loadout) or from the interchange
with URC at Provo;

(b) non-issue coal traffic and non-coal traffic moving between
Price and Provo or between Price and Milford, including
coal traffic between IRR-served sources and UP
interchanges at Provo and Milford;*

(c) non-coal overhead traffic moving between Provo and
Milford or between Lynndyl and Milford; and

(d) BNSF trackage rights trains moving between Provo and
Price.”

The trains IRR will transport during the peak week identified by IPA (February 12-18, 2020), as
reflected in the revised RTC model simulation of IRR operations prepared by Mr. Wheeler, are
shown in UP Reply Exhibit I11.C-1. Mr. Wheeler’s modifications to IPA’s RTC model
simulation are described in Section 111.C.3.f below.

With a few minor exceptions described in Section 111.C.3.a below, IPA replicated the
existing UP routing of the traffic it chose. However, IPA did not replicate all of UP’s facilities.

In particular, IPA constructed only a single track between Price and Provo. This is a segment on

* The overhead coal traffic is (a) Colorado coal that UP originates and that terminates in Nevada,
California, and Montana and (b) Wyoming coal that UP originates and that terminates in Nevada.
IPA Opening Nar. at 111-C-4 to I11-C-5.

®|d. at 111-C-3 to I11-C-4.
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which UP and BNSF trackage rights trains move on double track, including UP’s own second
track on some stretches and a parallel URC track on other stretches. IPA does not assume that
IRR will use the URC track. Providing for operations over only a single track in this
mountainous territory reduces the capacity of this 83-mile segment, increasing the importance of
adequate sidings to allow meets and passes.

IPA asserts that trains moving overhead on the IRR system will be transported intact,
with no classification or switching activities performed except for occasional switching of bad-
order/repaired cars.® As noted above, however, the UP trains that handle the non-coal traffic that
IPA chose for the IRR traffic group include some cars that originate or terminate at local
industries located on IRR lines. These local cars are currently picked up or set out by UP
merchandise trains at both the on-SARR and off-SARR locations IPA designated (e.g., Milford)
and at industries located along the IRR route, at Helper, Sutro, Delta, and Bloom. For both the
IRR interchange points and the local industries that UP serves en route, IPA has made no
provision for IRR to perform this switching on through trains. In addition, IPA identified UP
trains that originate or terminate at SARR points Milford or Helper,” but did not provide that IRR
will build trains or classify cars as UP does in the real world at those locations.

Table 111.C.2 shows the locations at which UP picked up or set out local cars on the IRR

routes in 2010.

® IPA Opening Nar. at 111-C-3.

"E.g., IPA Opening Exh. I11-C-1 and IPA Opening workpaper “IRR Base Year Trains with RTC
results.xIsx,” which each show numerous train symbols with “MF” or “HP,” referring to trains
that originate or terminate in Milford or Helper, respectively.
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Table 111.C.2
2010 Pick-up and Delivery Points for Cars Switched on Trains IPA Identified”

General Freight Trains with Local
Cars Number of Cars Switched
Pick-Ups Set-Outs Total Pick-Ups Set-Outs Total
At On-SARR Station
Milford 187 30 217 6,630 472 7,102
Lynndyl 117 2 119 1,077 7 1,084
Price 38 0 38 188 0 188
On-SARR Total 342 32 374 7,895 479 8,374
Along SARR Route
Helper 15 31 46 93 313 406
Sutro 5 9 14 35 68 103
Delta 7 6 13 11 7 18
Bloom 8 3 11 9 3 12
Along-SARR Total 35 49 84 148 391 539
At Off-SARR Station
Milford 4 203 207 24 6,848 6,872
Lynndyl 3 5 8 3 24 27
Price 0 2 2 0 2 2
Off-SARR Total 7 210 217 27 6,874 6,901

¥ Amounts shown include only cars switched on or off through trains; they exclude cars
associated with trains that UP originates or terminates at Milford or Helper. The amounts shown
also exclude UP’s local switching activity at Provo for the trains that IPA selected. At Provo,
IPA did not replicate the UP facilities; rather, it placed IRR’s Provo Yard further south on the
Provo Subdivision, as explained in Section I11.B above.

Source: UP Reply workpaper “UP Trains Local Stations.xlIsx.”

IPA apparently assumes that the residual UP will be responsible for (1) handling the pick-
up and delivery of the cars switched along the route today; (2) switching cars on and off the
through trains at the on-SARR and off-SARR stations; and (3) building trains and classifying
cars for trains that originate or terminate at Milford and Helper. UP adds tracks at the
interchange yards to accommodate the operations required to remove and store the cars that UP
picks up or sets out along the route today so that IRR can operate its trains intact from the on-

SARR point to the off-SARR point.
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Moreover, IPA’s decision to insert IRR as a bridge carrier on UP routes and its failure to
provide for local service for cars carried by the IRR trains means extra work (and additional
expense) for the residual UP on local moves involving industries at locations other than the on-
SARR and off-SARR points. For example, rather than setting out cars at local industry at Delta
as it operates over the mainline from Milford to Lynndyl, the residual UP would have to pick up
the cars from IRR at the nearest interchange point (Lynndyl), then move them to the local
industry location at Delta. Instead of picking up cars at local industry at Bloom as it moves over
the mainline from Milford to Lynndyl, UP will need to send a locomotive and crew from Milford
to pick up the cars at Bloom and move them back to Milford, then (if the cars are to move to the
east) interchange them with IRR at Milford. As discussed in Section I11.D below, UP provides
for certain additional expenses related to switching this local traffic that the residual UP would
incur as a result of IPA’s assumption that IRR would not be responsible for this switching.

UP accepts IPA’s description of the IRR traffic flows, except in the limited respects
described in Section I11.C.3.a below. UP also accepts the four interchange locations that IPA
identified for IRR — Price, Provo, Lynndyl, and Milford. As described below, UP adds an
interchange between IRR and the residual UP at Helper, where certain UP trains carrying traffic
that IPA selected for the IRR traffic group terminate in the real world. IRR interchanges traffic
with UP at all of the interchange locations and with URC at Provo.

Table 111.C.3 shows traffic density by line segment in 2011 for IRR.
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Table 111.C.3
IRR 2011 Traffic Density by Line Segment (Million Gross Tons)

Segment IPA Reply Difference

Savage to Price (CV Spur) 4.58 4.16 (0.42)
Price (CV Spur) to Colton 11.89 11.26 (0.63)
Colton to Provo 15.60 14.63 (0.97)
Provo to Sharp 11.97 11.19 (0.78)
Sharp to Lynndyl 15.56 14.75 (0.81)
Lynndyl to IPP Industrial 3906 36.00 (3.06)

Lead
IPP Industrial Lead to

Milford 31.32 28.26 (3.06)
Pleasant Valley Branch 371 337 (0.34)

(Skyline to Colton)
Source: UP Reply workpaper “Line Density By Segment Reply.xlsx.”

For the issue traffic received from URC at Provo, IPA assumes that IRR operations will
mirror UP’s operations. UP receives these loaded trains in interchange from URC at the Coal
Wye tracks that connect the Provo Subdivision and the Sharp Subdivision. At the interchange
point, URC removes its locomotives from the train, and UP attaches its own locomotives and
operates the train westward on the Sharp Subdivision towards IGS. IPA assumes that IRR will
replicate the Coal Wye tracks and receive the trains from URC in the same manner as UP does
today.®

IPA states that IRR will return empty trains to IPA’s car shop near Springville (on the
Sharp Subdivision just south of Provo), consistent with UP’s current practice. According to IPA,
IRR will remove the locomotives, and, following inspection and servicing of the empty train, a

URC crew will bring URC locomotives to the car shop and attach them to the empty cars. For

® IPA Opening Nar. at I11-C-5 to I11-C-6.
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both the loaded and empty interchanges, the URC crew and power are assumed to operate over a
portion of the IRR track between Ironton and Springville, as they do over the UP track today.’

UP accepts IPA’s description of this set of activities. However, as described in Section
I11.C.2.c.v. below, UP’s experts have increased IPA’s assumed dwell time for the loaded trains
because IPA’s estimates do not account for the time required to complete all the activities that
must occur during this operation.

b. Track and Yard Facilities

The IRR track and yard facilities are described in Section 111.B.2 above. As discussed
there, UP adopts most of IPA’s assumptions about these facilities. On the single-track Provo-
Price segment, UP lengthened the IRR sidings to accommodate the 10,000-foot trains that would
operate on this route. Because IPA constructed only a single track for this segment, the sidings
must be long enough to accommaodate longer trains so that they do not constrain the operations of
other trains on this segment. In addition, as described in Section I11.B.1.e.i above, UP’s experts
concluded that an additional mainline track of approximately 2.5 miles would be needed on the
east side of the IPA car shop and that additional yard tracks would be needed in Provo Yard and
Price Yard in order to provide enough room for the activities IPA assumed at those locations.
Schematics of the tracks and yard facilities are shown in UP Reply Exhibits 111.B-1 and 111.B-2.

UP accepts IPA’s standards for track construction corresponding to various train speeds
and for maximum GWR. IPA has chosen to construct the IRR mainline to a standard that
permits maximum train speeds of 60 mph (conditions permitting) for trains other than loaded

coal trains, which are limited to 50 mph on the mainlines.

%Id. at I1I-C-6. It is unclear whether IRR would always interchange these empty trains with
URC. In some cases, a trainset that had been used in service to and from Savage Coal Terminal
might be sent to a different origin.
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IPA has provided for centralized traffic control (“CTC”) on the Lynndyl-Milford segment
and a portion of the Provo Subdivision (between West Thistle and Castle Gate), but it has
assumed all other portions of the IRR lines will be “dark” (i.e., without CTC).*® In dark territory,
the IRR trains will be limited to a maximum speed of 49 mph.** As the existing UP track on the
IRR routes is all CTC (permitting higher maximum speeds), IRR operations will be slower and
more cumbersome than UP operations over most of the lines.

UP accepts IPA’s conclusion that engineer-controlled power switches will be used for
turnouts connecting the non-CTC mainline track with passing sidings and for the connections
with the CV Spur and IPP Industrial Lead.** This will require installation of the proper remote
control equipment in IRR locomotives and adequate training of engineers for the use of this
equipment. UP accepts IPA’s use of wood crossties, as well as its tie, other track, and subgrade
specifications.

UP accepts IPA’s identification of IRR yards."® The IRR yard at Provo is an interchange
yard that is also used for inspections. There are also three small interchange yards at Price,
Lynndyl, and Milford. The four yards are described at Section I11.B.2 above, and the activities at
the yards are described in Section 111.C.2 below. (As noted in these sections, UP also includes an

interchange at Helper for certain trains that terminate at that location.)

01d. at 111-C-7.
1149 C.F.R. § 236.1029.

12 IPA Opening Nar. at I11-C-7. Contrary to IPA’s suggestion (see id.), there is no need for
engineer-controlled switches for the connection with the Pleasant Valley Branch, since IPA has
assumed use of CTC on the mainline in this area.

131d. at 111-C-8.
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C. Trains and Equipment

I. Train Sizes
UP accepts IPA’s assumptions regarding train sizes and its methodology of adding
“growth” trains to reflect anticipated traffic growth."* UP disagrees with IPA’s assertion that
IPA has assigned sufficient locomotives to adequately power the traffic it has chosen for the IRR
traffic group.™® As discussed in the next section, IPA has undercounted IRR’s locomotive needs.

il. Locomotives

UP accepts IPA’s choice of locomotive types.'® IPA asserts that IRR will require a total
of 16 locomotives to handle its peak-period traffic volume. According to IPA, this figure takes
into account the need to equalize the locomotive power used in run-through service for interline
trains and also a spare margin and peaking factor."” As described below, UP disagrees with
IPA’s determination of the number of locomotives needed to serve the traffic IPA has identified
for IRR.

@ Road Locomotives

IPA has underestimated the number of road locomotives IRR will need for the traffic IPA
identifies, in several respects.

First, IPA developed locomotive hours for IRR through analysis of peak-period
operations using the RTC model. As described below in Section 111.C.3.f, UP’s experts
identified a number of errors in IPA’s use of this model. For example, IPA failed to include all

the trains necessary to handle empty returns of cars associated with IRR loaded movements for

% 1d. at 111-C-8 to 111-C-9.

151d. at 111-C-9.
% 1d. at 111-C-9 to 111-C-11.
71d. at 111-C-9.
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which it claimed the revenue. In reaching this conclusion, UP’s experts analyzed the detailed car
event data UP produced in discovery. They first identified the loaded cars used in the revenue
movements that IPA selected for the IRR traffic group. They then traced these cars to find their
subsequent movements as empties. UP’s experts determined whether those moves occurred over
the UP routes replicated by IRR, and in those cases identified the UP trains on which the empty
cars moved over the SARR route.

A number of these trains were ones that IPA had identified to handle the IRR traffic
group, but the analysis also confirmed that there were 110 trains from the 2010 UP data that IPA
had not included in the IRR operating plan. These trains carried the empty returns following
loaded movements for which IPA had included SARR revenues.'® As an example, IPA included
in the IRR train list 28 OISRM trains that moved in 2010 on the UP segment from Milford to
Provo, trains that averaged 73 loaded cars and no empties. However, IPA included none of the
ORMIS trains that returned in the opposite direction (Provo to Milford), which averaged no
loaded cars and 73 empties. The analysis conducted by UP’s experts identified 24 ORMIS trains
(not identified by IPA) comprised of the subsequent empty return for loaded cars on the 28 IRR
trains that IPA identified.

In excluding these 110 trains carrying empty returns from its IRR operating plan, IPA
omitted any costs for locomotives, fuel, train crews, and railcars for these trains. Because the
URCS variable costs used for the ATC revenue allocation include the cost of an empty return for

the SARR portion of the movement, it was improper for IPA not to provide for that empty return

18 UP Reply workpaper “Analysis of Empty Trains for IRR Traffic.xIsx.”
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and take account of the associated costs. UP included these costs in the calculation of IRR
operating expenses.*?

Table 111.C.4 shows the imbalance between loads and empties on the trains IPA identified
to carry the traffic it selected for IRR.

Table 111.C.4
Imbalance Between IRR Revenue Loads and Empty Returns

Empty

Return

Train Type Trains Loads Empties Trains Loads Empties Ratio

Lynndyl-Milford Milford-Lynndyl
Grain (G) 59 5,743 12 6 1 443 8%
Special (S) 24 1,304 2 7 347 61 5%
Unit (U) 50 3,917 152 4 6 322 8%
Milford-Provo Provo-Milford

Ore (0) 28 | 2037 | o o | o | o 0%

Source: UP Reply workpaper “irr gen freight train imbalance.xls.”

Second, UP identified various errors in the inputs IPA used for its RTC model. For
example, as discussed in Section 111.C.2.c below, IPA understated loading and unloading times
and some dwell times. When these and other errors are corrected, the simulation shows that IRR
operations would require a greater number of locomotive hours than IPA assumes. As a result,
IRR needs a higher number of locomotives than IPA allocated.

Third, IPA incorporated a spare margin of {  } percent and a peaking factor of 1.185
(actually 18.5%) for locomotives.?® IPA purports to have derived the spare margin figure from a
UP spreadsheet produced in discovery. However, IPA misinterpreted this spreadsheet. As

explained in Section 111.D.1.a below, UP developed a corrected spare margin based on UP

19 Only one of the 110 trains IPA omitted (GSKISO) moved during the peak period. Thus, Mr.
Wheeler added only this one train when he ran UP’s RTC simulation.

22 |PA Opening Nar. at I11-C-11 to 111-C-12.
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locomotive data weighted for the types of traffic IPA selected. The corrected spare margin is
{ 3%

In addition, UP’s experts conducted a special study of dwell times for locomotives in
Provo. IPA assumed that locomotive units would run through at the interchanges with the
residual UP.? Thus, only certain IRR trains — a subset of the coal trains (those carrying coal for
IGS and those that need additional power when traversing Soldier Summit) — would have IRR
units added or removed. In light of the infrequency of trains for which IRR power would be
changed out, there will be waiting time for these units. UP’s experts analyzed the RTC results
for the peak period, when the highest train volumes would provide the most opportunities for
units removed from trains to be added to others, resulting in higher utilization. This analysis
determined that the locomotives arriving at Provo with an empty train frequently would have to
wait to be redeployed to another train that needed power.? In addition, locomotives added at
Price (to provide extra power for westbound coal trains traversing Soldier Summit) and removed
at Provo would have longer waiting times, as units removed from trains frequently would have to
wait for an eastbound train that could ferry them back to Price. Based on this study, UP

determined that a 17% spare margin more accurately accounted for the fact that IRR units would

21 UP Reply workpaper “UP IRR Loco Utilization 2010 Reply.xlsx.”
2 IPA Opening Nar. at I11-C-9.

23 For example, IPA assumed that IRR would return IPA’s empty coal trains, as well as those for
other utility customers, to the IPA car shop at Springville, where the locomotives would drop the
empty cars. Id. at 111-C-26 to 111-C-27. In some cases URC would pick up the empty train, and
there would not immediately be another train needing the units that delivered the empty train.
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be powering trains a lower percentage of the time.?* UP applied this factor to the subset of IRR
coal trains included in the study.?

For the peaking factor, IPA applied the Board’s statement of a formula in the Xcel 11 case,
dividing the average number of train starts per day for the SARR in the peak week by the
average number of train starts in the peak year.*® When the lower traffic levels UP developed are
used, this formula yields a peaking factor of 16%.%’

UP has adjusted IRR road locomotive requirements by taking into account the missing
empty returns, using the correct spare margin and peaking factor, and reflecting the corrected
traffic levels UP developed. UP concludes that IRR would need a total of 18 road locomotives in
2011.

(b) Switch/Work Train Locomotives

The only switching activity IPA provides for on IRR (other than for the issue traffic)
involves trains inspected at Provo Yard, i.e., switching of bad-order and spare cars. Because a
maximum of one train per day requires inspection, IPA asserts that one switch locomotive will
be enough; it proposes that a road locomotive be used for switching at times when the switch
locomotive is unavailable.?® UP’s experts believe IRR will need a second switch locomotive in
case the first one fails. IRR could not afford to be without switching capability, and a high

horsepower road locomotive would not be equipped with the remote control equipment that IPA

24 UP Reply workpaper “Unutilized Provo Locomotive Hours.xIsx.”
> UP Reply workpaper “IRR Base Year Trains with RTC results Reply.xlsx.”

%6 see Public Serv. Co. of Colo. D/B/A Xcel Energy v. Burlington Northern R.R., STB Docket
No. 42057, slip op. at 13 (STB served Jan. 19, 2005).

2T UP Reply workpaper “IRR Peaking Factor Reply.xlsx.”
%8 IPA Opening Nar. at I11-C-12 to 111-C-13.
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assumes for the switch operation at Provo Yard. UP has therefore provided for a spare switch
locomotive at Provo Yard.

IPA concludes that a single, one-person, 24/7 switch crew assignment at Provo will be
sufficient to perform the switching function. It assumes that the crew person will not have to
dismount from the locomotive in order to throw switches, since switching will be done from the
ground through remote control.?® If remote control technology is assumed, IRR costs must
include the expense associated with power switches, other remote control technology, and
associated training. UP accepts a one-person crew for Provo Yard so long as it is assumed that
IRR provides for remote control technology and training.*

(c) Helper Locomotives

IPA asserts that IRR will not need manned helper locomotives, even on the 2.84% ruling
grade toward the east of Soldier Summit.3* Instead, IPA provides that IRR will add road
locomotives to westbound loaded coal trains at Price and then remove those extra locomotives
when the trains reach Provo. UP accepts this proposal and therefore does not include any
manned helper locomotives. However, IPA failed to provide for sufficient repositioning of road
locomaotives from Provo to Price, so that the necessary power would be available to assist loaded

coal trains over Soldier Summit on an ongoing basis. UP has corrected for this omission by

29 1d. at 111-C-13. While IPA states that there will be remote control switching, it includes a
confusing reference to “internal hand switches.” 1d. UP assumes remote control will be used for
all switching activity at Provo Yard.

%0 UP Reply workpaper “Remote Control Costs.xIsx.” UP does not accept the twelve-hour shifts
IPA assumes for the switch crew position. For safety reasons, UP believes it is inappropriate to
have a single yard employee working alone on dangerous switching activities for twelve hours
straight. UP provides instead for eight-hour shifts for this job.

1 IPA Opening Nar. at 111-C-10 to 111-C-11.

I.C-17



having the same number of locomotives removed from loaded trains at Provo return on empty
trains operating from Provo to Price.
Table 111.C.5 shows the 2011 locomotive requirements for IRR.

Table I11.C.5
IRR 2011 Locomotive Requirements

IPA Reply Difference
ES44 Units 15 18 3
SW1500 Units 1 2 1
Total 16 20 4

Source: UP Reply workpaper “IRR Operating Statistics Reply.xIsx.”
iii. Railcars

UP accepts IPA’s summary of ownership of railcars and intermodal units for each traffic
type.3 IPA assumes that the majority of IRR traffic will move in shipper-provided equipment.
UP adjusts IRR’s railcar requirements to reflect the lower traffic levels UP projects, exclusion of
the intermodal Z trains from the traffic base due to IRR’s inadequate level of service, and the
longer transit times resulting from UP’s corrections to IPA’s RTC model. UP accepts IPA’s
conclusion that IRR car requirements should be increased by a five percent spare margin, based
on Board precedent.* UP applies the revised peaking factor (16%) it computed based on its
lower traffic figures. See Section I11.C.1.c.ii.(a) above.

Section 111.D.2 below and UP’s workpapers detail UP’s development of car ownership

costs for system, foreign, and private cars.®*

2 1d.
% 1d. at 111-C-14.
% UP Reply workpaper “IRR Car Costs Reply.xIsx.”
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2. Cycle Times and Capacity

IPA properly recognizes™ that the operating plan for a SARR must enable it “to meet the

transportation needs of the traffic [it] proposes to serve,”*® «

must be capable of providing, at a
minimum, the level of service to which the shippers in the traffic group are accustomed,”*’ and
“must be realistic, i.e., consistent with the underlying realities of real-world railroading.”*® In
several significant respects, however, IPA’s operating plan for IRR fails to satisfy these criteria.
UP has corrected various errors in IPA’s analysis, and Mr. Wheeler has incorporated the
resulting adjustments into UP’s RTC model, producing revised figures for cycle times and other

operational data. Mr. Wheeler’s adjustments are described in Section 111.C.3.f below.

a. Procedure Used to Determine Configuration and Capacity

In developing IRR’s capacity, IPA started with 2010 traffic data for its chosen traffic
group and determined the “growth” trains, i.e., the increased number of trains that would be
required to handle the 2020 volumes IPA projected for the IRR traffic group. As explained in
Section I11.A above, UP revised IPA’s traffic levels to reflect actual non-coal volumes in the first
three quarters of 2011, to correct certain errors, and to use more appropriate traffic growth
forecasts.

As described above, UP’s operating witnesses are former UP employees who are highly
knowledgeable about the IRR routes. In advising Mr. Wheeler about the proper track, yard, and

interchange configurations, Mr. Murphy drew on his years of experience with the UP lines and

% |PA Opening Nar. at I11-C-14 to 111-C-15.

% Western Fuels Ass’n, Inc. & Basin Elec. Power Coop. v. BNSF Ry., STB Docket No. 42088,
slip op. at 15 (STB served Sept. 10, 2007) (“WFA I7).

%7 public Serv. Co. of Colo. D/B/A Xcel Energy v. Burlington Northern R.R., 7 S.T.B. 589, 598
(2004).

% WFA 1, slip op. at 15.
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facilities located on these routes. In addition, in September 2011 Mr. Murphy took a hi-rail trip
over the entire IRR route, visiting key locations on the route.*® He also drove along parts of the
IRR route (on the Provo and Sharp Subdivisions) in March 2011. On these recent trips
Mr. Murphy conducted interviews with current UP operating personnel. Based on information
he gathered on these trips, as well as his long experience with the relevant routes and locations,
Mr. Murphy advised Mr. Wheeler about the track configurations, yard facilities, and other
facilities that would be needed for IRR operations.

Mr. Wheeler started with the routes and trains IPA chose for IRR and reviewed IPA’s
RTC model. He used data from UP track charts and timetables, as well as information and
recommendations from Mr. Murphy, as input for his RTC model simulations. Mr. Wheeler
corrected IPA’s model assumptions in various respects, as described in Section 111.C.3.f below.
He populated the RTC model with UP’s revised numbers for IRR trains during the simulation
period, including the peak volume week identified by IPA (February 12-18, 2020). After
confirming through the RTC model simulations that IRR would not provide the necessary level
of service for the high priority, service-sensitive intermodal Z trains, Mr. Wheeler adjusted his
simulations to omit those trains.

b. Development of Peak Period Trains

UP accepts IPA’s choice of a seven-day peak period (February 12-18, 2020) and a ten-
day period for RTC model simulation (February 10-19, 2020). UP also accepted IPA’s
development of 269 trains for the simulation period as a starting point for the analysis. UP then
adjusted this train count downward based on the differences between its calculation of 2020

traffic volumes and that of IPA. These differences reflected UP’s use of actual non-coal traffic

% UP Reply workpaper “Murphy Trip Summary 2011.pdf.”
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volumes for the first three quarters of 2011 and correction of errors in IPA’s volume calculations.
In addition, while UP accepts IPA’s general approach of adding “growth” trains to reflect traffic
growth over time, UP used forecasts of traffic growth that are more precisely tailored to the
commodities carried by the IRR trains. See Section Il1.A above. The use of actual non-coal
traffic volumes for the first three-quarters of 2011, the correction of errors, and the use of more
accurate growth rates resulted in a lower number of peak-period trains for IRR.

In addition, as noted above, UP’s experts concluded that IPA’s operating plan does not
allow IRR to replicate the level of service UP provides for the highest priority, service-sensitive
intermodal trains (the Z trains) that move on the Milford-Lynndyl segment, as part of a
movement to or from Southern California. IPA chose to insert IRR as a bridge carrier for a small
part of this movement. IPA asserted that IRR meets or exceeds UP’s service for all IRR traffic
flows (including traffic on the Milford-Lynndyl segment),* but this assertion rests on a flawed
analysis.

First, IPA cited IRR segment transit times shown in its RTC model, but it used times for
trains moving in an “unopposed” operation. In other words, the times IPA used to compare to
actual UP transit times assumed that each train in IPA’s RTC model operated from its origin to
its destination as the only train on the network.*" These unopposed times do not provide a
meaningful comparison. (Like IPA’s failure to provide for trains to carry all the empty returns
required for the IRR traffic (see page I11-C-13 above), its use of unopposed times disregards real-
world operations.) A train ordinarily encounters other trains along its path, causing the train to

hold in a terminal until an opposing train operates on a single track toward the terminal or to

% IPA Opening Nar. at I11-C-34.

* In its workpapers IPA referred to this unopposed operation in the RTC model as producing an
“ideal” run time. IPA Opening workpaper “IPA Open Final v7.REPORT.”
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move into a siding to allow another train to proceed. There are many obstacles that increase
transit times in the real world and in the RTC model. This is particularly true for IPA’s single-
track IRR network, on which a train might need to stop and wait for another train to meet or
pass. The purpose of the RTC simulation is to test whether the SARR operating plan would
provide at least the level of service provided by the real-world incumbent. In order to perform
this comparison properly, the simulation must include all train operations.

Second, besides using the wrong kind of transit time data, IPA developed average transit
times for all trains on each segment and cited these average segment times to support its claim
that IRR service would be adequate to meet customer commitments.*? IPA ignored the fact that
real-world railroads commit to a range of transit times based on customer needs (or expectations)
and different operating characteristics. For example, intermodal traffic must often meet
demanding customer schedules. On the other hand, coal trains take longer to accelerate and have
lower maximum speeds than intermodal trains, and coal customers generally have lower transit
time expectations. As shown in Table I11.C.6, a different picture emerges when average opposed

transit times for particular categories of trains are compared to actual UP transit times.

*2 |PA Opening Nar. at 111-C-34; IPA Opening workpaper “Comparison of Real World Transit
Times to RTC Transit Times.xIsx.”
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Table 111.C.6
Comparison of Transit Times Between Milford and Lynndy!”

IPA Opening RTC
Average UP Average Average
Actual Transit Unopposed Opposed
Times” Times” Times”

Milford - Lynndyl
Z-Premium Intermodal 1.66 1.91 2.04
K-Priority Intermodal 2.01 1.98 2.49

I-Standard Intermodal 211 1.95 2.00
G-Grain 2.50 1.94 2.80
M-Manifest 2.78 1.98 2.78
Lynndyl - Milford
K-Priority Intermodal 2.14 1.93 2.16
I-Standard Intermodal 2.33 1.72 1.95
S-Special 2.36 1.50 1.63
G-Grain 2.90 2.09 2.24
M-Manifest 3.14 2.10 2.56

' Times are shown in decimal hours and do not include any dwell time at Milford or
Lynndyl.

2 Sources: IPA Opening workpaper “Comparison of Real World Transit Times to RTC
Transit Times.xIs”; IPA Opening workpaper “2010_Train Event Data_avg transit
times for 7 Utah Cities as OD Pairs_ns.xls.”

B Sources: IPA Opening workpaper “IPA Open Final v7.REPORT”; UP Reply
workpaper “IPA Opening RTC Transit Time Calculations.xls.”

This comparison shows that on average, and without consideration of interchange times,
IRR would take 2.04 hours to transport a Z train from Milford to Lynndyl, compared with an
average of 1.66 hours for UP. It is not surprising that IRR would not meet UP’s performance.
IPA chose to construct the IRR track on the Lynndyl-Milford segment to a standard that permits
a maximum train speed of 60 miles per hour (“mph”) rather than the 70 mph maximum to which
UP constructed and operates its track infrastructure on that segment.*®* This slower maximum
speed alone will increase the transit times for the service-sensitive intermodal trains on this

segment.

* IPA Opening Nar. at I11-C-6 to I11-C-7.
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Moreover, Z trains traveling on IRR would take even longer than the times shown on
Table 111.C.6. Insertion of IRR as a bridge carrier on the route introduces new interchange
operations. While UP trains change crews at Milford, the Z trains do not stop at Lynndyl today,
but operate directly from Milford to Salt Lake City. Insertion of IRR between Milford and
Lynndyl would add another 30 minutes for the Lynndyl interchange (the IRR-residual UP
movement) that does not currently occur. Thus, the appropriate comparison is between 1.66
hours for UP currently and 2.54 hours for the IRR movement with the interchange to the residual
UP. In other words, the average time to handle the Z trains on this segment will be more than
50% greater than UP’s average actual time. This increase in transit time is too great for the
service-sensitive Z trains.

UP attempted multiple modifications to the operations on the Milford-Lynndyl segment
to determine whether IRR could meet the level of service UP provides — lengthening the sidings,
increasing the yard track capacities, and undoing IPA’s “shut-off” of some locomotives received
from UP. Despite these efforts, UP’s experts were unable to identify operational changes that
would allow IRR to make up the difference in transit times.** UP therefore removed the Z trains
from IRR’s peak-period trains.

The number of peak-period trains for IRR is shown in Table I11.C.7.

* UP Reply workpaper “Alternative Scenarios.zip.”
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Table I11.C.7
2020 Peak-Period Trains in RTC Model

Train Type IPA Reply Difference

COAL TRAINS
Loaded Coal (“C”) 31 27 -4
Empty Coal (“C”) 32 27 -5
GENERAL FREIGHT TRAINS
Manifest (“M”) 65 63 -2
Grain (“G”) 4 5 1
Special (*S”) 1 1 0
INTERMODAL TRAINS
Intermodal (“1”) 31 26 -5
Priority Intermodal (“K”) 60 51 -9
Premium Intermodal (“Z”) 18 0 -18
BNSF TRACKAGE RIGHTS
TRAINS
Foreign (“Q”) 27 26 -1
TOTAL 269 226 -43

Source: UP Reply workpaper “IRR peak traffic adjustments - with RTC train selection.xls.”

The peak-period trains are listed in UP Reply Exhibit 111.C-1.

C. Operating Inputs to the RTC Model

The elements discussed in this section are inputs to the RTC model. UP accepts many of
IPA’s inputs for IRR. In some cases, however, UP’s experts concluded that it was necessary to
adjust the inputs, for reasons discussed below. These adjustments in turn affected the results of
the simulation of IRR’s peak-period operations and the resulting transit times for IRR trains.

i. Road Locomotive Consists

UP accepts IPA’s assumptions about the locomotive consists used for particular types of
trains. As discussed in Section I111.D.1.a below, IRR is responsible for supplying locomotives in

two separate situations. For the majority of the IRR traffic, including all non-coal trains and coal
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trains interchanged with UP, IRR is providing power to a run-through “pool.” For trains for
which IRR is solely responsible for providing the necessary power (i.e., for the issue traffic,
which is entirely local to IRR), there would be a separate pool of locomotives. This pool would
include IRR units that are added to westbound loaded coal trains at Price in order to help these
trains operate over Soldier Summit.

UP accepts IPA’s proposal to use extra road locomotives, rather than a helper operation,
on the Provo Subdivision, to ensure that westbound loaded coal trains are able to traverse the
grade to Soldier Summit. However, IPA’s operating plan does not ensure that all road
locomotives that are removed at Provo are returned to Price so they will be available to continue
this operation on an ongoing basis. UP has modified IPA’s operating plan to return these
locomotives to Price, by having the same number of locomotives removed from loaded trains at
Provo return on empty trains operating from Provo to Price.

As described in Section 111.C.1.c.ii.(a) above, IPA has underestimated IRR road
locomotive requirements for its traffic group in certain respects. On the other hand, as a result of
UP’s adjustment to IPA’s traffic growth rates, correction of errors, and removal of the Z trains,
UP’s traffic group for IRR is smaller. Considering all of these factors, UP’s experts have
determined that IRR would require 18 road locomotives in 2011, rather than the 15 for which
IPA provides.*

IPA states that in the case of overhead service, where one or more locomotives on a train
received by IRR are not needed to move the train over IRR, these locomotives are assumed to be

shut down so they are not contributing power for the movement of the train while it is on the IRR

*® The power assignments UP developed appear at UP Reply workpaper “IRR Base Year Trains
with RTC results Reply.xIsx.”
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system.*® UP accepts this assumed shut-down of power, which would result in some fuel saving
for IRR. However, shutting down locomotives will not reduce the IRR locomotive requirements,
since IRR would still have a locomotive equalization obligation for any foreign locomotive on its
system, whether or not the locomotive is powered up.*’

il. Train Size and Weight

UP accepts IPA’s assumptions regarding train size and weight, except that UP excludes
the Z trains entirely due to IRR’s failure to provide satisfactory transit times.

ii. Maximum Train Speeds

UP accepts IPA’s decisions regarding maximum train speeds.

iv. Unloading Times at IGS

IPA provides that IRR will deliver traffic to only one power plant, IGS, and it allots train
dwell time of three hours for that delivery. According to IPA, plant personnel at IGS advised
that the unloading process normally takes 1.5 hours and that, even when frozen coal is delivered,
unloading a train takes three hours or less.*®

UP’s records of actual time spent unloading trains at IGS show that the average actual

unloading time in 2010 was five hours.*® Board precedent supports the use of actual loading and

“® IPA Opening Nar. at I11-C-21.

4" Under standard locomotive equalization agreements, a railroad owes horsepower hours to the
owner of a locomotive for the entire time the locomotive is on the railroad’s property, regardless
of whether that locomotive is idle or shut down. See, e.g., UP Reply workpaper “equalization
agreement.pdf.” Of course, so long as a locomotive is in a foreign carrier’s possession, it
remains unavailable to the owning railroad.

*® IPA Opening Nar. at I11-C-23.

%9 See UP Reply workpaper “Unload time - Lynndyl.xIsx.” These records were produced to IPA
in discovery at UP-IPA-00037652 through UP-IPA-00037663.
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unloading times in rate cases.® UP has substituted the average real-world unloading time for
IPA’s estimate of three hours.

V. Loading Times at Mines and Other Origins

IPA proposes that IRR will serve only one coal mine (Skyline Mine) and two coal
loadouts (Savage Coal Terminal and the Sharp Loadout). IPA allocated three hours of train
dwell time at these facilities, asserting (without citation) that this is consistent with actual
experience at these facilities. IPA also cites a provision for maximum loading time of three
hours for these origins under UP Circular 66[0]2-C, Item 340-D.>* However, Board precedent
has rejected use of tariff free-time provisions in favor of actual loading times.>?

UP’s experts have analyzed real-world UP data to determine actual train loading times at
each mine origin and loadout IPA selected for IRR to serve.>® Based on that analysis, they
conclude that the loading process took approximately twice the time IPA allotted at each
location. Mr. Wheeler substituted the average actual loading time for each of the origins.

Table 111.C.8 shows the actual loading and unloading times for the origins and

destinations served by IRR.

%% See WFA I, slip op. at 17; Tex. Mun. Power Agency v. Burlington. & Santa Fe Ry., 6 S.T.B.
573, 656 (2003) (“TMPA™).

L IPA Opening Nar. at I11-C-23 to 111-C-24.

%2 See TMPA, 6 S.T.B. at 656; Bituminous Coal — Hiawatha, UT, to Moapa, NV, 10 I.C.C.2d
259, 289-90 (1994).

%3 UP Reply workpaper Train Load Time Summary.xlsx.” The UP data were produced to IPA in
discovery at UP-IPA-000006051, file “IPA_Trn_Data_2010.txt.”
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Table I11.C.8
Loading and Unloading Times for IRR Origins and Destinations (hours)

| IPA | Reply | Difference
Unloading
IGS | 30 [ 50 | 20
Loading
Savage 3.0 5.8 2.8
Sharp 3.0 6.0 3.0
Skyline 3.0 6.1 3.1

Source: UP Reply workpapers “Train Load Time Summary.xIsx” &
“Unload Time - Lynndyl.xlIsx.”

Vi. Dwell Times at Yards

IPA assigns various train dwell times for IRR yards, depending on the activities it
proposes for those yards. It is significant that IPA has chosen not to equip some portions of IRR
with CTC, including those in the vicinity of Provo Yard and Price Yard. As a result, movements
at those yards will be subject to the requirement that the train crew obtain track warrant authority
from the IRR dispatcher before moving onto mainline track. The process of obtaining a track
warrant can be cumbersome, requiring multiple radio communications between the crew and the
dispatcher before the crew will be authorized to move onto the mainline.>* Following this
procedure is essential for safety in dark territory, but it will add substantial time to any yard
activity that involves movements onto mainline track.

IPA assigns 30 minutes of dwell time for interchanges at yards where no other activity is
performed. It asserts that only interchange activity occurs at Price, Lynndyl, and Milford and
therefore assigns 30 minutes of dwell time at each of these locations. UP accepts 30 minutes of
dwell time for these three locations. However, to achieve this time at Price Yard, Mr. Murphy

concludes that an additional yard track would be needed, given the complex nature of activities

> UP Reply workpaper “track warrant procedures.pdf.”
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IPA assumes for that yard. IPA has chosen to provide only a single track for the mainline
between Price and Provo, rather than the two mainline tracks that are available for UP and the
BNSF trackage rights trains today. Thus, it is important to avoid blocking the mainline with yard
activities. Since BNSF trackage rights trains will run through at Price, it is especially important
for IRR crews to avoid blocking the mainline.>® IPA acknowledges that empty coal trains IRR
receives from UP at Price that move to the Savage Coal Terminal for loading will reverse
directions at Price Yard.”® In addition, IPA assumes that extra locomotives will be added to
westbound loaded coal trains at Price.>” Some trains will be interchanged with UP at Price,
requiring a location to park these trains if the UP crew is late arriving from their base at Helper.
Addition of a second yard track will ensure that activities at Price can be performed efficiently
and without the need to move onto the mainline.®

IPA asserts that 30 minutes of dwell time can be assumed for simple interchanges
because interchange of run-through trains involves only a change of crews, a brake set/release,
and a roll-by inspection.>® This reflects IPA’s choice to have IRR act solely as a bridge carrier.

In fact, UP train records show that some of the trains carrying the traffic IPA has selected for

% Because IPA has not provided for CTC in this area, IRR crews would need to go through the
time-consuming process of obtaining a track warrant to move onto the mainline. See page I11.C-
29 above.

Again, as in the case of its omission of trains needed to handle all empty returns required for the
IRR traffic, IPA has failed to appreciate real-world operating concerns when it builds limited
yard capacity without regard to the risk that yard operations will interfere with mainline
operations.

*® |PA Opening Nar. at I11-C-27 n.18.
> 1d. at 111-C-20 to I11-C-21.

%8 UP Reply Exh. 111.B-4 illustrates activities that would occur at Price Yard under IPA’s
assumptions.

%% IPA Opening Nar. at I11-C-27.
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IRR set out or pick up cars for local industry at various locations on IRR lines. IPA has not
provided any additional time for this activity, apparently on the assumption that the residual UP
would handle switching functions for these local cars. The residual UP would incur additional
costs in performing the local switching for these cars, as discussed below at Section 111.D.10.

IPA provides longer dwell times for certain categories of trains at Provo. Eastbound
empty coal trains received in interchange from UP at Provo and destined for loading on IRR or
URC are assumed to receive a 1,500-mile inspection at Provo Yard.®® IPA states that
locomotives on these trains will be removed and moved to IRR’s Springville locomotive facility
for fueling, servicing, and 92-day inspections “when needed.” ® These or other locomotives are
returned to the train when the inspection process has been completed. IPA allots three hours of
dwell time for the 1,500-mile inspection and locomotive removal/addition for these trains. ® UP
accepts three hours of dwell time for these activities, although more time would almost certainly
be needed in those instances when locomotives are removed and replaced.

IPA states that other trains moving through Provo Yard, including loaded Utah coal
trains, coal trains moving to or from Colorado origins, and all non-coal trains, do not require
inspection or fueling while on IRR. ®® It allots 30 minutes of dwell time for interchange for all
westbound coal trains and all non-coal trains interchanged between IRR and UP at Provo Yard. *

UP accepts 30 minutes of dwell time for these trains.

% |d. at 111-C-24.
* d.

%2 1d. at 111-C-25.
% 1d. at I11-C-24.
% Id. at 111-C-25.
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IPA assumes that coal and other trains moving between the Provo Subdivision and
Lynndyl or beyond (including the IPA trains) will use the Coal Wye tracks connecting the Provo
and Sharp Subdivisions, rather than move into and out of Provo Yard.®® Locomotives on trains
interchanged between UP and URC are not run-through, and IPA assumes the same will be true
for IRR and URC. IPA assumes that, for loaded coal trains originating on URC, the inbound
URC crew will remove the URC locomotives on the Coal Wye and take them to URC’s Provo
Yard. The IRR crew will then bring three locomotives from the IRR Springville locomotive
facility and place them on the train in a 2x1 distributed power (“DP”) configuration.®® IPA allots
45 minutes for the locomotive transfer, activation of the DP unit, and performance of an air
test.®’

UP concludes that 45 minutes is clearly insufficient for the activities that IPA assumes for
this interchange with URC. Due to the track curvature, locomotives must move slowly in this
area; in addition, because this is dark territory, crews will need to obtain track warrants each time
they operate onto mainline tracks (including the two wye tracks). In Mr. Murphy’s judgment,
the interchange operation IPA assumes for loaded trains coming off URC would entail at least
the following activities:

e The URC train stops on the #2 wye track. URC trains typically have three or four
locomotive units on the head end (front of the train), two in the middle, and
sometimes one or two on the rear.®® The crew riding on the middle units would turn
the angle cock on the car ahead and pull the coupling lever. The head-end crew
would then obtain a track warrant from the IRR dispatcher, make sure that the switch

% 4.
% 1d. at 111-C-25 to 111-C-26.
7 1d. at 111-C-26.

% URC trains do not have DP units. This helps explain why UP and URC do not have a run-
through agreement and why IPA has not proposed such an arrangement for IRR and URC.
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at MP 1.19 is properly aligned, and pull the front portion of the train forward onto the
Sharp Subdivision at MP 750.22 at restricted speed (about 7 mph) until the rear car is
far enough on the Sharp Subdivision to provide adequate space for switching the
middle locomotives onto the #1 wye track. The crew of the middle locomotives
would then uncouple those units from the cars behind after securing the hand brakes
on five cars. The middle unit crew would obtain a track warrant, take the middle
units down the #2 wye track past the switch at MP 1.19, realign the switch to the #1
wye track, and take the middle units back in the direction of URC property.

Mr. Murphy estimates that this set of activities would take at least 30 minutes.

After the middle unit crew departs with the middle units, the URC head-end crew
members who had moved the front portion of the train to the Sharp Subdivision track
would realign the switch at MP 1.19, move the front portion back onto the #2 wye
track, and shove these cars back to join the rear portion of the train. The head-end
crew would make the coupling to the rear part of the train and cut the air in. The
URC conductor would release the five hand brakes and walk back to the head end of
the train. Mr. Murphy estimates that these activities would take at least 30 minutes.

The URC crew would set the hand brakes on five cars at the head end of the train,
uncouple the head-end units from the train, and take these units past the switch at
MP 1.19. They would secure a track warrant to operate back on the #1 wye track,
realign the switch to the #1 wye track, and take the URC head-end units back in the
direction of URC property. Mr. Murphy estimates that these activities would take at
least 25 minutes.

The IRR crew would obtain a track warrant to leave the IRR locomotive facility and
operate three IRR locomotives eastward on the #1 wye track (at 5 mph), checking to
be sure the URC crew is not on the track. The IRR crew would continue eastward
until the rear unit clears the switch at MP 0.03, realign the switch to the #2 wye track,
and then move west to the rear of the train. The IRR crew would then couple the rear
DP unit onto the train, cut in the air, and check the DP communication. The IRR
crew would operate the other two units eastward until both units clear the switch at
MP 0.03, realign the switch to the #1 wye track, and then operate the two units
westward on the #1 wye track until both units clear the switch at MP 1.19. The crew
would obtain a track warrant to operate on the #2 wye track, realign the switch to the
#2 wye track, and move the two units onto the #2 wye track to the head end of the
train. Mr. Murphy estimates that these activities would take at least 30 minutes.

The IRR crew would couple the head-end DP units onto the front of the train, cut in
the air, release the hand brakes, set up the DP communication, obtain a track warrant,
and wait for the carmen to drive along the train to perform a brake inspection before
heading west onto the Sharp Subdivision. Mr. Murphy estimates that these activities
would take 15 minutes.
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The total time for these activities is at least two hours and ten minutes.*® Mr. Wheeler used this
as the dwell time for the loaded coal trains interchanged between URC and IRR at Provo.

IPA assumes that empty IPA coal trains and empty coal trains received from UP at
Milford and destined for URC origins will be interchanged at IPA’s Springville car shop.
According to IPA, its own personnel will perform inspection, bad-order/spare switching, and
repairs for these trains, charging IRR an hourly fee for these services. Other empty coal trains
received by IRR at Milford and destined for loading at IRR-served origins will also stop for
inspection at the IPA car shop. IPA allots three hours of dwell time for inspection and fueling of
the non-IPA empty coal trains.”

UP accepts IPA’s assumption that the Springville car repair facility will perform these
functions and will charge IRR the same hourly fee it charges to third parties. UP also accepts
IPA’s allotment of three hours of dwell time for inspection and fueling of the non-IPA empty
coal trains.

IPA allots no dwell time for empty IPA trains that are interchanged with URC. Instead,
IPA treats these trains as terminating and then originating at the Springville car shop.”* UP

accepts IPA’s treatment of these empty IPA trains. IPA assumes there will be URC movements

% UP Reply Exhibit 111.C-2 illustrates the activities described in the text. If the URC train had
locomotive units on the rear of the train, more activities would be required to remove these units,
adding to the dwell time.

UP’s estimate of the URC interchange time is quite conservative. In fact, this estimate is more
than an hour lower than the actual interchange time for the URC trains in February 2010, based
on UP car event records produced to IPA in discovery. UP workpaper “Provo Interchange Time-
Feb IPPX.xlIsx.”

® IPA Opening Nar. at 111-C-26.
" 1d. at 111-C-26 n.17.
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over IRR tracks to pick up these trains,’? although it did not include these movements in its RTC
simulation.

Instead of providing for a manned helper operation to assist loaded coal trains in
operating over the grade on the east side of Soldier Summit, IPA provides that IRR will add two
extra locomotives at Price Yard and remove those locomotives at Provo. IPA allots 20 minutes
for adding the locomotives and 15 minutes for removing them.”® While UP believes that IPA’s
allotments underestimate the time required for these activities, it nevertheless accepts these
allotments for purposes of this case.

Vil. Crew-Change Locations/Time

IPA provides for IRR crew changes at Price, Provo (including Provo Yard, the Coal Wye
tracks, and the IPA car shop), the Sharp Loadout, Lynndyl, Milford, and 1GS. It allots 15
minutes for a crew change at points where this is the only activity and no extra time at points
where other functions are performed.” UP accepts these time allotments.

IPA’s operating plan for IRR specifies eight crew districts and assignments.” UP accepts
these proposed districts and assignments.

IPA acknowledges that some IRR crews will expire under the Hours of Service Law and
that there will be re-crew and taxi expenses in these situations.”® When crews outlaw, there is
additional delay, as well as greater cost; a second crew must be called, and both crews must be

taxied between the train and their home terminal. Outlawed crews will occur more frequently on

2 4.
3 1d. at 111-C-20.
" 1d. at 111-C-28.

> 1d. at 111-C-28 to 111-C-29.
% 1d. at 111-C-28 n.19.
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IRR than IPA assumes. Historical recrew experience for UP supports the conclusion that,
despite a railroad’s best efforts, there will be delays that cause crews to outlaw. Causes of re-
crews include, for example, winter weather, broken rails, engine failure, and bad-order cars
identified by an FED. IRR re-crews will be particularly common on its longer-haul coal trains
operating between the Skyline Mine or Savage Coal Terminal and Milford. Indeed, it is
surprising that IPA would expect that a single crew could operate the entire length of IRR — over
250 miles.

Based on its RTC simulation runs, IPA concluded that 11 trains in the peak week
required a re-crew.”” When UP corrected IPA’s understated loading and unloading times and its
traffic group, UP determined that 15 trains required a re-crew.”

IPA states that its crew districts and crew assignments reflect IRR’s ability to operate in a
manner not constrained by prior mergers or union work rules. It asserts that IRR has more
flexibility than Class I railroads in scheduling crews and maximizing their use.”” However, this
flexibility is limited by FRA requirements that apply to all railroads, and IPA acknowledges that
IRR crews must operate within the constraints of the federal Hours of Service Law.* IRR’s
purported flexibility is further limited by the low train volumes, as trains will not always be
available for the crew to operate back to their home terminal “after receiving their minimum rest

under FRA rules.”8!

1d.

'8 UP Reply workpaper “IRR Base Year Trains with RTC results Reply.xIsx.”
® IPA Opening Nar. at I11-C-29 to 111-C-30.

%4,

% 1d. at 111-C-28.
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viii.  Track Inspections and Maintenance Windows

IPA allots no separate time for FRA-prescribed track inspections in its RTC model,
assuming instead that such inspections would be performed between train movements, or in the
wake of a train during periods of heavier traffic.2? IPA also does not budget time for program
maintenance based on its assumption that such maintenance will occur during periods other than
the peak traffic period it models.* UP accepts IPA’s assumption regarding track inspections and
program maintenance for purposes of its reply RTC model simulations in this case.

iX. Time for Random Outages

IPA acknowledges that random events that affect rail operations would inevitably occur
during the peak period used for its RTC model simulation.®* It allots time for two random
outages during the peak week it models, citing review of data produced by UP during
discovery.®> UP accepts use of these two random outages and incorporates them in its reply RTC
model simulation.

d. Results of the RTC Simulation

Mr. Wheeler reviewed IPA’s RTC model and analyzed the assumptions IPA made in
developing the model. As discussed below in Section I111.C.3.f, Mr. Wheeler identified a variety
of problems with IPA’s RTC simulation. In addition, as explained above, UP’s experts
identified certain respects in which IPA’s operating plan is not consistent with efficiency, safety,
or customer requirements. In particular, IPA’s comparison of UP and IRR average transit times

on the Lynndyl-Milford segment does not take proper account of the transit times of individual

82 |d. at I11-C-30 to 111-C-31.
% 1d. at 111-C-31.

¥ 1d.

% 1d. at 111-C-31 to 111-C-33.

11.C-37



classes of trains. As explained above, when the transit times for individual categories of trains
are compared, it is clear that IRR would not meet UP’s level of performance for the high priority,
service-sensitive intermodal Z trains. Mr. Wheeler therefore removed these trains from the RTC
simulation.

Mr. Wheeler used the RTC model to run a corrected simulation of IRR operations. He
used IPA’s peak week for modeling purposes, but corrected for the errors he identified. With the
advice of Mr. Murphy and UP’s engineering experts, Mr. Wheeler incorporated appropriate track
and yard configurations and various revisions to IPA’s operating parameters, as described above.
Mr. Wheeler ran UP’s RTC model and obtained outputs in the form of running times for each
line segment and transit times and cycle times for IRR trains.*® These outputs were used to
develop locomotive and car hours and train crew counts. UP used the output of Mr. Wheeler’s
RTC simulation to develop revised operating cost information for the SAC analysis of IRR.

3. Other

a. Rerouted Traffic

IPA asserts that the IRR traffic group does not include any traffic that has been re-routed
from its real-world route of movement.®” UP has identified two instances in which IPA’s
proposed IRR operations would deviate from the actual routing of the traffic. First, certain UP
trains carrying traffic that IPA selected for the IRR traffic group move between UP’s Roper Yard
at Salt Lake City and UP’s Helper Yard (trains with symbol MROHP). Instead of providing that

these trains would terminate at Helper, however, IPA assumed that they would move nine miles

8 Schematic diagrams of the IRR tracks as they appear in UP’s RTC model are attached as UP
Reply Exhibit 111.B-1. The electronic files containing UP’s RTC model run, output, and case
files are included in UP Reply workpaper “UP Reply RTC Case.zip.”

" IPA Opening Nar. at I11-C-35.
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further east beyond their existing route of movement to IRR’s Price Yard, where IPA assumed
that IRR would deliver the train to the residual UP.28 UP does not operate these trains to or
through Price Yard in the real world. Thus, the change in termination point would require the
residual UP to incur additional costs in moving these trains back to Helper Yard — a yard IRR
operated past en route to Price. UP has revised the IRR operating plan to provide that the
MROHP trains will interchange to the residual UP at Helper, on their actual route of movement.

Second, IPA assumes that trains IRR interchanges with UP at Provo that move to or from
the Sharp Subdivision (train symbols MWCSC, MSCWC, MWCRO) will move through Provo
Yard,® and it models this movement in its RTC simulation. In the real world, UP does not move
these trains to the Provo Subdivision, which would add substantially to the transit time for these
trains. UP has revised the IRR operating plan to conform to the real-world movement of these
trains by providing that they will be interchanged to the residual UP at MP 750.22 on the Sharp
Subdivision.

b. Fueling of Locomotives

IPA proposes that IRR will re-fuel road locomotives on coal trains that pass through
Provo Yard in the eastbound direction, “as needed.” According to IPA, a contractor will

perform DTL fueling of these locomotives and the switch locomotive at Provo Yard.* IPA

% IPA Opening Exh. I11-C-1; IPA Opening workpaper “IRR Base Year Trains with RTC
results.xlsx.”

% IPA Opening Nar. at I11-C-27 n.18.
%d. at 111-C-35.
% 1d. at 111-C-35 to I11-C-36.
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assumes that all locomotives on other IRR trains will be fueled while on UP.*? UP accepts IPA’s
proposals for locomotive fueling.

C. Car Inspections

i. Inspection Locations

UP accepts IPA’s assumption that IRR will conduct 1,500-mile inspections of eastbound
empty coal trains received in interchange from UP at Provo at IRR’s Provo Yard, that empty coal
trains moving via the Sharp Subdivision to loading points on IRR are inspected by IPA personnel
at IPA’s Springville car repair facility, and that IPA will charge IRR its normal fee for this
service.”®

il. Inspection Procedures

UP accepts IPA’s description of the inspection procedures that IRR would follow for
eastbound coal trains at Provo, the staffing it proposes for these activities, and its allotment of
three hours of dwell time for these trains.**

d. Train Control and Communication

i. CTC/Communications System

IPA provides for CTC on only part of the IRR system — the mainline between Castle Gate
and West Thistle on the Provo Subdivision and the mainline between Lynndyl and Milford. The
remaining IRR mainline — approximately half of the system — is dark, although IPA assumes that

locomotive engineers will control mainline switches remotely.*> IPA assumes that a single

%21d. at I111-C-36. This assumption is consistent with common railroad operating practice.
However, IRR is responsible for the cost of all fuel used by locomotives while they are on IRR
lines.

%d. at 111-C-36 to I11-C-37.
%1d. at 111-C-37.
% d. at 111-C-38 to I11-C-39.
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dispatcher located at Lynndyl will control train operations in dark territory through radio
communications and issuance of track warrants.”® As noted above, the need to obtain a track
warrant when moving onto mainline track will add time to yard operations in dark territory,
including at Provo Yard and Price Yard. UP accepts IPA’s assumptions on these subjects. IPA’s
assumptions regarding communications equipment are discussed in Section I11.F.6 below.

IPA provides for installation of FEDs at intervals along IRR tracks.®” UP accepts IPA’s
placement of the FEDs, except at one location on the Provo Subdivision, where extension of a
siding required relocation of an FED and set-out track. IPA states that if set-out of a car is
required, the train crew will use set-out tracks located on either side of each FED, with one on
each track where there is a passing siding.*® As discussed above in Section 111.B.3.c, IPA has
failed to provide sufficient set-out tracks at most FED locations. On single track, there must be
set-out tracks on both sides of an FED, because trains will pass the FED in both directions.

IPA’s track charts show set-out tracks on only one side of each FED.* If IPA assumed that
passing sidings could be used in place of set-out tracks when defective cars must be removed,
this is not practical, particularly in view of the distances between FEDs and sidings. Some of the
set-out tracks IPA provides are too close to the FEDs to permit the train to stop in time to set out
a car on the tracks. UP’s engineering experts have added the necessary set-out tracks and

adjusted their spacing, as described in Section I11.F.3.c below.

% |d. at I11-C-39.

d.

% |d.

% IPA Opening Exh. I11-B-1.
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il. Dispatching Districts

IPA provides for a single dispatching district for IRR, with one dispatcher position.
UP accepts this proposal. UP addresses IPA’s proposal for dispatching equipment in Section
I11.F.6 below.

ii. PTC Implementation Under RSIA

IPA properly recognizes that its locomotives will need Positive Train Control (“PTC”)
equipment that is compatible with the PTC equipment on UP’s road locomotives, since IRR road
locomotives will operate in run-through service over UP lines.'%*

e. BNSF Trackage Rights Operation

As noted in Section I11.A above, UP accepts IPA’s assumption that the IRR traffic group
will include BNSF trains operating on the Price to Provo segment pursuant to the terms of a
trackage rights agreement between UP and BNSF. In its RTC model, IPA codes these trains to
begin at IRR’s Provo Yard (MP 693.50). In the real world, these trains run through on this
segment and do not stop at a yard. Rather than accept IPA’s assumption that they will dwell at
Provo Yard, UP has recoded the BNSF trains to enter or exit IRR at MP 698.5 at a speed of 10
mph, consistent with the yard limits that apply to the off-SARR lines north of the junction

between IRR and the residual UP.

100 \pA Opening Nar. at 111-C-40. IPA’s provision of just one dispatcher for a broad area with
large amounts of dark territory means that crews at Provo, Price and Helper that need to enter the
mainline may face delays due to the need to obtain a track warrant.

101 1d. at 111-C-40 to 111-C-41.

111.C-42



f. Corrections to IPA’s RTC Simulation

As discussed above, UP’s experts identified errors or unacceptable inefficiencies

reflected in IPA’s RTC model simulation, and Mr. Wheeler corrected the model accordingly.

The following list summarizes the changes Mr. Wheeler made to IPA’s RTC simulation.

Correction of Train and Track Coding Errors:

Adjust termination point to Helper for MROHP trains
Correct tail node for Q Growth 3 train so it does not depart in eastbound direction

Recode BNSF trackage rights trains to originate at MP 698.5 with velocity of 10 mph,
rather than originate at Provo Yard at zero mph

Recode CSKR140228 for 15 minutes of dwell time, rather than three minutes
Change termination point for MWCRO from Provo Yard to MP 750.22

Correct track coding for Sharp Loadout to avoid having empty trains load on the
mainline

Correct north end milepost for Milford Yard to MP 579.17 to match location shown
on IPA Opening Exhibit I11-B-1

Adjust location of Provo Yard to MP 694.06 - MP 691.85

Traffic Selection Changes:

Remove high priority intermodal Z trains
Reduce peak-period train counts to account for Reply adjustments to traffic levels

Add train GSKISO needed for IRR to serve the empty portion of revenue movements
in IRR traffic group

Operating Changes:

Correction of mine and plant loading and unloading times to reflect actual times

Add 30 minute interchange dwell time for trains at off-SARR points (as well as on-
SARR points) per IPA Narrative

Change UPC-IRR loaded train interchange dwell time at Provo from 45 minutes to
two hours and ten minutes

Reposition empty locomotives from Provo to Price to maintain balance with
locomotives added to westbound trains at Price

Add URC movements to and from IPA car shop area
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Capacity Adjustments:

e Extend all sidings on the Provo Subdivision to two miles in order to accommodate
IRR and BNSF 10,000-foot trains

e Add a second mainline track on the east side of the IPA car shop to facilitate train
movements in this area

e Add asecond yard track at Price Yard to accommodate addition of locomotives and
other activities at this location

e Add one yard track each at Milford and Lynndyl
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1. D. OPERATING EXPENSES

In Section III.D of its opening evidence, IPA summarized the annual operating expenses
of its SARR, based on the traffic and operations that it assumed for IRR. IPA calculated total
expenses of $43.6 million for 2011, the first year of IRR operations, associated with expenses for
equipment, personnel, information technology, maintenance of way, taxes, and loss and
damage.' In this section, UP presents its development of the operating expenses for its reply
case. UP’s numbers differ from IPA’s numbers in two material respects. First, UP determined
the expenses associated with its reply SARR traffic group, which as explained in Section III.A
above, has lower volumes than IPA’s opening traffic group.2 Second, UP identified many items
for which IPA has understated — or failed to provide altogether — the expenses associated with
the operations, maintenance, and support that are required for IRR. In addition to understating
the costs that IRR will incur, IPA failed to account for additional costs that the residual UP
would incur as a result of IRR’s operations, costs that are properly included in a SAC analysis.
Table II1.D.1 below compares the parties’ operating expense results, summarized by expense

item. Following the table, UP addresses each item in turn.

' IPA Opening Nar. at III-D-3, Table III-D-1.

2 UP’s lower reply volumes result from correcting IPA’s various errors, updating 2011 volume
levels with more current data, applying more accurate forecasts of future volumes for the SARR
traffic and eliminating certain intermodal trains for which IRR would not provide service
comparable to that which UP’s customers receive today.
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Table II1.D.1
IRR 2011 Operating Expense Summary
($ millions)

Expense Item IPA Reply | Difference
Locomotive Lease $1.30 $1.80 $0.50
Locomotive Maintenance $1.13 $1.27 $0.14
Locomotive Operations $13.67 $17.89 $4.22
Railcar Lease $3.57 $4.02 $0.45
Material & Supply Operating $0.37 $0.55 $0.18
Train & Engine Personnel $2.89 $5.40 $2.51
Operating Managers $3.03 $3.21 $0.18
General & Administrative $7.08 $8.69 $1.61
Loss and Damage $0.06 $0.06 $0.00
Ad Valorem Tax $1.48 $1.48 $0.00
Maintenance of Way $5.60 $9.84 $4.24
Insurance $1.57 $1.74 $0.17
Startup and Training $1.82 $2.24 $0.42
Total $43.58 $58.19 $14.62

Source: UP Reply workpaper “IRR Operating Expense Reply.xlsx.”
1. Locomotives

IPA proposes powering IRR with two classes of locomotives: high-horsepower General
Electric ES44-AC units (“ES44s™) for road service, and an EMD SW1500 locomotive for yard
service. As explained in Section III.C above, IPA made several errors that led it to understate the
number of locomotives that would be required to handle the IRR traffic. Those errors, as well as
others that led IPA to understate its locomotive acquisition, maintenance, and fueling costs, are
discussed in detail below.

a. Acquisition

IPA assumes that IRR would lease all of its locomotives. For the ES44s, IPA calculated
an annual lease cost of { } from an ES44 lease that UP produced in discovery. While UP
accepts the use of this lease, it corrects an error IPA committed in calculating the annual cost.

IPA erred when it discounted the stream of lease payments to an amount in 2011 dollars that
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would be input to the SAC cost model and inflated over the analysis period (i.e., 2011-2020).
While IPA apparently intended to use the “hybrid” RCAF index by which operating expenses are
inflated for future years, the formula in IPA’s workpaper spreadsheet reflects a misinterpretation
of the RCAF index figure as the period-over-period inflation rate.® This error (which improperly
inflates the discount rate) affects the discounting throughout the analysis period and thus
permeates the calculations for the remainder of the lease payment period. The resultis a
significant understatement of the average lease payment when it is discounted back to 2011
levels. When this error is corrected and the index is matched to the hybrid RCAF index used to
inflate operating expenses, the annual lease cost input in 2011 dollars is { }. UP uses this
figure on reply.

UP accepts IPA’s annual lease cost assumption for the SW1500 units.*

In determining its locomotive requirements, IPA incorporated both a peaking factor and a
spare margin. Although IPA states that it “applied a peaking factor of { } percent,” in fact

its workpapers show that the factor it used was 18.5%.° UP accepts IPA’s peak-factor

calculation methodology, and determines a peak factor of 16% for its reply traffic group.’

3 Specifically, the RCAF-U index value in 3Q 2011 was 120.6, which IPA erroneously
interpreted as a 20.6% increase from 2Q 2011. In fact, the 120.6 represents only a 2.6% increase
from the 2Q 2011 index value of 117.6. IPA Opening workpaper “Lease Payments-

ES44AC .xls.”

* IPA Opening Nar. at III-D-4.

Id.

S IPA Opening workpaper “IRR Peaking Factor.xIsx.”
7'UP Reply workpaper “IRR Peaking Factor Reply.xlsx.”
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IPA applied a spare margin of { }% to account for the time that locomotives are in the
shop or otherwise unavailable.® This number is absurdly low. It is clear that IPA committed two
errors in determining this number: it erred when it calculated a factor from the UP locomotive
utilization information that was produced in discovery, and it failed to account for the fact that
the locomotives in local IRR service would achieve much lower utilization due to the lower train
volumes and relatively lesser frequency of use.

First, while IPA indicated that it calculated its locomotive utilization factor from
materials that UP produced in discovery, it misinterpreted that information. Specifically, IPA
treated as the unavailable factor for a particular train type (e.g., coal) the proportion of time that
units associated with that train type were unavailable as measured against the fotal time across all
train types.’ This is incorrect. The following example with hypothetical numbers demonstrates
the nature of IPA’s mis-step. Assume that there are three types of trains — coal, general freight,
and intermodal — and that each represents one-third of the total locomotive hours. Further
assume that the units are out of service 10% of the total time overall, and that the unavailable
percent varies by train type. Table III.D.2 below summarizes the locomotive hour statistics for

this hypothetical system, assuming total system hours of 900.

8 IPA Opening Nar. at [1I-D-4.
° IPA Opening workpaper “UP IRR Loco Utilization 2010.xls.”
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Table II1.D.2
Hypothetical Example
to Demonstrate Error in IPA’s Locomotive Utilization Calculations

Unavailable Hours
Total Unavailable | % Unavailable, | % of Total System
Train Type Hours Hours By Train Type Hours
Col (3)/ Col (3)/
() 2) ) Col (2) Total of Col (2)
Coal 300 20 6.7% 2.2%
General Freight 300 30 10.0% 3.3%
Intermodal 300 40 13.3% 4.4%
Total 900 90

Table I11.D.2 identifies that out of the total hours of 900, 90 are unavailable, or 10% of
the total. This is consistent with the percentages under the column “% Unavailable, by Train
Type,” which average 10%. When applied to this hypothetical, IPA’s approach would not,
however, calculate a spare margin from the “% Unavailable, By Train Type” factors, but instead
would erroneously use the “% of Total” percentages in the right-most column of the table (i.e., 2-
4%). By basing its average on the lower percentages,'® IPA falls short of reflecting the 10%
overall unavailable time. The “% of Total” figures represent the amount of time that units in
each train service are unavailable as a percentage of the system total, e.g., the 20 hours that coal
units are unavailable represent 2.2% of the total system hours of 900. But IPA applies that
unavailability factor to the 300 coal trains, mixing apples and oranges and understating the
unavailability of the locomotives used for the coal trains. When only IPA’s mis-use of the

unavailable percentages is corrected — for the above hypothetical, the equivalent of replacing the

19 For example, IPA’s workpaper indicates that it determined a 2010 average spare margin for
coal of { }%, and for intermodal of { }%. IPA Opening workpaper “UP IRR Loco
Utilization 2010.xls.”
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2-4% factors with the appropriate 7-13% averages — the result is an average spare margin of
{ 1%."

There is a second reason why IPA’s spare margin is inappropriately low for the fleet
required to serve the IRR traffic. As explained in Section III.C above, IRR is responsible for
supplying locomotives in two separate situations. For the majority of the IRR traffic, including
all non-coal trains and coal trains interchanged with UP, IRR is providing power to a run-through
“pool.”'? For these moves, units are assumed to run through between IRR and the residual UP,
and IPA has provided for no locomotive switching on these trains, with the lone exception of
some »empty coal trains received from UP at Provo, some of the time.'* For these trains, UP
accepts IPA’s approach to determining the IRR locomotive requirements, calculating the on-
SARR operating hours based on the results of the RTC model simulation of IRR operations,
adjusted by both the peaking factor and the spare margin, corrected as described above.

For trains for which IRR is responsible for providing the necessary power, however, there
is a separate pool of locomotives for which a separate calculation must be made. These trains
represent a subset of IRR traffic — consisting largely of issue-traffic shipments from interchange
with URC at Provo, for which locomotives are added to loaded trains and removed from empty

trains at Provo.'* In addition, IRR units are removed from other coal trains that IRR returns

' UP Reply workpaper “UP IRR Loco Utilization 2010 Reply.xlsx.”
12 IPA Opening Nar. at III-C-9 and III-C-27.

13 IPA explains that it sands and services units on the empty coal trains that move to IRR from
UP at Provo, and suggests that only a subset of those actually have the power removed. Id. at
III-C-24 to III-C-25.

14 Although interline received, these shipments are included in this group because the URC
power does not run through and IRR must operate these trains with its own power.
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empty to the IPA car shop,'® and IRR units are also occasionally added to westbound loaded coal
trains from Colorado when they enter IRR at Price and require additional power to operate over
Soldier Summit to Provo.'® As these operations involve specified movements and relatively low
train volumes, it will be difficult for IRR to coordinate locomotive assignments and obtain a
degree of utilization equivalent to a system average, let alone achieve the { }% utilization that
IPA has assumed.

In order to evaluate the locomotive requirements associated with these local movements
for which IRR would be responsible, UP analyzed the train movements from the RTC model.
Because it is based on the train detail from the peak week of the peak year of IRR’s operations,
and thus includes the maximum number of trains, UP’s estimate represents the minimum
potential down-time that locomotives would incur. From the RTC results, UP identified when
locomotives would need to be added to trains and when they would be removed from trains, and
determined on that basis that the locomotive dwell time at Provo would well exceed { }% of
these units’ time. Based on these calculations, the spare margin for this pool of locomotive
power increases to 17% in order to account properly for the fact that train movements are too
infrequent for the locomotive units to avoid substantial periods of waiting time. 17 When the

results of this study of the local locomotive pool operations are combined with the experience of

'5 IPA Opening Nar. at I1I-C-26.

'® IPA did not provide a separate helper operation for IRR; rather, it assumed power would be
added to certain trains at Price. Id. at III-C-10 to III-C-11; IPA Opening workpaper “IPA Open
Final v7.zip.”

'7 UP Reply workpaper “Unutilized Provo Locomotive Hours.xlsx.”
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units that IRR would supply to the run-through pool to power interline trains, IRR’s total road
locomotive requirement is 18 ES44 units.'®

In addition, as explained in Section III.C above, IRR would need a second SW1500
engine. It would be infeasible for IRR to depend on only one engine 24/7 year-round, and the
high-horsepower ES44 units would not be appropriate for switching operations in the Provo
Yard, not only because these locomotives are not well suited to switch operations, but because
they would not be equipped with the necessary remote control equipment that IPA assumes.
Thus, UP includes two SW1500 units for IRR’s switching operations.

Table III.D.3 below summarizes the 2011 locomotive counts and associated lease

expenses, by type of unit.

Table I11.D.3
IRR 2011 Locomotive Lease Expense
TIPA Reply Difference
ES44 Units 15 18 3
ES44 Lease Costs { } bl }
SW1500 Units 1 2 1
SW1500 Lease Costs $37,342 $74,684 $37,342

Source: UP Reply workpaper “IRR Operating Expense Reply.xlsx.”
b. Maintenance
IPA assumes that its ES44 locomotives are maintained by a contractor and bases the
associated IRR operating expenses on the terms of an agreement between UP and {

} that UP produced in discovery.'® UP accepts IPA’s calculation of the {

B yp Reply workpaper “IRR Operating Statistics Reply.xlsx.” UP’s workpapers include
calculations showing that if IPA’s locomotive-hour approach were used to determine the total
locomotive requirement, rather than just the requirement for the run-through pool — using UP’s
transit and dwell times and correcting IPA’s erroneous calculation of the spare margin — IRR
would need one fewer ES44 unit.

' IPA Opening Nar. at I1I-D-5.
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} and
tailors those calculations to the reply traffic group, operations, and locomotive counts. In
addition, UP accepts IPA’s determination that these units would require an overhaul every six
years.

UP accepts IPA’s annual maintenance cost assumption for the SW1500 units.?!

Table I11.D.4 below summarizes IRR’s 2011 locomotive maintenance expenses, by type

of unit.
Table II1.D.4
IRR 2011 Locomotive Maintenance Expense
IPA Reply Difference
ES44 Maintenance Costs { Y14 1o }
SW1500 Maintenance Costs $54,410 $108,820 $54,410

Source: UP Reply workpaper “IRR Operating Expense Reply.xlIsx.”
c. Servicing
IPA bases IRR’s servicing expenses (other than fueling) on certain figures from UP’s
2010 R-1 report and UP’s lube oil expense information from materials that UP produced in
discovery.”> UP accepts IPA’s calculation of the locomotive servicing expense (other than

fueling) per locomotive unit-mile.

d. Fueling

The cost of fuel is IRR’s single largest operating expense item. IPA’s figures
considerably understate the fuel expense that IRR would incur. IPA based its IRR fuel costs on

two sets of materials that UP produced in discovery: a document identifying fuel costs at

20 1d. at ITI-D-6.
21 Id
2 14, at I1I-D-7.
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different locations, and a dataset containing records of fuel consumption for trains operating in
Utah.

Regarding the fuel cost per gallon, UP accepts IPA’s use of the fuel price paid at Provo in
2010.2 However, UP rejects IPA’s use of the AAR Western Region average fuel index to
escalate fuel costs from 2010 to 1Q 2011, and instead incorporates the change in UP’s actual fuel
cost per gallon over that period. As IPA assumed that IRR would incur fuel cost based on UP’s
2010 costs, it is appropriate to reflect the actual inflation in UP’s costs from 2010 to 1Q 2011.
This results in a 1Q 2011 fuel cost that is 7% higher than IPA’s assumption.**

IPA made even more serious errors when it determined the amount of fuel IRR would
consume. IPA concluded from UP records that 4400-HP units consume on average { }
gallons per LUM,? a rate that is { }% below UP’s 2010 system average.?® IPA then made a
further 4.2% reduction to reflect what it labeled a “fuel efficiency gain” associated with the ES44
units.?” The result of these assumptions is absurd: IPA assumed that the high-horsepower road
units in IRR service, used to operate heavy coal and merchandise trains over the Wasatch
Mountains, would consume { }% less fuel than UP’s system average gallons per LUM, an
average that is weighted heavily by trains operating across the Great Plains. Beyond the fact that
this result is wholly unrealistic on its face, review of the process that IPA followed to select UP

records for its calculations reveals that its average fails to correspond to the IRR operations. As

2.
24 UP Reply workpaper “Locomotive Fuel Price.xlsx.”
25 [PA Opening Nar. at I1I-D-8.

26 UP’s system average is 2.41 per LUM, based on system-wide reported totals of 1.06 billion
gallons and 442 locomotive unit miles. See Schedules 750 and 755 to UP 2010 R-1 report,
included as UP Reply workpaper “UP 2010 R-1 Excerpts.pdf.”

27 IPA Opening Nar. at I1I-D-8.
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explained below, IPA’s average does not reflect the mix of trains IRR would handle, the relevant
time period, or the type of units IRR would use. While any one of these shortcomings would
render IPA’s estimate invalid, the combination yields a consumption figure that is unusable for
IRR road operations by ES44s. When IPA’s non-representative sample is corrected, analysis of
the proper UP records yields an average consumption of { } gallons per LUM. UP uses this
figure on reply.

IPA based its average fuel consumption calculation on a total number of gallons and total
number of LUMs associated with a subset of the fuel consumption records that UP produced in
discovery. However, the mix of trains by type in the subset of records that IPA used was
significantly different from that of the IRR traffic. Specifically, coal train LUMSs comprised only
1% of the LUMs IPA used, yet they represent the single-largest group of IRR’s LUMs, at 44%.%
More than half of IPA’s LUMs was comprised of intermodal train LUMs, although intermodal
represents the lowest volume IRR train type, behind coal and general freight. Correcting IPA’s
disproportionate mix by weighting the train-type consumption figures from IPA’s workpaper by
the corresponding LUMs for each train type would increase IPA’s average by 9%, from { }
to { } gallons per LUM.

IPA’s consumption-record subset is also inappropriate because it reflects operations from
the wrong period. UP’s discovery production covered the years 2008 through 2010. However,

nearly 60% of the LUMs underlying IPA’s average are from 2008 records, and there are more

e Compare IPA Opening workpapers “UP IRR Loco Utilization 2010.x1s” and “IRR Operating
Statistics.xls.”
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from 2009 than from 2010. Records of fuel consumption from 2008 should not be used as the
basis for evaluating fuel costs for trains that operated in 2010, let alone 2011-2020.%

Finally, IPA selected the subset of fuel consumption records the UP records identified as
related to a 4400HP locomotive. But despite this apparent effort to use records relevant to
ES44AC units, IPA failed to identify the vast majority of records for consists that included
ES44’s, and found hardly any for 2010. IPA missed these records because it incorrectly
concluded that the locomotive models could not be identified. While UP’s fuel consumption
records did not specify the horsepower for most of the 2010 records, they did identify the train
symbol, train date, and on and off stations corresponding to the gallons consumed and LUM
figures contained in the consumption records. UP used this information to match to the 2010
detailed locomotive history records that were produced to IPA in discovery.*® This allowed UP
to identify the individual locomotives and the corresponding locomotive models (e.g.,
SD70MAC) that were powering the trains identified in the fuel consumption records. UP used
this information to determine the average consumption for two groups of trains: trains that were
powered exclusively by ES44AC units, and trains for which ES44’s represented at least one-half

of the total locomotive consist (which includes the trains in the first group).>’ As summarized in

- During the 2008 recession, there were considerable reductions in traffic volumes, resulting in
both fewer trains and smaller trains, each of which contributed to lower fuel consumption.

3 UP’s locomotive history records were produced with the traffic and train movement data at
UP-IPA-00006051, and are included as UP Reply workpaper “IPA_Loco_Data_ 2010
(006051).zip.”

3! In the detailed locomotive history records, ES44AC units are identified as C45ACCs. The
models for specific unit numbers can be confirmed by other materials that UP produced in
discovery, and also from IPA’s own workpapers, which include the note that ES44ACs were
“Classified by UP as C45ACCTEs.” UP Reply workpaper “UP Loco Models.xls” (UP-IPA-
00042512); IPA Opening workpaper “III-D-1 Locomotive Cost.pdf,” p. 39.
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Table I11.D.5 below, when the results for either group are weighted by the train-type-specific
LUM:s UP developed on reply, the average consumption is similar.*?
Table IIL.D.5

UP 2010 Locomotive Fuel Consumption in Utah,
Weighted by Mix of LUMs for IRR Trains

Trains for which ES44AC Units Are:
100% of Units 50%+ of Units

Gallons per LUM { } { 1}
Source: UP Reply workpaper “Loco Fuel Analysis 2010.xlsx.”

As the results are quite close and the second group (all trains for which ES44’s comprised
at least one-half of the locomotive consist), represents a much larger sample, UP relies upon the
specific fuel consumption factors by train type from the second group to calculate the number of
gallons for which IRR will be responsible.>> The use of consumption factors based on consists
that have some non-ESS44 units is not inappropriate for IRR. While IPA has posited that all
IRR road power will be ES44s, the IRR units will be powering run-through trains with UP units,
which the fuel consumption records indicate reflect a mix of ES44 and non-ES44 models on the
trains that IPA identified to handle the IRR traffic group.

UP accepts the fuel-consumption rate IPA used for the SW1500 units.>*

Table II1.D.6 below summarizes the 2011 fuel costs by type of unit.

32 UP excluded fuel consumption records for train types that did not match its IRR trains, e.g., L,
Q, W, and Z.

33 UP Reply workpaper “IRR Operating Expense Reply.xlsx.”
34 IPA Opening Nar. at ITI-D-8.
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Table I11.D.6
IRR 2011 Fuel Expense

IPA Reply Difference
ES44 Fuel Cost $12,610,277 | $16,317,767 | $3,707,490
SW1500 Fuel Cost $416,023 $888,684 $472,661

Source: UP Reply workpaper “IRR Operating Expense Reply.xlsx.”

2. Railcars

a. Acquisition
IPA assumed that the IRR traffic would be handled by a mix of railroad-provided,

foreign, and private equipment.®® For railroad-provided equipment, UP accepts IPA’s
assumption that all such equipment would be leased, the annual lease costs that IPA used for the
different car types (e.g., boxcars, gondolas), and the spare margin used to calculate the overall
equipment requirement. For foreign and private equipment, UP accepts IPA’s use of the figures
from UP’s 2010 R-1 report, from which IPA determined the corresponding costs per mile, but
makes two corrections to IPA’s calculations. First, although IPA’s workpaper indicates that the
payments for shipments on foreign multi-level flatcars include the costs of auto racks, it did not
actually include such payments in the calculation.’® UP corrects this omission by including $34
million in per diem payments for auto racks, based on information that UP reported in Schedule
414 to its R-1 report.>” Second, UP corrects a minor error in IPA’s private boxcar input,
reducing the payment figure used to calculate the cost per mile to the $6.6 million that UP

reported in Schedule 414. Because UP generally accepted IPA’s car-cost assumptions,

1.

36 JPA Opening workpaper “IRR Car Costs.xlsx,” Worksheet “Foreign Cars” contains the
following footnote: “S/ Includes auto Racks.”

37 UP Reply workpaper “IRR Car Costs Reply.xlsx.”
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differences between the parties’ railcar costs are largely driven by differences in their traffic
levels and transit times.
b.  Maintenance

IPA assumed that the lease payment amounts it used reflected full-service leases and that
IRR would not be responsible for any other maintenance costs.*® UP also notes that IPA
assumed that IRR would out-source the car-inspection function to IPA at the IPA Car Shop in
Springville, presumably replicating the use of the IPA shop by other coal customers for this
function today. As explained in the discussion of outsourced expenses below, UP accepts IPA’s
assumptions regarding the time and cost of such inspections, and modifies the calculation of total
expense to reflect the lower IRR coal traffic volumes in UP’s reply case.

UP also accepts IPA’s proposed expense for End-of-Train Devices (“EOTDs”).

3. Personnel
a. Operating
i Staffing

(a) Train and Switch Crew

As indicated in Section II1.C above, UP accepts IPA’s proposed crew districts and
assignments, and it follows IPA’s approach to apply those assignments to the corresponding
number of trains traversing each district to determine the number of crewpersons. UP also
follows IPA’s use of the train-time results from the RTC simulation model to calculate the re-
crews that would be required. UP notes that while IPA concluded that eleven trains would

require re-crews during its peak week,* it incorrectly divided that number by the total trains

38 IPA Opening Nar. at I1I-D-10.

% IPA’s RTC results included 11 trains that operated more than 10.5 hours. IPA Opening
workpaper “IRR Base Year Trains with RTC results.xlsx.”
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modeled during the entire ten-day simulation period (269), not just the peak week trains (193).°
As the trains modeled outside the peak week are incomplete, only the peak week should be used.
Correcting IPA’s calculation would result in a re-crew rate of 6%, not 4%.

As described in Section III.C above, however, the train times from IPA’s RTC simulation
run cannot be accepted, because (1) they fail to include the appropriate number of trains
(reflecting offsetting effects of overstated volume growth assumptions and understated trains to
handle the empty movements associated with IRR revenue loads); (2) they fail to incorporate the
actual loading and unloading times for UP customers that IRR would serve, i.e., the loading
times at Skyline Mine, the Sharp Loadout, and the Savage Coal Terminal; and (3) they
understate the interchange time to receive issue-traffic trains from URC at Provo and add UP
power. When these shortcomings are corrected in UP’s reply RTC model, 15 trains during the
peak week require re-crewing,*' or 9% of UP’s 163 total peak-week trains in UP’s reply case.

In order to incorporate the re-crew frequency, however, UP does not apply the overall
rate to all crews as IPA did, but determines the specific re-crew rates by train type, On-SARR
station, and Off-SARR station. This results in a total road crew requirement of 37 crew
members. *2

In addition, IPA assumed twelve-hour shifts for the single member of the lone switch
crew that works at IRR’s Provo Yard.” This assumption presents significant safety concerns.

Requiring a twelve-hour shift for an engineer working alone — where the engineer would be the

only crew member working the entire yard — would greatly increase the risk of an accident due to

“ IPA Opening Nar. at III-D-14.

4 yp Reply workpaper “IRR Base Year Trains with RTC results Reply.xlsx.”
42 UP Reply workpaper “IRR Crews Hotels & Taxis Reply.xlsx.”

“ IPA Opening Nar. at I[I-C-13.
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fatigue. Further, the Board has previously rejected the assumption that crews scheduled to work
twelve-hour shifts each day would work 270 shifts per year.* IPA has offered no arguments to
address the considerable safety concerns associated with a crewperson’s working 2,920 hours
annually, alone. Thus, UP provides for eight-hour shifts for IRR’s switch crew at Provo. This
results in an increase from three to five switch crew people.

Table II1.D.7 below summarizes the parties’ evidence regarding the number of train and

switch personnel that IRR would require.

Table II1.D.7
IRR 2011 Train and Switch Crew Requirements
IPA Reply Difference
Train Crews 35 37 2
Switch Crews 3 3 2
Total Crews 38 42 4

Source: UP Reply workpaper “IRR Operating Expense Reply.xlsx.”

(b) Non-Train Operating Personnel

IPA concluded that IRR would require a non-train operating staff of 27 people. UP
accepts IPA’s proposals for most of these positions, with three exceptions. First, UP determined
that IRR would require a second Manager of Locomotive Operations (“MLO”). Although IPA
provided for three Managers of Train Operations to cover the 24/7 position, it included only one
MLO. The breadth of the IRR system, the mix of trains operating over the system, and the size
of the fleet would require a second MLO. Second, UP determined that IPA’s proposed
equipment inspector staff was insufficient. In addition to the four-person crew working in the

Provo Yard,* a separate two-person crew would need to be available to travel to repair cars that

* AEP Tex. N. Co. v. BNSF Ry., STB Docket No. 41191 (Sub-No. 1), slip op. at 48 (STB served
Sept. 10, 2007).

* IPA Opening Nar. at I1I-C-37 to III-C-38.
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were bad-ordered en route. Finally, UP concluded that the Manager of Mechanical Operations
was unnecessary, as that person’s responsibilities could be addressed by IRR’s Chief Engineer.
As a result, UP non-train operating personnel total 29, two more than IPA’s proposal, as

summarized in Table I11.D.8 below.

Table IIL.D.8
IRR Non-Train Operating Personnel
Position IPA Reply
Vice President — Operations 1 1
Director of Operations Control 1 1
Manager — Train Operations 3 3
Manger — Locomotive Operations 1 2
Crew Callers 3 5
Dispatchers 5 e
Manager — Operating Rules, Safety and Training 1 1
Customer Service Managers 2 2
Chief Engineer 1 1
Manager of Mechanical Operations 1 0
Equipment Inspectors 6 8
TOTAL 27 29

Source: UP Reply workpaper “IRR Operating Expense Reply.xlIsx.”

ii. Compensation

IPA developed the compensation for IRR train and engine crews using a figure from the
website salary.com.*® This figure — which IPA’s own workpaper indicates is one-third less than
UP’s average train and engine crew compensation®” — is not an appropriate basis for IRR
compensation, due to the higher utilization that I[PA assumes its crews will achieve. The Board

has found in past cases that “employees working more hours would command more

% Id. at 1I1-D-21.
7 IPA Opening workpaper “IRR Salaries.xlIsx.”
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compensation,”48

and the same logic applies here. UP performed a study of the UP payroll
records to identify the proportion of train and engine crew employees that worked 270 shifts and
the average compensation they received. The study indicated that fewer than { }% of UP
crewpersons achieved 270 shifts in 2010, and their average compensation was { }. By
contrast, IPA used a salary.com figure associated with the top quartile of wages;*® for UP, crew
people in the 75th percentile worked { } shifts, { } fewer than the utilization IPA
assumed.

UP follows Board precedent and incorporates the compensation level for extraordinarily
highly-utilized UP crews as a better estimate of the wage expense IRR would incur in attracting

and retaining train and engine crew members expected to work 270 shifts.

b. General and Administrative
i Introduction

The general and administrative (“G&A”) category encompasses essential core functions
that support the management of an enterprise. Most G&A functions are the direct result of a
company’s need to comply with financial, commercial, legal, or regulatory requirements — they
must be performed by any efficient company, regardless of size. In order to survive, any railroad
must bill customers and ensure timely and accurate payment. Any railroad operating in the 21st
century must provide adequate computer systems and support for those systems. A railroad that

transports interline shipments must manage relationships with both customers and other

® Western Fuels Ass’n, Inc. & Basin Elec. Power Coop. v. BNSF Ry., STB Docket No. 42088,
slip op. at 30 (STB served Sept. 10, 2007) (“WFA I’).

% The figure IPA used reflected salary only, and did not account for total compensation,
including Paid Time Off. See http://swz.salary.com/SalaryWizard/Railroad-Conductors-and-
Yardmasters-Salary-Details-provo-ut.aspx.
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railroads: it must negotiate contracts, coordinate with connecting carriers, develop and review
rates, and monitor receivables related to joint moves.

IPA glosses over important G&A functions in its opening evidence. While IRR is a
railroad with over $110 million in annual revenue, IPA proposes a G&A staff of only 21
(excluding outside directors).

This proposed G&A staffing level is much too low, even for a relatively small railroad.
In fact, it is far below the 36 G&A employees the Board approved for a SARR of comparable
size in WFA I. IPA relies heavily on WFA I in support of its G&A staffing proposal, asserting
that IRR staffing levels should be lower.® UP agrees that WFA I is a reasonable benchmark and
that IRR’s staffing should be lower than that accepted in WFA I in some respects. However,
there is no basis for IPA’s suggestion that IRR can operate with 15 fewer G&A employees than
the SARR in WFA I

IPA incorrectly relies on the presumption that, since IRR has lower traffic density and
lower revenues than the WFA I SARR, IRR can survive with over a third fewer G&A staff than
that SARR. However, most G&A staffing functions must be provided, whatever the size of the
railroad. In addition, there are ways in which IRR operations are more complex than those of the
WFA I SARR. For example, the WFA I SARR interchanged trains with only one other railroad,
BNSF. Here two railroads (the residual UP and URC) will interchange with IRR, and BNSF
trains will move over a portion of the IRR system. Moreover, while the traffic selected for the

SARR in WFA I was confined to relatively simple coal movements, much of IRR’s traffic is

0 IPA Opening Nar. at III-D-2 to III-D-25. IPA also cites Western Fuels Ass’n, Inc. & Basin
Elec. Power Coop. v. BNSF Ry., STB Docket No. 42088 (STB served Feb. 18, 2009)

(“WFA II’), in support of its proposed staffing levels. Because BNSF did not contest G&A
staffing in WFA II, that decision is not an appropriate reference point. See WFA 11, slip op. at 39.
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carload or intermodal shipments. Unlike coal trains for utilities, for which there is one bill per
train, general freight trains require separate billing for individual carloads. Likewise, some
intermodal trains are “retail” rather than “wholesale.” In other words, for some trains, the
railroad must deal with billing for multiple customers instead of just a single customer.

UP’s proposed G&A staff of 31 for IRR is five fewer than the 36 G&A staff the Board
accepted in WFA I. However, the real question is whether IPA has shown that its proposed G&A
staffing will be sufficient to meet IRR’s needs or whether IRR will require more G&A staff to
perform the tasks needed to operate efficiently. UP believes that IPA has failed to make the
necessary showing. Among other things, IPA failed to provide sufficient staffing to handle
revenue accounting for interline shipments, including monitoring of the Interline Settlement
System (“ISS™), a labor intensive process IPA chose to handle IRR’s interline revenues. In
addition, IPA has assumed that IRR could operate with numerous off-the-shelf computer systems
without staff responsible for integrating these systems. IPA has also assumed that IRR could
function with a help desk that operates through an answering machine part of the time, rather
than with 24/7 live coverage. In these and other areas, IPA has failed to provide staff levels that
are essential to safe and efficient operations, let alone to the optimally efficient rail carrier it
claims to describe.

If UP were to begin with a clean slate in designing the G&A functions for IRR, it would
organize these functions somewhat differently than IPA’s proposed structure. For example,
assuming there is to be no separate marketing department, it appears more logical to place
marketing functions in Finance, rather than in Operations. However, for purposes of this reply,

UP accepts the general structure that IPA has proposed. Where IPA has overlooked critical
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functions or has seriously underestimated the resources needed for a function, UP proposes the
minimum staffing that would be necessary to cover these functions.

UP’s analysis of G&A expense requirements was developed by Richard W. Brown.
Mr. Brown, a Director with FTT Consulting, has almost 30 years of experience working in the
North American railroad industry, for BNSF and predecessor carriers. While at BNSF,
Mr. Brown gained significant experience managing functional reorganizations and implementing
technological solutions to streamline administrative functions. For the last twelve years, he has
managed rail carrier strategic planning and merger and acquisition studies at FT1. In developing
UP’s G&A expense requirements, Mr. Brown relied on his broad industry experience and also on
interviews with several UP managers to generate specific types of information for the G&A

analysis.

ii. Staffing Requirements
Table I11.D.9 summarizes IPA’s headcounts for IRR’s G&A functions and UP’s G&A

staffing plan for IRR. Staffing levels the Board accepted in WFA I are included as a reference -

point.
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Table II1.D.9
IRR General & Administrative Staffing Summary

Position WFA I IPA Difference

0

~
)
=)
=

President

Administrative Assistants

Director - Corporate Relations
Manager - Operating Rules and Safety
Marketing Managers

Vice President - Finance & Accounting
Treasurer

Ass’t Treasurer

Cash Manager

Controller

Asst. Controller

Taxes

Revenue Accounting

Revenue Managers

Accounts Payable Manager

Manager - Budget and Purchasing

Director Financial Reporting

Vice President - Law and Admin.

General Attorneys

Paralegals/Admin Assist.

Manager of Safety and Claims

Director of Human Resources

Manager of Training

Director of Information Technology

IT Specialists

Total 36 21 31
Source: UP Reply workpaper “IRR Operating Expense Reply.xlsx.”
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(a) Executive Department/Marketing
UP agrees that IRR needs only a President and several Administrative Assistants for the

executive function. IPA states that two Administrative Assistants would support the President

' WFA I, slip op. at 43, Table C-4. Although a few position titles for IRR differ from those in
WFA I, job functions and salaries for the positions are essentially the same.
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and three Vice Presidents. UP believes the Administrative Assistants should support the entire
Headquarters staff, not just these officers. Because Mr. Brown has concluded that the G&A staff
must be larger than IPA has assumed in order to meet all of IRR’s needs, UP has provided for
three Administrative Assistants, rather than two. The third Administrative Assistant would have
primary responsibility for supporting the Finance and Accounting staff. >

IPA assumes IRR would have a board with three outside directors. It asserts that these
directors would be willing to serve without compensation because they would have a substantial
interest in IRR’s affairs. UP believes this assumption is unrealistic and that IRR will need to
provide substantial compensation to attract high quality directors who are in fact independent
and who will spend the time necessary to meet their corporate responsibilities. Nevertheless, for
purposes of this case, UP (like IPA) provides only for travel expenses to board meetings for
these directors.

For its marketing function, IPA assumes only one Marketing Manager, who reports to the
Vice President Operations.” According to IPA, one Marketing Manager is adequate to
“[interface] with the IRR’s customers and [handle] day-to-day marketing functions as well as

3 IPA assumes this single manager will manage only IRR’s coal customers;

contract renewals.
it states that UP will “largely undertake[ ] the marketing effort” for the large volume and diverse

mix of overhead traffic that IRR serves.”> Although UP accepts this assumption that it will take

52 IRR’s Finance and Accounting Staff is leaner than the Finance and Accounting staff in WFA I
and thus would need the added support that a dedicated Administrative Assistant could provide.

33 IPA Opening Nar. at III-D-28. IPA also has two Customer Service Managers included as
Operating personnel.

54 I d
5 Id at TI1-D-29.
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the lead on marketing the overhead traffic, IRR marketing personnel will still need to perform

many activities that cannot be outsourced to a connecting carrier.

IRR will need at least two Marketing Managers. IRR serves two very different market

segments, coal and non-coal (including intermodal, grain, and general merchandise). These

segments include customers with a wide variety of service and equipment needs. UP believes it

would be appropriate to have one Marketing Manager for coal and other bulk commodities (grain

and ore) and one for intermodal and general manifest.

Responsibilities of the Marketing Managers will include:

Setting rates for new business and as existing contracts expire: this requires
analyzing the market, understanding customers’ business, developing IRR
costs and understanding IRR’s requirements for contribution to fixed costs,
and evaluating the most favorable terms for new arrangements (one year, three
years, or longer; seasonal or terminable on 30 days’ notice). The Marketing
Managers will have to undertake this analysis regardless of the form the rates
take.

» Local traffic: IRR must set these rates.
» URC interchange Rule 11: IRR must set its proportional rates.

= UP interchange joint rates: IRR will need to analyze each new rate from
UP to determine whether it wishes to participate in the move. It will have
to communicate with and/or negotiate with UP its desired level of
participation.

Negotiating terms of contracts, administering contracts, and responding to
customer questions. Advising customers of changes in rates and fuel
surcharge revenues.

Preparing revenue and volume forecasts for IRR’s annual budget, by
communicating with customers on shipping plans and projecting how rates
and fuel surcharges will be adjusted. Such forecasts are critical to the
Financing Department for budgeting and for the Operating Department to
ensure it has enough equipment and crews, and for the Engineering
Department to plan its maintenance program.

Coordinating with revenue managers to make sure that the revenue accounting
system has correct updates on rates (updates can be quarterly or annual) and
fuel surcharges (which may change monthly). Since IRR will have joint rates
with UP, it will have to manage many different surcharge programs for a
diverse traffic base.
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e Coordinating with mines, loadouts, and IPA on monthly shipping plans to
make sure that equipment and crews are available when needed. For example,
since Skyline Mine originates trains that will move east, IRR must coordinate
with the mine to know when it will load IRR trains and when it will load other
railroads’ trains.

e Monitoring service metrics. On intermodal and other scheduled trains, it is
typical to assign a transit time to each carrier so that if the customer has a
service claim, the connections know how to allocate responsibility.

The length of this list (encompassing marketing duties related to interline relationships,
as well as duties relating to local customer relationships) demonstrates that a single Marketing
Manager could not meet all of IRR’s needs. UP’s provision for two Marketing Managers is
consistent with the number of Marketing Managers the Board accepted in WFA 1, a case that

involved fewer customers and homogeneous traffic.

(b) Finance and Accounting Department

IPA provides for a Vice President-Finance and Accounting with two direct reports, a
Treasurer and a Controller. UP accepts these positions and the responsibilities IPA assigns to
them. However, IPA does not appear to appreciate the breadth of additional responsibilities the
Treasurer and the Comptroller would have.

IPA assumes that the Treasurer would handle all of IRR’s cash management functions.
UP agrees that one person could oversee the cash management functions. However, cash
management is a critical function that must be managed on a daily basis. This is particularly true
here because, while IRR will have daily cash needs, IPA has provided that much of IRR’s
revenue will come through ISS settlement, which involves monthly transfer of funds, rather than
payments spread throughout the month. Thus, IRR would need backup for the Treasurer to
cover this function. As discussed below, a Director of Financial Reporting would fill this role.

The Treasurer would have a number of other responsibilities. These would include the

responsibility for managing debt. He or she would have to decide when and how to borrow,
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negotiate terms with the lenders or underwriters, manage payments, and supply lenders with
information. In addition, the Treasurer typically handles risk management, including decisions
on what insurance coverage is needed, purchase of the insurance, and administration of any self-
insured retention. The Treasurer would also manage the company’s pension plan.

IPA assumes that, with supervision from the Controller, an Assistant Controller, with
some assistance from a Manager of Budgets and Purchasing, would handle all the remaining
accounting functions, including billing, accounts payable, budgeting, purchasing, and audit.
Although this is a logical span of responsibility for these positions, more staff would be required
to accomplish the work that IRR would need within these functions. Mr. Brown has reviewed
the “computerized accounting packages and programs available” that IPA assumes will eliminate
the need for additional support,’® and concluded that these programs are insufficient. In fact, use
of ISS for interline revenue management (which IPA assumes for IRR) requires additional
personnel to run efficiently, as described below. Mr. Brown believes five additional personnel
are necessary to support the Controller: three Revenue Managers, an Accounts Payable
Manager, and a Director of Financial Reporting. This staffing is consistent with that in WFA 1.

In addition, as noted above, one additional Administrative Assistant will primarily assist
the ten-person Finance and Accounting staff.

Revenue Billing

IPA’s assignment of only an Assistant Controller to handle IRR’s entire revenue billing
function is insufficient for the important work that IRR must perform to ensure it is timely and

accurately paid for its services. IRR will need to devote effort to ensuring that it receives the

56 IPA Opening Nar. at I1I-D-30.
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revenue it must have to support its operations. This is particularly important for a small railroad
that operates leanly, like IRR.

There are four functions that IRR will have to accomplish in order to make certain that it
gets the revenue to which it is entitled.

First, IRR will need to create freight bills for customers on all traffic that IRR originates
(a total of 55,000 cars per year, or ten trains per week) and for all traffic it receives in Rule 11
service (a total of 26,000 cars per year, or five trains per week). IPA assumes that URC traffic —
a small part of IRR’s interline carloads — will be handled under Rule 11. IRR will also have to
handle billing for the BNSF trackage rights.

Second, IRR will need to maintain a rate database that includes rate authorities for all
traffic UP will route via IRR. Over 80% of the carloads IRR handles are interline traffic
received from UP. There are more than 1,600 rate authorities currently governing the UP traffic
IPA selected for IRR. While these authorities will remain relatively stable, there will be some
changes, including quarterly or annual adjustments to contract rates and monthly changes to the
fuel surcharge. UP’s fuel surcharge applies differently to different types of traffic. Because IPA
has chosen to have IRR participate in joint rates with UP (and thus follow UP’s lead), IRR will
need to calculate these different surcharges for its miles in each movement. In addition, the
residual UP will always be searching for new business and will generate some new traffic on this

corridor. This will result in new rates IRR must manage.’’

37 Although IPA’s traffic and revenue projections assume growth in the volume of existing traffic
movements, any railroad will gain and lose business over time, so as a practical matter, at least
some IRR traffic in future years will represent new traffic movements governed by new rates.
See Carolina Power & Light Co. v. Norfolk Southern Ry., 7 S.T.B. 235, 250 (2003).

II1.D-28



Third, IRR will need to record revenue divisions on any new moves for which UP will
choose an IRR routing. For each new traffic move, there will be a new division of revenue. In
the SARR world, the division calculation is based on URCS cost; thus, IRR’s division
presumably will change with changes in origin, destination, car type, or shipment weight. And
whether divisions are based on market analysis and negotiation or on URCS calculations, IRR
personnel (not UP staff) would have to determine IRR’s division. IRR will need someone in
Finance and Accounting to calculate the division for new traffic using the approved division
methodology.

Fourth, IRR will need to update its revenue accounting system so that it can validate
amounts it receives and to monitor results from ISS to be certain that IRR is getting the amount
to which it is entitled. IPA has chosen to have IRR use ISS for a substantial portion of its
interline traffic (over 540,000 carloads in 2011). As discussed below, administration and
monitoring of ISS payments will be a particularly time consuming function for IRR.

Under IPA’s proposal, IRR will use the RMI Revenue System to handle messaging with
ISS. However, IRR must understand what revenue it is due on every shipment. The only way
IRR can know the amount due is to have a solid understanding of the rate governing each
shipment and the corresponding revenue that IRR should expect to receive. Thus, it will need to
update its “rate master” database so that it can identify the proper rate and fuel surcharge for
each shipment handled. In the ISS process, a participating carrier must take exception to a
revenue determination within ten days or it is deemed accepted with no further review. If IRR is
not up to date on rates and the revenue to which it is entitled under each rate, it runs the risk of

losing revenue.
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IRR will need to monitor the ISS revenue determinations to make sure that it is receiving
the full amount due. IRR could not afford to assume that all ISS revenue determinations are
correct. IfIRR did not check the ISS revenue determinations, it would risk losing a substantial
amount of the revenue to which it is entitled. This is not because UP or any other railroad will
be looking to cheat IRR. Rather, data entry errors, misunderstandings, and many other factors
can lead to errors.

UP’s experience shows that a railroad will sacrifice substantial revenue if it does not
monitor its revenues for errors. UP’s ISS dispute staff recovers more than { } of the initial

billed amount. Table III.D.10 below sets forth the amount of revenue recovered by UP’s ISS

dispute staff in 2010. Of the more than { } that UP settled through ISS in 2010, over
{ } was recovered through revenue auditing.
Table II1.D.10
UP 2010 ISS Settlements

Initial Billed Amount | Settlement Amount | Variance Amount | Variance Percentage

{ } { } { } { }

Source: UP Reply workpaper “ISS Settlements.pdf.”

If IRR did not make similar efforts, it could not count on receiving the full amount of
revenue due to it. UP’s experience suggests that, assuming IRR interline revenues of
approximately $100 million, IRR would lose approximately { } million if it did not engage in
ISS revenue auditing. IPA could not expect that UP or any other foreign railroad would perform
the auditing validation function for IRR. An assumption that IRR, an independent rail carrier,
could rely on its connecting carrier to make the myriad adjustments to divisions and fuel
surcharge updates for IRR, rather than performing this vital business function for itself, is clearly

a case of shifting costs to UP, amounting to an improper subsidy.
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IPA may suggest that monitoring of revenue receipts is unnecessary because errors in
IRR’s favor will balance any errors against it, but this is not a reasonable assumption. UP and
any other railroads involved in a move will diligently look for errors that have reduced their
revenue, and they presumably will seek correction of any such errors they identify. Thus, it is
unlikely that IRR will be able to retain any substantial revenue resulting from errors in its favor.
Moreover, it is highly unlikely that IRR’s auditors would accept a failure to audit revenues
regularly based on a hope that any errors would balance out.

IRR will have to deal with billing disputes in any event. If UP or another origin carrier
bills a shipment at an incorrect rate, the shipper will dispute the rate and the origin carrier will
issue a corrected freight bill. That shipment may already have settled through ISS. Settlement
corrections to disputed rates are made through an overcharge claims process, which is largely
manual. IRR will need to be able to work with its connections to resolve such claims.

Given the volume of price documents and shipments billed, and the frequent need to
update the rate database, IRR’s assertion that an Assistant Controller could handle all revenue
accounting matters in addition to all other accounting tasks is unrealistic.’® In Mr. Brown’s
judgment, staffing of this function should include three Revenue Managers. One position should
be designated to create and manage freight bills. That individual would also be responsible for
assisting with maintenance of IRR’s rate database. A second position would have primary
responsibility to maintain and manage the rate database and to handle fuel surcharge
adjustments, divisions calculations, and accounting for new traffic moves. A third position

would have primary responsibility to monitor ISS settlements and claims.

58 IPA Opening Nar. at I1I-D-30 to III-D-31.
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As suggested by the discussion above, designating only one Revenue Manager to monitor
ISS settlements and claims is conservative. Even though ISS billing and review can be
automated, a staff person will need to review any discrepancies daily. With over 500,000
overhead shipments per year, even if only 5% of the payments showed discrepancies, the
Revenue Manager would need to review 100 bills per day. The Revenue Manager assigned to
ISS would also have to oversee the claims process for differences that materialize after
settlement. UP and other originating railroads have accurate, automated billing systems, but
even a small error rate could result in daily claims that IRR will need to resolve.

UP’s real world experience with ISS staffing supports the addition of a Revenue Manager
for ISS. Although UP relies more on Rule 11 revenue arrangements (in part to avoid the
cumbersome ISS process), it averages about 1.5 million ISS shipments per year, approximately
three times as many as for IRR. UP has 23 staff responsible for handling ISS and other interline
issues. In addition, UP has a sophisticated computer system to support the ISS function that
automates and facilitates the revenue accounting process, ensuring accuracy and improving
efficiency. The acquisition of this computer system permitted UP to shrink its revenue
accounting staff, including ISS staff, to a fraction of its original size. IRR, which does not
provide for such a computer system to support its ISS work, would certainly need at least one
person to handle the ISS settlement process.

Accounts Payable

IPA does not provide any separate staff for handling payables, again assuming that the
Assistant Controller will handle the workload.>® While IRR is not a large railroad, it will need to

handle a wide variety of functions under the Accounts Payable umbrella. First, someone will

2 Id. at 111-D-30 to III-D-31.
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need to verify bills received from vendors. The accounting system will handle the administrative
aspects of this process, but a human will need to check with others within the organization to
confirm that incoming bills are indeed valid and correct.

In addition, Accounts Payable will handle the timekeeping and payroll functions. UP
agrees that the accounting system can handle timekeeping and that Paychex can handle payroll
check processing.®® However, a human will need to make proper inputs into the system. While
IRR would not be subject to the complex labor agreements to which most Class I railroads are
held, it will still face a wide variety of payroll issues requiring resolution. The railroad
retirement system requires reporting on all aspects of employee work status, while withholding
for taxes, health care, and other benefits, garnishment, and similar kinds of issues all require
some level of human intervention, regardless of how sophisticated the payroll computer system
is. Moreover, there will inevitably be questions from employees, and someone must be available
to answer these questions.

IRR will also have to cover equipment accounting. As with many of its other technology
assumptions, IRR significantly understates the need for human participation in this critical
process. IPA assumes IRR will use an RMI car hire system that could track IRR cars off the IRR
system and non-IRR cars on the IRR system, and compute charges due IRR from other railroads
and IRR’s payables to other railroads. However, this system is not automatic. IRR will need
someone to manage and coordinate the interfaces and outputs of numerous accounting systems
(accounts receivable, accounts payable, tax reporting, journal entries, general ledger account
reconciliations, and audit requirements); the physical mailing of reports, payments, statements

and collection letters; handling issues involving Railinc, monthly statements to car owners about

0 1d. at I1I-D-31.
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miles on IRR, and car hire payments; handling of TTX and third-party billing issues; ®'
reconciliation of statements from other railroads; and the resolution of discrepancies and data
reporting errors. Human effort is particularly important in connection with handling exceptions
and adjustments, maintaining files, and responding to audits and external inquiries. A SARR
cannot avoid exceptions (such as disputes about number of miles or days a car was on IRR’s
system); they are the natural result of differences between internal processing and third-party
processing. Mr. Brown believes IRR must have at least one position to handle accounts payable,
with assistance from the additional Administrative Assistant UP provides.

Purchasing and Budgets

UP agrees that a single manager could adequately perform the Purchasing and Budgeting
function of a railroad the size of IRR. This manager would interact with other IRR staff to
develop material and supply needs, including fuel for rail operations. This position would handle
relationships with vendors and manage the purchasing process to ensure that material flows in an
orderly way. The manager would participate in the revenue budgeting process and help track
whether IRR’s revenue levels were meeting expectations. This position would also have primary
responsibility for preparing the IRR budget and managing the budget process throughout the
year.

Financial Reporting

IPA assumes that a stand-alone computer system that has financial reporting capabilities
is all that is needed to perform financial reporting tasks. However, there must be a human to
operate the system, extract data, and plan for the future. In Mr. Brown’s judgment, IRR would

need a Director of Financial Reporting, who would report to the Controller. This position would

8! TTX is a railcar and related freight car management service.
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handle all the reporting needs of IRR and is consistent with the staffing the Board approved in
WFA I. In addition, this individual would provide backup for the Treasurer, as well as oversight
for the Accounts Payable, Purchasing, and Budgeting functions. This would allow the Assistant
Controller to focus on the complex and important revenue accounting process. In addition, the
Director of Financial Reporting would have responsibility for interaction with audit and tax
personnel. This would include preparing all the necessary data and documentation required by
the outside audit firm. The Director of Financial Reporting would also manage the property
accounting function, preparing all the inputs that would go to outside contractors and responding
to issues and questions. He or she would prepare financial statements for lenders and obtain
other information requested by lenders.

© Law and Administration Department

UP accepts IPA’s staffing and functions for Legal/Claims and Human Resources
(“HR™).®* However, in Mr. Brown’s judgment, the information technology (“IT”) staffing IPA
describes would not be adequate to maintain an effective rail operation. IPA provides for an IT
Director, a Lead RMI Technician, a Network/Exchange Engineer, an IT Security/Service
Manager, two Programmers, and one Help Desk PC Technician.®®

There are two major deficiencies in IPA’s proposed IT staffing. First, while IPA purports
to have provided IRR with state of the art systems for a long list of functions, including
Operations, Crew Calling, Dispatch, Human Resources and Accounting, it has provided no

interface among these systems. In the 21st century, an entity the size of IRR would likely power

its computer system using a state of the art integrated platform provided by enterprise software

62 IPA Opening Nar. at III-D-31 to I1I-D-32.
83 Id. at 11-D-34 to I1I-D-35.
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vendors such as SAP or Oracle. Instead, IPA has chosen to acquire computer systems for each
IRR business function as a stand-alone unit. UP recognizes that IRR could function with stand-
alone systems for operating, crew calling, dispatch, accounting, and HR functions; therefore, UP
accepts these systems at the cost specified by IPA. However, Mr. Brown concludes that IRR
would need additional system enhancements to integrate the inputs and outputs of the various
stand-alone systems it uses to handle individual tasks. Individual systems must be integrated so
that data from one system will flow through to other systems. For example, to have an efficient
billing operation, tonnage data from the RMI system must flow through to the accounting
system, and to handle the accounts payable function effectively the accounting staff should be
able to cross check invoices with an inventory control system. Systems Analysts must write the
code to create these system integration processes.** If the various data systems were not
integrated, IRR would need more personnel to perform the tasks these systems support.

The second major deficiency involves IT support functions. IPA has provided computer
support staff only during “normal business hours”; it assumes that a monitored answering
machine will handle calls during nights and weekends.%®> However, IRR will operate 24/7/365,
with trains operating throughout the day and night every day of the year. These trains will
handle service sensitive freight as well as some hazardous commodities. IPA assumes that the
IRR system will operate with no redundancy, so even minor computer glitches could halt train
operations. IPA’s provision of separate systems for a wide range of functions will strain IRR’s
ability to provide support. In addition, IRR will be relying on modern data applications,

including email, smart phones, and tablets, to make employees more productive.

54 The two Programmers IPA provides for do not fill this systems integration role. Rather, they
are tasked with maintaining and updating the stand-alone systems. Id. at III-D-34.

¥ ]
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It is unreasonable to assume that such an operation could rely on IT staffers on call to
handle emergencies. On-call support through an answering machine arrangement is simply not
sufficient. To ensure safe and efficient IRR operations, there needs to be 24/7/365 live coverage
for the IT function, so that questions can be answered and issues resolved without delay.

To cover both the development and maintenance of the integration systems and to ensure
24/7 1T support coverage, UP has added two Systems Analysts to the IT function. These two
positions, along with the two Programmers and Help Desk Technician specified by IPA and an
additional Help Desk Technician for overnight shifts, will be sufficient to provide 24/7 coverage.
In addition, Mr. Brown shifts the web design and maintenance functions from the two
Programmers to the two Systems Analysts. These six computer professionals would be cross-
trained to handle technical questions and issue resolution. Other than the additional Help Desk
Technician assigned to overnight shifts, the computer professionals would cover primarily
daylight shifts, seven days a week, with occasional overnight shifts.

Along with these six professionals, UP accepts the IT Director and the other IT
specialists IPA proposes — the Lead RMI Technician, Network/Exchange 2007 Engineer, and IT
Security/Server Manager.%® Thus, UP provides a total of ten IT positions, compared with IPA’s
seven positions.

iii. Compensation

UP accepts IPA’s proposed salaries and benefits for IRR personnel for all positions
below the Vice President level. For positions at the Vice President level and above, UP accepts
the use of compensation paid by the similar-sized Providence & Worcester Railroad (“P&W?™),

as described by IPA. IPA used compensation for executives as listed in P&W’s 10-K report for

% Id. at 111-D-34 to I1I-D-35.
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2010. However, IPA used only the base salary column from that schedule to the 10-K report.
UP uses the total compensation column in that same schedule to obtain compensation amounts
for IRR executives.

Total IRR G&A compensation by functional area is presented in Table III.D.11 below.
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Table II1.D.11
IRR General & Administrative Salaries

Position IPA Reply Difference
President $ 432,046 | $ 515,153 | § 83,107
Administrative Assistants $ 90,4551 $ 135,681 | $ 45,227
Marketing Managers $ 93536 | $ 187,073 | $§ 93,536
Vice President - Finance & Accounting $ 176,089 | $ 189,683 | § 13,594
Treasurer $ 176,089 | $ 189,683 | $ 13,594
Controller $ 102,592 | $ 102,592 | § -
Asst. Controller $ 93,782 | $ 93,782 | $ -
Revenue Managers $ -1 $ 180,580 | § 180,580
Accounts Payable Manager $ -1 % 60,193 | § 60,193
Manager - Budget and Purchasing $ 93,782 | $ 93,782 | $ -
Director Financial Reporting $ -1 8 93,782 | $ 93,782
Vice President - Law and Administration $ 176,089 | $ 189,683 | § 13,594
General Attorney $ 102,592 | $§ 102,592 | $§ -
Manager of Safety and Claims $ 93,782 | $ 93,782 | $ -
Director of Human Resources $ 93,782 | $ 93,782 | $ -
Manager of Training $ 93,782 | $ 93,782 | $ -
Director of Information Technology $ 93,782 | $ 93,782 | $ -
IT Specialists $ 428,557 | $ 642,836 | § 214,279
Total $ 2,340,737 | $ 3,152,223 | $ 811,487

Source: UP Reply workpaper “IRR Operating Expense Reply.xlsx.”

iv. Materials, Supplies, and Equipment

UP accepts IPA’s proposed unit costs for the materials and supplies to support IRR
employees. UP accepts IPA’s designation of three vehicles, but adjusts the unit costs to reflect
usage of all-wheel drive (“AWD?”) vehicles purchased in Provo, Utah. 7 In addition, IPA
omitted any fuel and maintenance costs for the company vehicles required by IRR. UP has

added those costs.®® UP’s corrections to IRR staffing, discussed above, require a corresponding

67 Although IPA’s opening narrative claims the IRR vehicles are AWD, id. at III-D-37, the price
quotes in its workpapers are for standard vehicles purchased in Maryland. IPA Opening
workpaper “III-D-3 Material and Supplies.pdf.”

68 UP Reply workpaper “IRR Operating Expenses Reply.xlsx.”

II1.D-39



increase in the total expenditure for materials, supplies, and equipment. Table II1.D.12 below

summarizes these expenditures.

Table I11.D.12
IRR Materials and Supplies

IPA Reply Difference | Percent
Desks, Chairs, Etc. $ 8,126 | $ 11,996 | § 3,870 48%
Copier Maintenance Contracts $ 864 | $ 1275 | $ 411 48%
Utilities $ 40,000 | $ 59,048 | § 19,048 48%
Automobiles $ 17,128 | $ 31,007 | $ 13,879 81%
Travel Budgets $ 120,000 $§ 144,000 $ 24,000 20%
Office Supplies $ 6,406 | $ 9,456 | $§ 3,050 48%
Outside Services $ 968,155 $§ 1,352,925 | $ 384,769 40%
Sub Total $ 1,160,679 | $ 1,609,706 | $ 449,027 39%
IT Capital $ 306,666 $ 352,051 | $ 45385 15%
IT Expense $ 2,396,875 | $ 2,396,094 | § (781) 0%
Total $ 3,864,220 | $§ 4,357,852 | $493,632 13%

Source: UP Reply workpaper “IRR Operating Expense Reply.xlsx.”

V. Other

(a) IT Systems

IPA claims IRR’s operations are similar to or smaller than the SARR operations in WFA [
and other small SAC cases, and that IRR therefore does not need “colossally expensive
mainframe systems.”69 UP agrees that IRR does not need complicated computer and
communication systems. However, IRR will need a more comprehensive IT system than IPA
provided.

As stated above, IRR will need two Systems Analysts to create the integration processes
necessary to coordinate the various stand-alone systems so that data from one system will flow

through to other systems. To facilitate the development and maintenance of the systems required

% IPA Opening Nar. at III-D-38.
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to allow IRR to function in an efficient manner, Mr. Brown concludes that a separate test and
development system will be required. This will allow IRR’s IT staff to develop new systems
without putting the primary system at risk. UP specifies a test and development system identical
to the system specified by IPA to run the IRR Network System. The test system also provides
for full storage capabilities to permit IRR to back up data generated and maintained by the stand
alone systems.70

This is a minimal amount of back up. IPA points out that it has back up of its operating
system provided by RMI. This is true as far as it goes. But RMI does not back up the data
generated by other IRR systems, nor does it provide any back up in the event the IRR main
network computer fails. UP accomplishes all of this with test and development system, which
could be activated to operate the IRR system in the event of failure of the IRR network
computer.

Since each of the IRR applications systems runs on a Dell PowerEdge T710 server, IPA
provides a single Dell PowerEdge T710 for back up. UP agrees with this strategy.

IPA has failed to provide for email for IRR employees. Mr. Brown concludes that IRR
will need one account for each employee. Email will facilitate communication among
employees and permit them to perform HR functions, crew status checks, and other functions. In
addition, they will require email to communicate with customers, connecting carriers, vendors,
and contractors. In Mr. Brown’s judgment, Microsoft Cloud is the most efficient method for

providing email service to IRR employees.”' This will save IRR the expense of owning,

7 UP Reply workpaper “IRR IT Systems Reply.xlsx.”

"! Cloud computing delivers traditional software functions as a service rather than a product,
providing shared resources, software, and information to computers and other devices over the
Internet.

HI.D-41



operating, and licensing the software necessary to host email internally. Cloud services for email
would cost $585 per month for 175 accounts. ™

UP accepts IPA’s proposals for IRR’s transportation, crew management, dispatching,
revenue accounting, car accounting, general accounting, and human resources management
systems.”

UP accepts IPA’s proposal for network and router equipment, subject to the additions
discussed above.

UP accepts IPA’s plan and per unit price for laptops, PCs and printers. UP revises the
total number of these units purchased to be consistent with UP’s staffing figures.”
UP accepts IPA’s proposals for voice and data communications, software maintenance,
6

Railinc services, and security software.”

(b) Other Out-Sourced Functions

UP accepts IPA’s assumption that IRR will outsource some of its functions and accepts
most of IPA’s proposals on outsourcing, with some revisions. Although IPA recognized the
need for an outsourced employee assistance program (“EAP”), 77 it failed to include EAP costs.

The only outsourcing cost IPA provided for HR is the cost of payroll services, at $44 per person.

72 UP Reply workpaper “Microsoft Cloud.pdf.”

B IPA Opening Nar. at [1I-D-39 to III-D-43.

" Id. at TII-D-43.

75 UP Reply workpaper “IRR Operating Expense Reply.xlsx.”
76 IPA Opening Nar. at I1I-D-44 to III-D-46.

77 IPA Opening workpaper “IRR outsourcing.xls.”
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To account for EAP costs, UP adds $21 per employee per year. This estimate is based on UP’s
actual EAP expenses for 2010.7

IRR provides for outsourcing of some IRR legal services, employing retainers for one
law firm in Utah and a second firm for federal matters. UP accepts this approach; however, IPA
provides no evidence as to how it developed its cost estimate of $50,000 per year for each
retainer. This number is unreasonably low. Even assuming a modest average hourly fee of $250
per hour and no expenses, the proposed retainers would cover only 2,120 hours, or the equivalent
of approximately one full-time attorney. Yet this outside legal expense would have to cover
specialized legal assistance for a wide variety of legal subjects on which two in-house attorneys
could not have the necessary expertise. This would include matters before such regulatory
agencies as the Federal Railroad Administration, the Occupational Safety and Health
Administration, and the Equal Employment Opportunity Commission. In addition, outside
counsel will be needed to advise on state and federal employment, environmental, antitrust, and
insurance issues. IRR will also need outside counsel for occasional litigation matters.

According to a 2006 benchmarking study prepared by the consulting firm of Altman
Weil, total legal spending as a percent of revenue for firms with less than $250 million in
revenue was 0.96%.”° UP adjusts the percentage downward to { } to reflect the decline in

legal spending since 2006.*° Assuming that IRR’s VP Law and one general attorney represent

78 UP Reply workpaper “EAP Cost.pdf.”
P UP Reply workpaper “Altman Weil.pdf,” p. 6.

80 This percentage represents the decline in UP legal spend as a percent of UP revenue during the
same time frame. UP Reply workpaper “UP Legal Spend.xls.” UP’s use of { }is
conservative. According to a 2010 study, legal spend for companies with revenues between
$350 and $600 million was 0.944% of revenue. UP Reply workpaper “Corporate Executive
Board.pdf.” Usually, the lower a company’s revenues, the higher the percentage of revenue
spent on legal expenses. UP Reply workpaper “Altman Weil.pdf,” p. 6. Therefore, IRR’s
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the in house legal spend for IRR, UP estimates the outsourced legal spend to be $530,000,
divided evenly between the state and federal retainers.

IPA also includes expense for outsourced equipment inspection. This covers IPA trains
that are inspected by IPA’s outside contractor. UP concurs with this approach but reduces the
total amount paid to the contractor to reflect the reduced coal traffic volume that UP assumes.

UP accepts IPA’s estimates for Tax, Audit and Claims.®'

() Start-Up and Training Costs

UP accepts IPA’s assumptions on training and initial hiring expense. UP accepts the
process IPA used to estimate ongoing restaffing costs. However, UP does not accept the 3%
attrition rate IPA assumed. IPA failed to provide supporting evidence for this incredibly low
figure. It cited only a training failure rate for MODOC Railroad Academy — not at all the same
as an attrition rate over time after employees are trained.®?

Mr. Brown reviewed UP’s attrition rates by category of employee and uses that data to
estimate attrition that IRR will experience. UP’s actual attrition rates for categories of
employees used by IRR range from 4.3% to 7.8%. Applying these rates to its adjusted IRR
staffing levels, UP calculates that restaffing costs would be $154,167 per year compared to IPA’s

proposal of $54,745.%

percentage of revenue spent on legal expenses likely would be higher than even the 0.944%
figure, let alone the { } UP proposes.

81 All of these calculations can be seen in UP Reply workpaper “IRR Operating Expense
Reply.xlsx,” Tab “Outsourcing.”

82 [PA Opening Nar. at I1I-D-49.
Byup Reply workpaper “IRR Operating Expense Reply.xlsx.”
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vi. Travel Expense

UP accepts IPA’s proposed travel expense calculation of $8,000 per employee at the
manager level and higher, and for the three outside members of the Board of Directors.
However, Mr. Brown believes the Assistant Controller is a manager level position that requires
travel and has applied the travel expense to that position. In addition, UP adds the travel expense
for the two additional manager level employees UP has added to IRR’s G&A staff: a second
Marketing Manager and an Accounts Payable Manager. This results in a total travel expense of
$120,000 for 15 G&A employees, or $24,000 more than IRR’s travel expense for 12 G&A

employees.**

4, Maintenance-of-Way

UP’s maintenance-of-way (“MOW?) plan for IRR was developed by David Hughes.®
Mr. Hughes has over 30 years of experience as a professional engineer in the fields of railroad
engineering, railroad operations, and maintenance supervision. He has substantial experience
with small regional freight railroads, as well as larger railroads.

Mr. Hughes has experience with a broad range of railroads. Early in his career,
Mr. Hughes held numerous positions in the Engineering Department of Southern Pacific
Railroad, including as a General Track Foreman in Utah. As a General Track Foreman, he
inspected track for defects and either personally made repairs or scheduled the repairs by a
maintenance gang. He also supervised the work of section gangs, smoothing gangs, and welders.

In addition, Mr. Hughes served as Bridge and Building Supervisor in Houston, Texas. As a

1
85 Mr. Hughes’ detailed Statement of Qualifications is set forth in Part IV.
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Bridge and Building Supervisor, he was personally responsible for performing annual bridge
inspections and prioritizing bridge maintenance.

Mr. Hughes later served as Vice President of Engineering for the Boston and Maine
Railroad (“B&M?”), where he was responsible for all track structures and signal systems
maintenance, and for planning the reconfiguration and reconstruction of 155 route miles of
mainline. B&M’s size and traffic density were similar to those of IRR.%¢ As B&M was in
bankruptcy reorganization when Mr. Hughes was chief engineer, he gained valuable experience
in effectively maintaining track and structures at the lowest possible cost.

After leaving B&M, Mr. Hughes served as President of Pandrol, Inc. (a manufacturer of
track fastening systems) and Speno Rail Services (a railroad track maintenance contractor),
where he assisted railroads in developing high-performance track components and mechanized
rail and ballast maintenance practices. In those positions, he spent extensive time in the field
observing maintenance problems first hand and devising solutions to those problems.

Mr. Hughes has also served as President of the Bangor & Aroostook Railroad, Chief
Engineer for the National Railway Passenger Corporation (“Amtrak™), and Acting President and
Chief Executive Officer of Amtrak.

Mr. Hughes has also had a long career as a consultant in the rail industry. As a
consultant, Mr. Hughes has performed due diligence reviews of dozens of MOW plans for lines
being spun off by Class I railroads or being bought or sold by private parties. These reviews
generally involved hi-rail inspection trips over lines and interviews with MOW officials
regarding their MOW maintenance organizations and plans for maintaining the lines. Through

the due diligence reviews, Mr. Hughes gained extensive familiarity with the MOW practices of

8 B&M was sold to Guilford Transportation Industries in 1981.
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non-union railroads. These reviews, performed for financial institutions and borrowers, are an
ongoing part of his work, allowing him to keep up to date with the most recent MOW practices.
Mr. Hughes’ testimony addresses the reasonableness of [IPA’s MOW assumptions and the need

to consider real-world evidence in evaluating IPA’s MOW plan.

a. General Approach to Developing the MOW Plan

Mr. Hughes’ MOW plan for IRR follows the precepts approved by theiBoard in prior
SAC cases. In developing his MOW plan for IRR, Mr. Hughes gave particular attention to the
Board’s discussion of the SARR MOW plan in WFA I, which involved an SARR similar in size
to IRR.

Mr. Hughes analyzed IPA’s MOW evidence and developed an IRR MOW organization
from the ground up, taking into account UP practice only when it related to a maintenance task
specific to the IRR lines.®” He called heavily on knowledge and insights gained while
performing MOW due diligence studies related to investments in non-union regional and
shortline railroads. The labor and equipment resources he proposes are closely aligned with the
practices of shortline and regional railroads, adjusted for the increased magnitude of the MOW
task on the higher density, more demanding mainlines on the IRR system.

i Conditions on the IRR Lines

Mr. Hughes carefully reviewed IPA’s proposed MOW plan for IRR and carefully
evaluated the existing territory and lines covered by IRR. In September 2011, he took a three
day hi-rail inspection trip of the lines from Price to Provo and Provo to Delta (located on UP’s

Lynndyl Subdivision). During the inspection trip Mr. Hughes interviewed UP managers of track,

87 Extraordinary ditch cleaning and curve maintenance requirements are examples of
maintenance tasks for which IRR will have special needs, as explained below.
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signal, and bridge maintenance on these lines to get a first-hand understanding of the day-to-day
work that must be performed to keep the railroad functioning adequately and of the unique
characteristics of the lines included in IRR. His summary of the conditions on each track
segment is set out below.

The Lynndyl Subdivision from Milford (MP 577) through Delta and Lynndyl (MP 666)
is 89 miles of generally flat and straight railroad with infrequent curves of less than three
degrees. The subgrade is well drained and stable. Taken together, the characteristics of the
Lynndyl Subdivision create no special challenges for maintaining a railroad moving the
approximately 33 MGT of traffic per year that IRR is assumed to move over this territory.

The characteristics of the Sharp Subdivision change as the line goes from Lynndyl (MP
666) to Provo (MP 750). From Lynndyl to Martmar (MP 676), the line is generally flat with few
curves. From Martmar to Juab (MP 690), the line follows the Sevier River valley with curves
generally in the three to six degree range on a water grade. The railroad closely parallels the
Sevier River and crosses it nine times. The area was flooded in 2010, requiring an estimated
$500,000 in repairs to restore track and roadbed. Over the years, this area has been subject to
less severe seasonal flooding, requiring spot bank repair and increased track maintenance along
the line. From Juab to Ironton (MP 750), the line has intermittent curves of up to six degrees
interspersed with long tangents. The maximum gradient on this stretch is one percent.

The Provo and Green River Subdivisions, which include IRR’s lines from Provo and
Price (MP 619), consist of extremely challenging railroading territory, including the 7,428-foot
high mountain pass at Soldier Summit. The conditions on these Subdivisions sharply contrast
with the mostly benign environment on the Lynndyl and Sharp Subdivisions. The assumed IRR

traffic density of approximately 15 MGT per year is half that on the Lynndyl Subdivision, but
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the axle loads associated with the unit trains of coal that IRR would move over these lines, the
train lengths, the terrain, and the weather combine to make this an extremely high territory with
specialized maintenance needs.

From Ironton (MP 699) to MP 688, the line runs through the Utah Valley, a broad valley
between mountain ranges with curves under three degrees and grades under one percent.
Starting from MP 688, however, the grade and curvature increase toward Soldier Summit (MP
651), with 3.5 miles of curves greater than six degrees and 2.4 miles of curves between eight and
ten degrees on two percent gradients. 88 These stretches of track present unusual maintenance
challenges.*

In addition to the extreme curvature and steep grades, this area experiences constant rock
slides. To protect the track from these slides, UP has installed almost two miles of slide detector
fences between MP 683 and MP 623, covering eight stretches of track. These fences are
connected to the signal system; if a rock slide breaks the detector fence wires, a restrictive signal
is displayed, advising passing trains to operate at restricted speed.go Rock slides on this portion

of track are so pervasive that cuts in some areas must be cleaned several times per year,

B UP’s workpapers contain topographical maps that help illustrate the extreme conditions. UP
Reply workpaper “IPA_SARR Topo.pdf.”

% On mainline railroads, curvature over eight degrees is extremely rare; they typically have no
more than one short curve over eight degrees per 100 miles, even in mountainous territory. Even
curvature greater than six degrees is very infrequent on mainline railroads in mountainous
territory. In fact, curvature between three and six degrees is considered sharp curvature. Curves
over three degrees require high maintenance (including lubrication) to maintain proper track
geometry and lubrication of curves to avoid high rail wear.

% Restricted speed is 20 mph or less. Trains must be prepared to stop short of a blockage of the
track. Photographs of this area that show the fencing and the result of rock slides are included in
UP Reply workpaper “IRR MOW Photographs.pdf.”
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necessitating a year-round ditch cleaning operation that is supplemented periodically with use of
a contracted Herzog Multipurpose Machine.

From approximately MP 671 to Soldier Summit, there is a parallel access road that
provides access to track and trains for maintenance and emergencies. UP maintains and keeps
this road open year round.

From MP 688 to MP 665, the Soldier River meanders adjacent to the embankment on
which the track lies, which results in occasional high water incidents and associated erosion of
the embankment. In 2010, there were several serious high water incidents that resulted in
washouts of the embankment in three locations and incursion into the track, halting railroad
operations temporarily. These washouts were classified as casualty losses. Other years, less
significant high-water damage has been handled as operating expense.

From Soldier Summit to Helper (MP 626), grades are again in excess of two percent,
with 6.7 miles of curves over six degrees and 4.2 miles of extreme curvature over eight
degrees.”’ As noted above, such portions of the track present special maintenance challenges.
The geology in this stretch is similar to that between MP 688 and Soldier Summit, though slide
detector fences are less frequent, and frequency of required ditch cleaning is slightly lower.
Between Helper and CV Spur (MP 616), curvature and gradient are unexceptional.

Winter conditions reduce capital maintenance activity on the UP lines replicated by IRR
from MP 688 to ﬁelper for almost five months, between late November and mid-April, with up
to 18 feet of snow on Soldier Summit. Elsewhere, the lines commonly receive four to five feet

of snow per year, and weather prevents certain track-related maintenance for three to four

' UP Reply workpaper “IRR Track Summary with UP Additions.xlsx,” Tab “Curves.”
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months per year. During that time, snow removal is a major and expensive activity on this line,

along with addressing increased rail failures due to cold weather.

ii. Factors Affecting IRR’s MOW Needs

Without careful assessment of the particular maintenance challenges that IRR will face, it
is impossible to devise a feasible MOW plan for the SARR. In Mr. Hughes’ judgment, IPA’s
proposed MOW plan fails to address many of these particular challenges. Mr. Davis, IPA’s
MOW witness, has failed to recognize critical maintenance needs and has provided for resources
that are insufficient to address those needs. If Mr. Hughes were performing due diligence for a
client looking to acquire the IRR lines, he would never rely on a MOW analysis as obviously
incomplete and unfeasible as the one provided by IPA.

IPA describes four factors that Mr. Davis considered in developing the IRR field MOW
organization: the railroad’s geographic scope (route miles), track miles, and peak-year traffic
volume measured by the gross tons traversing each line segment, and the distances that field
forces must travel to cover their assigned territory.

The four factors IPA lists are relevant, but they are not at all sufficient for analyzing the
necessary maintenance resources for IRR. There are eight other important factors that are key to
understanding the MOW workload and resulting resource requirements of IRR. Those factors,
discussed below, are: curvature, track gradients, type of cross ties, number of mainline switches,
weather conditions, geotechnical conditions, signal equipment, and natural features. Three of
these factors — extent and severity of curvature, the use of wooden ties, and geotechnical
conditions — are especially critical in developing an MOW plan for IRR, especially for the

eastern end of IRR, where IRR’s coal trains operate.

%2 IPA Opening Nar. at III-D-55.
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The length of curved track and the severity of curvature. The length of curved track is
an important measure of the quantity of track that will require more frequent maintenance. The
more severe the curvature, the greater the added maintenance per mile of track to maintain the
track gage, surface, and alignment.

The extent and severity of curvature on IRR are extraordinary. IRR has 100 times more
extreme curvature, 16 times more severe curvature, and three times more sharp curvature than
would be expected on a normal railroad with normal maintenance requirements.”> That
curvature is concentrated on the portion of IRR from MP 688 over Soldier Summit to Helper,
with a small portion on the Sharp Subdivision. Sharp curves make up 9.4% of IRR track, severe
curves make up 4.8% of IRR track, and extreme curves make up 3.0% of IRR track.”* These
high degree curves (over three degrees) require many times more surfacing, alignment, gaging,
lubrication, grinding, and rail and tie renewal than common curves and tangents. The sharper the
curvature, the greater the maintenance requirement. As IPA recognizes, though without mention
of the extent or severity of curvature on IRR, “[m]ost surfacing and lining takes place in areas
featuring the highest number of curves.”*

Wood ties. The high lateral forces that are generated in sharp curves will cut the life of
wooden ties between MP 688 and Helper to between one third and one quarter of tie life

elsewhere on the IRR system. Even though IPA employs Pandrol clips, tie plates, and screw

spikes, tie life in these curves will be seven to ten years, compared to 25 years elsewhere on the

% UP Reply workpaper “Analysis of Curvature.pdf”’; UP Reply workpaper “IRR Track Summary
with UP Additions.xlsx,” Tabs “Analysis of Track Geometry” & “Curves.”

% As noted above, “sharp” curves have between three and six degrees of curvature; “severe”
curves have between six and eight degrees of curvature, and “extreme” curves have more than
eight degrees of curvature.

% IPA Opening Nar. at III-D-62.
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IRR system.”® Between major tie renewal cycles, constant track gaging with spot installation of
ties will be required.

Track gradient. The track gradient is the main determinant of the amount of traction and
braking forces on the track. High traction and braking forces work to shift track longitudinally
(and in extreme cases, laterally), causing rail pull-aparts and bunching of track (leading to track
buckles), both of which increase track maintenance.

Number of mainline switches. Mainline switches are among the highest maintenance
items in the track. They require frequent inspection and adjustment and must be welded from
time to time to maintain a smooth running surface. In signaled territory, they may also have
insulated joints that require maintenance and replacement.

Weather conditions. Weather conditions determine the amount of moisture and range of
temperatures to which the track is exposed. Heavy snow, as is common in IRR territory, requires
switches to be fitted with switch heaters or cold air blowers to prevent snow from rendering
switch points inoperable. Snow removal equipment requires routine servicing and maintenance.
Other snow fighting operations include clearing yards and roads of snow and sometimes clearing
the mainline. Soldier Summit has received as much as 18 feet of snow in a single season, and
average snowfall is almost ten feet. %7 Other areas on IRR lines commonly receive four to five

feet of snow per year.

% Mr. Hughes’ opinion regarding tie life is based partly on his experience as chief engineer of
B&M and an early adopter of Pandrol clips in the late 1970s on the Fitchburg mainline of the
B&M, a line carrying 20 MGT, close to the 15 MGT that IRR will move over the Provo
Subdivision. His opinion is also supported by his field experience working with railroad MOW
customers as president of Pandrol for five years.

97 Western Regional Climate Center data, available at http://www.wrcc.dri.edu/cgi-
bin/cliMONtsnf.pl?utsold.
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Geotechnical conditions. The geotechnical conditions between MP 688 and Helper on
the Provo Subdivision are some of the most unusual conditions found in mountain railroads.
Much of the material above the track on the side hill cut is a conglomerate material made up of
boulders interspersed with finer material with a small amount of clay binder that is easily washed
out. The finer material continuously weathers away, exposing more and more of the boulders
until the boulders finally fall, sometimes from high altitudes, down the slopes and onto the track.
As noted above, UP has placed slide detector fences in locations where these events occur most
frequently. These detector fences are connected to the railroad signal system, so trains receive
early warning of possible track blockages ahead.

Maintenance of the track under these conditions requires constant cleaning of both
ditches behind slide detector fences and ditches without slide detectors, principally in the 62
miles between MP 688 and Helper. UP cleans some cuts six times per year to keep them clear
and to provide a landing place for falling material. If the ditches are not kept clean, falling
material would spill over the clogged ditch onto the track.*®

The type, location and amount of signal equipment to be maintained. The type and
amount of signal equipment, the travel time between equipment locations, and the experience
and skill of the maintainers determine the requirement for signal maintainers. Even on lines
without train movement control signals, there are signal protected highway grade crossings that
require testing and maintenance.

Natural features. Any MOW plan must account for natural hazards that may cause

service outages. For example, IRR is subject to seasonal flooding on the Provo Subdivision

% UP Reply workpaper “IRR MOW Photographs.pdf” (photographs of line conditions).
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between MP 688 and MP 660 and on the Sharp Subdivision between Martmar (MP 676) and
Juab (MP 690).

In contrast to Mr. Davis’ MOW plan, which fails to take into account all relevant factors,
Mr. Hughes” MOW plan is based on a detailed assessment of all of the factors discussed above,
including the projected traffic densities, physical conditions, and extraordinary curvature,
geotechnical, and weather conditions that exist on IRR. His plan is specifically tailored to the
maintenance needs of the various line segments.

b. MOW Personnel
UP’s plan for the IRR’s MOW personnel (employee) requirements, as compared to IPA’s

plan, is summarized in Table III.D.13 below.
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Table II1.D.13
IRR MOW Personnel

IPA No. of | UP No. of

Position Employees | Employees

HQ Office/Supervisory (based at Lynndyl)
Track Engineer
Project Engineer
Compliance Engineer
Communications & Signals Engineer
Bridge Engineer
Engineer of Budgets, Safety & Training
Resource Coordinator
Subtotal

slo|=|=|—|lc|lo|—~
O\ = | |t | rt | et | et | bt

Field
Roadmasters
Assistant Roadmasters
Track Crew Foremen
Track Crew Members
Curve lubricator repairman
Roadway Machine Operators (maintenance)
Welders/Helpers/Grinders
Roadway Equipment Mechanic
Smoothing Crew Foreman
Smoothing Crew Member/Machine Operator
C&S Supervisor
Signal Maintainers
Signal Technician/Inspector
Communications Technician
Communications Maintainer
B &B Supervisor
B &B Inspector
B&B Machine Operator (bridge crane)
B &B Foreman
B &B Carpenter/Helper & Water Service
Subtotal

»—an—-;—t.—-.—a»—-.—-.—a\].—a.p[\)»—tmc\»—-s.pw[\)

%._-._-.—..—..—..—-.—-ow»—u—.—-—-h-hooo-hww

56

Total 62

Track miles per MOW employee 7.2 5.0
Source: UP Reply workpaper “UP MOW Costs.xlsx.”

=
(7]

Mr. Hughes’ MOW plan results in a ratio of 5.0 track miles per MOW employee, an even

leaner organization than the 4.0 track miles per MOW employee plan adopted by the Board in
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WFA 1% By contrast, IPA’s MOW plan reflects a ratio of 7.2 track miles per MOW employee.
[PA’s high ratio of track miles maintained to MOW employees compared to WFA I and UP’s
MOW plan reflects Mr. Davis’ failure to account for all of the maintenance tasks that must be
performed and to provide the manpower to perform them. Stated simply, Mr. Davis’s MOW
plan is not feasible for a railroad with the characteristics of the IRR system.

c. MOW Organization by Function

Mr. Hughes’ judgment concerning the proper staffing for IRR’s field MOW organization
is guided by the eleven factors enumerated in Section III.D.4.b. The general office MOW staff
(which reports to the Chief Engineer) provides adequate supervisory and administrative support
to the field forces, prepares the annual MOW budget and supervises contractors in their
performance of MOW work. The field and office support personnel requirements of each MOW

function are discussed below.

1L Track Department
As noted above, Mr. Davis’ plan fails to take into account the additional maintenance
IRR track will require due in large part to: (a) the extraordinary curvature of IRR’s lines, which
necessitates higher levels of track surfacing and gaging, lubrication and general mainten:;nce;
(b) the unstable geotechnical conditions along IRR’s lines, which will require IRR to engage in
constant maintenance activities; and (c) extreme weather, which will burden the performance of
work and restrict the movement of MOW forces on IRR. Taking these factors into account,

Mr. Hughes recommends that IRR’s Track Department consist of 42 employees, organized into

the positions shown in Table III1.D.14 below. Mr. Hughes’ provision for 42 track employees (13

P WFA I, slip op. at 57, Table C-6.
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more employees than Mr. Davis provides) is similar to the total of 54 track employees that the
Board accepted when it adopted the shippers’ extremely lean MOW plan in WFA 1'%
The annual compensation associated with each position in UP’s MOW plan is consistent

with the compensation assumed in IPA’s MOW plan.

Table I11.D.14
IRR Track Employees
. No. of Comp. Per

Position Employees Empl:oyee Total Comp.
Track Engineer 1 $102,592 $ 102,592
Projects Engineer 1 $ 93,536 $ 93,536
Roadmasters 2 $ 93,536 $ 187,073
Assistant Roadmasters 3 $ 79,391 $ 238,174
Track Crew Foremen 4 $ 65,097 $ 260,388
Track Crew Members 12 $ 49,673 $ 596,071
Curve lubricator repairman 1 $ 56,775 $ 56,775
Roafiway Machine Operators 6 $ 56,775 $ 340,651
(maintenance)
Welders/Helpers/Grinders 5 $ 58,481 $ 292,403
Roadway Equipment Mechanic 1 $ 58,481 $ 58,481
Smoothing Crew Foreman 2 $ 65,097 $ 130,194
Smoothing Crew
Member/Machine Operator 4 $ 36,775 $ 227101

Total: 42 - $ 2,583,440

Source: UP Reply workpaper “UP MOW Costs.xlsx.”
General Office Staff. UP agrees with IPA that the IRR Track Department should be

1%l This individual is responsible for maintaining all IRR track

headed by the Track Engineer.
and ensuring that the track operating and capital budget are properly prepared, overall

management of the track maintenance program, supervision of the Project Engineer and

190 prrg 1, slip op. at 60.
T 1PA Opening Nar. at I1I-D-56.
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Roadmasters, and ensuring that his function is in compliance with applicable company and
regulatory requirements.

Roadmasters and Assistant Roadmasters. The Roadmasters are IRR’s principal field
track maintenance supervisors. They are responsible for day-to-day track maintenance in
assigned geographic districts. There will be two roadmaster districts for IRR, each headed by a
Roadmaster. The specific territories, for which each Roadmaster is responsible, by subdivision
and milepost, are shown in Table III.D.15 below.

Table II1.D.15
Roadmaster Territories

Roadmaster | Route Track Territo
Territory | Miles | Miles ’y
Includes Pleasant Valley Branch, CV Spur, all of
1 118.1 139.9 Green River Sub main track, Provo Sub main
' ’ track and between Provo and the East Switch at
Payson (MP 737.1) on the Sharp Sub.
Includes the IRR portion of the IPP Industrial
5 160.6 189.9 Lead, all of the Lynndyl Sub main track and
' ) between Lynndyl and the East Switch at Payson
(MP 737.1) on the Sharp Sub.
Total 278.7 329.8

The sole difference between these territories and those proposed by IPA is that the
dividing point between the two territories is MP 713 (on the Sharp Subdivision) in the IPA plan
and at the East Switch at Payson (MP 737.1) in UP’s plan.'” In Mr. Hughes’ judgment, his
division of the territories will better balance the workload.

Territory 1 is shorter than proposed by IPA, reflecting the additional maintenance that

will be required for the more difficult terrain, greater curvature, more extreme weather and

192 IPA Opening Nar. at I1I-D-57.
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grades on the route traversing Soldier Summit. Territory 2 is longer, reflecting the lower
maintenance requirements of the largely straight, flat track of the Lynndyl and Sharp
Subdivisions.

Mr. Hughes accepts Mr. Davis’ plan to have three Assistant Roadmasters perform track
inspection Monday, Tuesday, Thursday and Friday.'® However, Mr. Hughes does not accept
Mr. Davis’ claim that these Assistant Roadmasters could perform substantial additional tasks on
the Wednesdays that they are not inspecting track. No doubt they could help organize vehicle
maintenance and do other odd jobs that come up on Wednesday or that can wait until
Wednesday, but realistically, the Roadmaster cannot rely upon them for help with important
matters. That leaves a broad range of activities that must be accomplished without anyone
designated in the IPA plan to perform them. Mr. Hughes therefore provides the additional
position of Projects Engineer to support the Track Engineer and the Roadmasters by handling the
preparations and logistics for and supervising the various inspection and contract maintenance
activities such as rail grinding, vegetation control, ultrasonic rail inspection, track geometry
testing, track strength testing, and switch inspections. Combined, these activities would take
about half of the time of the Projects Engineer. The remaining time would be used handling
preparations and logistics for capital programs and supporting the Track Engineer and
Roadmaster in developing capital programs and working with state and local road agencies and
public utility companies on public works projects and utility crossings. This constant stream of
activities is much too time consuming for either the Engineer of Track or the Roadmasters to

accomplish.

103 Id
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Track Crews. UP and IPA both provide for four track crews. However, the three-person
track crews proposed by IPA are undersized and underequipped for a mainline railroad like
IRR. 104

Mr. Hughes provides for four-person track maintenance crews, consistent with the crew
sizes agreed upon by the parties and accepted by the Board in WFA4 L. 195 IPA assumes, and
Mr. Hughes agrees, that in the case of IRR, track maintenance can be done between trains
without adding to track capacity, but only if those crews are fully equipped and fully manned
mainline track maintenance crews. To successfully work between trains in a mainline
environment, it is important that track crews are able to move in, complete their work quickly,
and move out. The three-person crews with a light duty maintenance truck (discussed below)
proposed by Mr. Davis are more appropriate for branch line maintenance, where more track
occupancy time is available for maintenance. Mr. Davis asserts that the availability of a backhoe

and dump truck mitigates the need for additional forces. e

Mr. Hughes believes that a backhoe
and dump truck are essential resources for a properly equipped roadmaster territory and help the
Roadmaster maintain the territory with only two crews, but they are not a substitute for an
adequate number of men on each track crew.

Mr. Hughes also provides for one Curve Lubricator Maintainer position. IPA’s plan calls
on track maintenance crews to maintain curve lubricators. On Roadmaster Territory 2, where

there are just 41 curve lubricators clustered together on the west end of the Sharp Subdivision

and no curve lubricators on the Lynndyl Subdivision, the track maintenance crews can

194 1d. at III-D-58.
195 wET I, slip op. at 58.
1% IPA Opening Nar. at I1I-D-59.
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reasonably maintain the curve lubricators. However, on Roadmaster Territory 1, where there are
225 curve lubricators, many protecting severe to extreme curves, the addition of a curve
lubricator maintainer is necessary. Even short-term outages of a curve lubricator in this territory
can have serious rail wear consequences in areas of extreme and severe curvature.

IPA argues that maintenance crews can take on the work of a curve lubricator repairman.
However, experience has shown that curve lubricators maintained by section forces gradually
fall into disrepair because curve lubricator maintenance has lower priority than broken rails and
other urgent work performed by track maintenance crews. For IRR, Mr. Hughes has chosen a
middle road, employing a curve lubricator repairman on Roadmaster Territory 1, where there are
225 lubricators, many protecting extreme curves, and relying on the maintenance forces on
Roadmaster Territory 2, where there are only 41 lubricators and no extreme curvature.

In addition to under-manning his track crews, Mr. Davis has equipped them with a light
duty maintenance truck that is more appropriate for branch line maintenance than the mainline
maintenance activities that will be required on IRR.

Mr. Davis’ proposed gang truck is based on an F650 or F750 chassis (IPA does not
specify which) with an articulated crane of unspecified capacity.'®’ This truck is a light duty
track gang truck with limited capacity and flexibility that makes it relatively slow in performing
maintenance tasks. Mr. Davis says that the truck will “allow the crew to load 39 foot rails, frogs,
switch points, switch ties, cross ties and other materials necessary to perform track

maintenance.”'® But contrary to Mr. Davis® assessment, the truck he selected can neither lift

197 IPA Opening workpaper “MOW Costs Final.xlsx,” Tab “Annual MOW Equipment Cost,”
cells U23 & Y23.

19 JPA Opening Nar. at I1I-D-85.
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199 and its capacity to handle other track material is

nor carry a #15 frog weighing 7,100 pounds,
highly limited, though the degree of disability is uncertain since Mr. Davis is unclear about the
vehicle and equipment he is proposing. The F650 and F750 chassis he proposes are medium
duty truck chassis with a gross vehicle weight rating (“GVWR?”) of 26,000 pounds to 37,000
pounds, depending on the model.''® Normally, light gang trucks in this GVWR range can carry
only a 19.5-foot rail plug or at most a single 39-foot rail for repairing broken rails, and their
carrying capacity for ties and other track material is quite restricted because the weight of a
crane, utility body, lift gate, tools, crew, fuel, and other equipment that they must carry consumes
most of the vehicle’s carrying capacity.'!!

On the other hand, a full-function mainline track maintenance truck, such as UP
specification 8606,''? requires at least a heavy duty 54,000-pound GVWR chassis. Many Class I

railroad mainline gang trucks are built on even heavier chassis. The advantage of the full-

function gang truck is the ability to carry a reasonable amount of track material plus two rails

168 Delivery of a #15 rail bound manganese frog would require a tractor with a 40-foot trailer.
Need for a tractor-trailer is infrequent, and it would be hired on the few occasions when it is
necessary.

119 GVWR is the maximum total weight of a vehicle when loaded, including passengers, fuel,
equipment and material.

" For example, the GM5500 chassis has a 26,000-pound GVWR. with a 15,100-pound empty
weight, leaving a 10,900-pound available payload. The upfit equipment (i.e., the utility body,
crane, and all of the equipment and supplies that are added to the bare truck chassis) adds over
8,200 pounds, leaving only 2,700 pounds for material. A single 132 pound, 30-foot switch point
that the truck would frequently need to carry weighs 2,730 pounds, meaning the truck would be
overloaded even if it did not carry a single spike, tie plate, angle bar or bold, and most trucks
always carry approximately 1,000 pounds of these items to perform routine maintenance.

"2 Eor specification, see UP Reply workpaper “UP MOW Vehicle Spec Report.xlsx,” Tab
“Track Gang Truck with Crane.”
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overhead to facilitate rail replacement behind the ultrasonic rail inspection car''® and to support a
larger crane that can handle heavy materials at greater boom extension distances and wider boom
angles. The higher capacity crane shortens the time required to perform maintenance tasks.
While a crane sized for a lighter truck might be able to lift a particular load, it could not lift it at
the boom angles and distances required to work quickly and efficiently. Railroads have moved
more and more to heavier vehicles on mainlines in recent years because of the flexibility and
capacity they provide. Even with a high GVWR chassis, overloading is a common problem, and
railroads have been fined for operating these vehicles overloaded on highways.

Roadway Machine Operators. Mr. Hughes has provided for six roadway machine
operators for general maintenance, two more than are specified in IPA’s plan.' 4 AsinIPA’s
plan, Mr. Hughes assigns one operator to each of two backhoes, with one backhoe assigned to
each roadmaster district. The two roadway machine operators operate the excavator and a
Prentice loader, as in the IPA plan. The two additional roadway machine operators provided in
Mr. Hughes’ plan operate a second Prentice Loader and the rotary dump truck, for which IPA
provided no operator.

In Mr. Hughes’ judgment, IPA’s provision for only one Prentice loader truck would be
inadequate in view of the distances and driving times and the severe weather on IRR. Road
connections between the Lynndyl Subdivision and the Provo Subdivision run through mountains

and are circuitous. Much of the work of the Prentice loader trucks will be in the winter when rail

113 1t is common for the detector car to find far more defective rails in a day than a track gang can
replace in a day. Replacing defective rails discovered with the detector car may take two to three
weeks after the detector car has left the district. A large truck can do this work much more
quickly than a truck of limited capacity.

14 IPA Opening Nar. at I1I-D-59. Additional machine operators are assigned for other
maintenance functions, such as smoothing crews and a gaging crew. Track crew members who
operate a Hi-rail Boom Truck, are not considered machine operators.
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failures and switch component failures are higher and when travel times are often longer due to
Snow or ice.

In Mr. Hughes’ judgment, one Prentice loader truck (the key vehicle for material
handling) must be available for material distribution and to respond to emergencies in each
Roadmaster Territory.

UP and IPA both assign a hi-rail, rotary dump truck to work with the excavator, which is
used to maintain IRR’s ditches. The dump truck is also used to transport ballast, crushed rock or
other materials needed for various MOW activities. The IPA MOW plan does not include a
separate operator for the rotary dump truck. In Mr. Hughes’ judgment, an efficient material
handling operation requires a separate operator to position the truck for loading, maneuver the
truck, and drive it to and from an unloading site. When the rotary dump is at the work site, the
rotary driver repositions the truck for loading as the excavator moves ahead. When the truck is
loaded, the driver takes it to the end of the cut and dumps the load. While the truck is gone from
the worksite, the excavator operator continues working on slope grading and staging material for
quick loading when the truck returns. A separate operator is particularly needed if the truck is
occupying the main track while being loaded. A separate operator is also needed when moving
the equipment between work sites along the track as a single operator cannot move both
machines. Moreover, one-man heavy equipment operations adjacent to mainline track
operations, and in an isolated area, is simply a poor safety practice.

IPA suggests that the combination of the excavator, rotary dump and roadmaster
backhoes would be adequate to keep the ditches clean.!’> Based on his discussion with UP’s

local Roadmaster and UP’s Manager of Track Maintenance covering the Provo Subdivision,

"5 IPA Opening Nar. at III-D-59.
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Mr. Hughes has concluded that this equipment would not be adequate to keep IRR’s ditches
clean. Currently, UP uses a similar complement of equipment with even more ditch cleaning
capacity on a full-time basis to clean ditches on both sides of Soldier Summit, but this has not
been adequate to keep the ditches clean without use of a special purpose contract ditch cleaner.
IPA simply underestimates the magnitude of the ditch cleaning task on IRR. IPA asserts
that “much of the UP roadbed underlying the lines being replicated by IRR is on fill or
embankment with no parallel ditches except in cut sections. Thus, much of the IRR route does
not feature ditches that need cleaning or repairing.”''® However, a large proportion of IRR
between MP 688 and Helper is built on side hill cuts where one slope rises high above the
railroad and there is fill on the down slope side of the track.'"” The side hill cut slopes
throughout the MP 688 to Helper section are highly unstable. It is in these unstable side hill cuts
where extensive ditch cleaning is required. As discussed in more detail below in the section on
non-program MOW work performed by contractors, Mr. Hughes concluded that to adequately
maintain the ditches for IRR, full-time use of an excavator or bucket loader is required, as is use
of a special purpose rail mounted ditching machine for approximately 60 days per year.''®
Welder/Helpers/Grinders. The IPA MOW plan for IRR employs two, two-person

welding crews, one for each of the two roadmaster districts.'"

Mr. Hughes concurs that one
welding crew for each roadmaster district is adequate, considering the gross tonnage over the
lines and the number of turnouts to be maintained. However, he provides for a three-person crew

in Roadmaster Territory 1. Due to high fire hazard during most of the year in Roadmaster

116 77

"7 UP Reply workpaper “IRR MOW Photographs.pdf.”

118 UP Reply workpaper “MOW Costs F inal.xlsx,” Tab “UP Annual MOW Equipment Cost.”
' IPA Opening Nar. at I1I-D-60.
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Territory 1, a third person (designated a fire watcher) is assigned solely to observe hot work and
the resultant hot material and ensure that products of hot work do not become airborne. The
welding crew may take other fire mitigation steps, including full tenting of a hot work site, if
dictated by the fire risk assessment.

In making his judgment about proper staffing, Mr. Hughes considered UP’s current
practice for lines in this territory. UP’s required fire mitigation actions will depend on the results
of a Fire Risk Assessment of 13 factors that must be assessed prior to starting work at each work

120 The Risk Assessment results in a numerical score. A score of 33-54 signifies low risk of

site.
fire, as when the ground is covered with snow. A score of 55-69 signifies a moderate risk of fire,
reflecting conditions such as precipitation within the three previous days and humidity between
25% and 50%. A Fire Risk Assessment score above 70 signifies high fire risk, based on
conditions such as low humidity, high temperature, and no precipitation within three days. If the
fire risk is determined to be moderate or high, a fire watcher is required, along with other
preventive measures. Except during the winter months when the ground is snow covered, risk on
the Provo Subdivision is almost always high or moderate, requiring a fire watcher.

UP adopted these fire prevention measures as a response to fire incidents that resulted in

large property losses and liability claims. While IRR would not be obligated to adopt the same

policies, Mr. Hughes believes that if IRR management ignores the lessons of experience, it

120 The factors considered in the Fire Risk Assessment are elevation, slope, slope facing,
emergency access, fuel type, adjacent property, fire danger class, time of day, distance to
vegetation, wind speed, temperature, humidity and precipitation. UP Reply workpaper “Fire
Risk Assessment.pdf.”
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would face fire damage claims and the costs of defending them, as well as claims for the costs
associated with evacuations in the event of fires.'*!

Mr. Hughes assigns each welding crew a hi-rail flatbed truck equipped with a self-
contained, diesel-driven electric welding generator, cable crane winches for handling molds, and
oxygen and acetylene tanks, as well as necessary hand tools and other welding equipment.

Roadway Equipment Mechanic. Mr. Hughes agrees that one roadway equipment
mechanic is adequate for IRR.'?

Gaging Gang. IPA’s MOW Plan disregards the need for extensive track gaging —
ongoing work that will be required due to long distances of IRR track with sharp and extreme
curvature. The two three-person maintenance crews that IPA proposes for IRR’s Roadmaster
Territory 1 could not possibly handle the gaging workload on those lines.

The need for gaging arises due to IPA’s proposed use of wooden ties in track
construction (though concrete ties would also require extraordinary maintenance of pads,
insulators, clips and the rail seat area of ties given the extreme nature of curvature on IRR). High
lateral forces exerted by wheels against rails (the higher the degree of curvature, the higher the
forces) will cause the wood holding the screw spikes to fail, permitting the distance between the
rails to increase beyond allowable FRA track safety limits. UP currently performs an annual
track strength measurement on lines replicated by IRR using a Gage Restraint Measurement

System (“GRMS”) to prioritize gaging work. 123 Without using this measurement system and the

121 JP Reply workpaper “Utah National Guard Chief Takes Blame for Fire.pdf.”
122 IPA Opening Nar. at I1I-D-61.

12 The Holland Company currently performs track strength testing for UP using GRMS on the
lines included in IRR to ensure the gage strength integrity of the track. GRMS tests track
strength by applying a 10,000-pound lateral force to spread the rails and measuring the resultant
widening of the track gage. This is critically important in the high curvature section of MP 688
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follow-on gaging work, IRR cannot assume that it will have the same low rate of random outages
(based on UP experience) that IPA’s RTC modeling relied upon in developing IRR’s operating
plan.

To restore the track to proper gage, screw spikes in the curve must be removed, the holes
plugged, and the rails pulled together to the proper gage, which may require adzing the tie so it is
flat under the tie plate. Once the rails are properly spaced, and the tie plate sits flat on the tie, the
screw spikes are again driven into the tie to hold the rails at the proper gage. Where damage to
the spike hole is too severe to permit plugging and respiking, ties must be replaced. In sharp and
extreme curves, tie life can be as short as five years, compared to perhaps 25 years on tangents.
Thus, maintenance gangs may need to install many new ties before ties are changed out by a tie
gang under a capital program.

IRR will require a seasonal gaging crew four months per year to maintain track gage,
principally on the Provo Subdivision. IRR has almost 29 miles of sharp curves (greater than
three degrees) that require curve lubricators and frequent maintenance.'?* Of those, almost 15
miles are severe curves of over six degrees, and over nine miles are extreme curves of between
eight degrees and ten degrees. The significance of these figures becomes clear when a
comparison is made with the curvature found on a normal railroad.

As UP’s workpapers show in detail, curved track makes up 18% of the track miles on

IRR, as compared with 15% of miles on a typical western railroad.'”> However, IRR has 100.5

to Helper area on the Provo Subdivision. This technology has been widely adopted by many
railroads in recent years as an effective method to avoid wide gage derailments and to plan tie
renewal programs.

124 UP Reply workpaper “Analysis of Curvature.pdf.”
125
Id
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times more extreme curvature, 16.1 times more severe curvature and 3.1 times more sharp

curvature than a typical western railroad. '

Mr. Davis’s failure to adjust his analysis to take this
dramatic physical characteristic into consideration reflects his misunderstanding of the
magnitude of the maintenance that will be required by IRR.

To remedy IPA’s oversight regarding required tie maintenance for IRR’s curved track,
Mr. Hughes has provided for a gaging crew for four months consisting of nine men, including a
foreman, five roadway machine operators (screw spike puller, gager/spiker, tie remover/inserter,
tie crane operator, adzer) and three track workers, two of whom are licensed truck drivers. ad
The crew is equipped with a crew cab pickup truck and one stake bed truck similar to that
provided to the smoothing crew. The gaging crew is also supported by the Prentice loader
(discussed above). The smoothing gang works behind the gaging crew to smooth the disturbed
track.

Smoothing Crew. Smoothing is necessary to eliminate irregularities in the track
geometry that develop over time. IPA’s proposal to use one two-person smoothing crew is not
feasible in view the frequent lining and surface maintaining that will be required on IRR’s lines
in the Provo and Green River Subdivisions.'?® Mr. Hughes proposes two standard three-person

smoothing crews, consisting of a foreman, a tamper operator, and a ballast regulator operator.

Each smoothing crew is assigned a tamper and a ballast regulator. The tamper is used to lift and

126 74 Only 0.03% of track on a typical railroad consists of curves over eight degrees, while
2.0% of IRR consists of curves over eight degrees. Id.

127 Gaging cost calculations are shown in UP Reply workpaper “Curves and Gaging.xlsx,” Tab
“Gaging Cost Summary”; gaging cost is then included in UP Reply workpaper “UP MOW
Cost.xlsx,” Tab “UP Annual MOW Expenses.”

IRR will also require MOW storage tracks for the gaging crew’s machinery off of the passing
sidings at MPs 639, 660 and 677 to minimize time lost traveling to and from worksites.

128 IPA Opening Nar. at III-D-61.
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line track. The ballast regulator is used to move ballast, restore the roadbed section and shoulder
ballast, fill the cribs with ballast and sweep excess ballast from the track following surfacing and
lining.

Mr. Davis would have the foreman also operate the one of the machines.'” However,
the foreman is responsible for the occupancy of the track and the safety and quality of the work
performed. The foreman could, however, serves as a backup operator when one Roadway
Machine Operator is on vacation or otherwise not available.

IPA correctly observes that “[m]ost surfacing and lining takes place in areas featuring the
highest number of curves.”'*® Yet, IPA’s MOW plan fails to take into account the magnitude of
the challenge of maintaining curves on IRR, as discussed above. Mr. Hughes concludes that one
crew could not keep up with the surfacing workload on the two roadmaster territories. UP
managers of track maintenance advised Mr. Hughes that UP currently assigns two smoothing
crews to the IRR territory and that those crews are insufficient to remove the need for some
speed restrictions between runs of the track geometry car.

Under Mr. Hughes’ plan, one smoothing crew will be busy full time with maintaining
track on the sharp curvature and steep grades on the Provo Subdivision and the remainder of
Roadmaster Territory 1, along with surfacing behind gaging work. The second smoothing crew
will be occupied with surfacing on the Lynndyl and Sharp Subdivisions, with their higher speed
and heavier traffic density, and on the curves on the west end of the Sharp Subdivision. (The
lengths of the two roadmaster territories, 139.9 and 189.9 miles, reflect, in part, the different

surfacing workload on each territory.) IPA states that IRR’s new track structure makes it

129 1d. at III-D-62.
130 Id.
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unlikely the railroad will suffer from surface or line irregularities during the first ten years of
IRR’s existence.'>' In Mr. Hughes’ judgment, that is an erroneous assessment. In fact, extra
smoothing can be expected on a newly constructed railroad. While construction specifications
call for uniform compaction and even specify how that compaction shall be accomplished, there
is inevitably somewhat uneven compaction of the embankment that results in some differential
settlement between cuts and fills and at bridge abutments and over culverts. Keeping up with
surfacing in response to this track settlement requires more smoothing capacity than simply
maintaining track that has been in place for decades.

Even apart from the effects of differential settlement, periodic smoothing will be
necessary to keep new track up to standards and avoid speed restrictions. On IRR’s Lynndyl
Subdivision, traffic density is assumed to be 33 MGT per year over FRA Class IV track.
Maintaining Class IV track geometry will require frequent spot tamping to avoid speed
restrictions and out of face tamping every two to three years. The Sharp Subdivision is likewise
to be maintained to Class IV standards and will require periodic spot tamping and lining,
particularly in the curves on the west end of the subdivision. In addition, occasional tamping of
switches and some tamping in yards will be required. The Provo Subdivision is lighter density,
but it still has traffic of 15 MGT per year over steep grades and extreme curvature, and IPA
assumes it will be maintained to FRA Class IV standards. This territory will require spot
surfacing on a regular basis, and the smoothing crew will also support the gaging gang.

IPA suggests that UP’s experience on these lines is irrelevant because “[e]ven where
existing railroads have installed CWR, it usually replaced older, jointed rail whose joints took a

pounding that tended to damage the roadbed over time. The IRR does not maintain any old

Bl kg
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roadbed that has been pounded/ damaged by trains running over jointed rail for many years.”'*?

However, UP’s experience is not affected by the condition of the roadbed before installation of
CWR. Those effects have long since disappeared on Class I railroads, as track has been tamped
many times, new ballast has been added, ties have been replaced, and decades have passed
without rail joints in place. All of these activities have tended to break up the dirty ballast
pockets that resulted from joints. If residual effects of having rail joints in the UP track had

remained, Mr. Hughes would have observed them during his hi-rail inspection. He did not.

* * *

In assessing IPA’s and UP’s MOW plans for track maintenance, it is useful to compare
the ratios for track employees reflected in WFA I. In that case, the Board accepted a ratio of 7.2

133 Mr. Davis’ proposal for IRR track staffing amounts to 10.7

track miles per track employee.
miles per track employee. Mr. Hughes’ plan, including maintenance of extraordinary curvature
found on IRR, results in 7.4 track miles per employee. However, if the additional labor required
to maintain the extraordinary curvature between MP 688 and Helper (i.e., the extra smoothing
crew of three and a Curve Lubricator Maintainer) is deducted from the MOW staffing proposed
by Mr. Hughes to reflect a railroad with more normal curvature, the adjusted ratio for

Mr. Hughes’ plan becomes 8.1 track miles per track employee, compared to the WFA I ratio of
7.2 miles per track employee. From review of topographical maps of the territory covered by the
SARR in WFA 1, it is clear that the SARR in that case traversed terrain with unextraordinary

amounts or sharpness of curvature. With that in mind, it becomes clear that UP’s MOW staff in

this case is even leaner than the MOW staff the Board accepted in WFA I

12 Id. at I1I-D-62 n.32.
133 This ratio reflected 54 track employees for 391 track miles. WFA I, slip op. at 57, Table C-6.
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ii. Communications & Signals Department

UP provides for an IRR Communications & Signals (“C&S”) Department consisting of
twelve employees, five more than IPA proposed. The specific positions and compensation levels

for this department are shown in Table I11.D.16 below.

Table II1.D.16
IRR Signal and Communications Employees
- No. of Comp. Per
Position Employees Employee Total Comp.
C&S Engineer 1 $102,592 $ 102,592
C&S supervisor 1 $79,391 $ 79,391
Signal Maintainers 7 $73,910 $ 517,370
Signal
Technician/Inspector 1 $67,378 $ 67,378
ST SIS 1 $67,378 $ 67,378
Technician
Communications 1 $67,378 $ 67,378
Maintainer
12 - $ 901,487

Source: UP Reply workpaper “UP MOW Costs.xlsx.”

General Office Staff. UP agrees that the C&S Department would be headed by the
Communications & Signals Engineer.'** This Engineer position is responsible for all
communications- and signals-related functions, assuring that the proper tests are conducted and
that any necessary maintenance is being performed. This position is also responsible for
developing the necessary capital programs to keep all signal and communication equipment
functioning reliably, as well as supervising outside contractors who maintain the

communications equipment, including microwave towers and associated equipment and radios.

134 IPA Opening Nar. at ITI-D-63.
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This individual works closely with the C&S Supervisor to ensure that any signal or
communication problems are handled promptly.

Field Staff. UP agrees that the field staff should be led by one C&S Supervisor.'*> The
C&S Supervisor position is responsible for field supervision of the Signal Maintainers, Signal
Technician/Inspector, Communications Maintainer and Communications Technician (described
below). The C&S Supervisor is located at Provo to provide adequate coverage of IRR territory.

Signal Maintainers. Mr. Davis sizes his signal maintenance staff based on 4,181
AREMA signal units.'*® However, IPA has tabulated the number of signal units incorrectly.

There are actually 7,647 signal units. &

Mr. Davis assumes that three signal maintainers are
adequate because that number of maintainers results in a ratio of 1,394 signal units per
maintainer. IPA asserts that “[t]his number is reflective of practice at several Class I
railroads,”'*® but it provides no analytical support or other evidence for this statement.

Even if 1,394 signal units per maintainer represented an average over a large railroad
system, that is not an appropriate measure of the proper size of any individual signal maintainer
territory.

The geographical density of signal equipment and travel time vary substantially among
territories. For example, in terminal areas the distance between protected road crossings may be

only a few hundred feet, and control points may be a mile or so apart in the case of a complicated

terminal network such as Chicago, St. Louis and similar railroad-dense metropolitan areas. In

135 7
1% Id. at 11I-D-64.

137 UP Reply workpaper “Discussion of AREMA Signal Units.pdf.”
138 JPA Opening Nar. at I1I-D-64.
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these areas, a single maintainer may have over 1,400 signal units to maintain because so little
time is lost to travel for maintenance and emergency calls.

On open track outside urban areas, where control points and protected highway grade
crossings are miles apart, it would not be unusual for a signal maintainer to have to drive 100
miles or more to trouble shoot a failure in the train movement or highway crossing protection
system. In these conditions, a maintainer may be assigned fewer than 900 signal units to
maintain, because so much time is lost to travel.

Thus, while average signal units per maintainer provides a rough rule of thumb for signal
maintainer capacity, it is not useful in determining the size of individual signal maintainer
territories, and it can be very misleading. On IRR, there is no densely packed railroad signaling
equipment in urban areas that would permit a high ratio of units per maintainer. The Provo area
(the closest area IRR has to an urban area) has no CTC and has a relatively low number of
protected grade crossings for an urban area.

The signaled section on IRR from Castle Gate to West Thistle is entirely outside major
urban limits with very few protected crossings. This segment is single track, meaning signal
density is lower than would be the case for double track. The segment runs over Soldier Summit
where winter conditions are extreme, greatly increasing travel time during part of the year. In
this segment, access to signal locations is often difficult, as IPA provides for no right-of-way
road for most of the distance.

IPA also provides for CTC between Lynndyl and Milford. Signal density in this segment
is light, with very few protected road crossings. This segment is single track, meaning that the

distance between signal locations is relatively long.

[IL.D-76



Moreover, it is not possible for a signal maintainer on the Provo or Green River
Subdivision to support a maintainer on the Lynndyl Subdivision. The east-west road system
between the Lynndyl-Milford CTC section and the Castle Gate-West Thistle CTC section is so
circuitous that a maintainer on one section could not realistically cover for a maintainer on the
other section. Travel time for the 213 miles from Milford to Price is three hours and 46 minutes,
according to Microsoft Streets and Trips.

In addition, IRR grade crossings are relatively far apart, the signal system is for a single
track, winter weather lengthens travel time to respond to signal outages and perform routine
maintenance, and signal maintenance in winter weather is more time consuming — all factors that
reduce the number of signal units a maintainer can maintain. With these factors in mind,

Mr. Hughes believes that seven signal maintainers are appropriate, resulting in a ratio of 1,092
signal units per maintainer. By way of comparison, BNSF stated in WFA4 I that their standard is
900 to 1200 units per signal maintainer, and the Board accepted 1239 units per maintainer. 1*°

Notwithstanding the WFA I finding regarding the ratio of signal units per maintainer,

Mr. Hughes believes that seven maintainers are required. The SARR in WFA I was a double
track railroad, meaning the density of signal equipment was almost twice that of IRR, allowing a
maintainer to handle a higher number of signal units due to decreased travel time. The Board’s
finding in WFA I was not an affirmative finding that 1,239 signal units was the correct number of
units per signal maintainer; it merely found that BNSF had not met its burden of proof in arguing
that a lower ratio than 1,239 was necessary for the SARR to operate successfully.

In addition, IPA has failed to account for both electronic maintenance, which requires a

skilled Signal Technician, and more complex two-person signal tests, requiring a Signal

139 WFA I, slip op. at 63.
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Inspector in addition to Signal Maintainers. While Signal Maintainers can perform routine
maintenance of electronic equipment, such as changing out circuit boards, they are not generally
sufficiently skilled to handle unusual problems such as recurring “no fault found” conditions.'*°
A Signal Technician is skilled at solving unusual problems, performing maintenance and
troubleshooting on electronic signal equipment such as code units, electronic track circuits, and
electronic grade crossing gate controls. This work is beyond the required skills of a Signal
Maintainer.

In order have the skill set and man-hours necessary to maintain the IRR signal
equipment, Mr. Hughes concludes that IRR needs at least one, and perhaps two, combination
Signal Technician/Signal Inspectors to handle more complex trouble shooting, complex testing
that requires two persons, and inspection. To be conservative, Mr. Hughes included just one
Signal Technician/Signal Inspector.

Mr. Hughes agrees that one Communications Technician and one Communications

Maintainer are adequate for IRR.

iii. Bridge & Building Department
Mr. Hughes accepts IPA’s plan for Bridge & Building.'*!

Table I11.D.17
IRR Bridge Employees
Position Aok ampi.Eer Total Comp.
Employees | Employee
Bridge &Building Engineer 1 $102,592 | $§ 102,592
B &B Supervisor 1 $79.391 | $ 79,391
B &B Inspector 1 $70,018 [ $ 70,018

140 This condition occurs when a circuit fails intermittently, and because no cause is found, the

fault is not corrected and the circuit fails again.
41 IPA Opening Nar. at I1I-65 to III-D-67.
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B&B Machine Operator (bridge crane) | $56,775 | $§ 56,775
B &B Foreman | $60,679 | $ 60,679
B &B Carpenter/Helper & Water Service 1 $52,874 | § 52,874
Total 6 $ 422,329

Source: UP Reply workpaper “UP MOW Costs.xlsx.”

iv. Miscellaneous Administrative/Support Personnel

Mr. Davis proposes a single Administrative/Support position titled Engineer of Programs,
Budgets, Safety & Training reporting to the Chief Engineer. 2 Mr. Hughes finds that Mr. Davis
has not identified the all of the functions that must be performed by the Engineers and that
greater support is required for the Roadmasters to handle contracting and the logistics related to
capital projects. Mr. Hughes eliminates Mr. Davis’ single administrative position and creates
one inside and one outside engineering position and one Resource Coordinator to support the
five engineers and four supervisors.'* The inside position is Compliance Engineer, who is
responsible for creating and monitoring budgets, performing MOW safety and technical training,
evaluating performance reports, ensuring that FRA inspection records are properly kept and
inspecting those records to see that supervisors have taken appropriate action to comply with
record keeping and responses to reported defects as specified in Federal Safety Regulations.

The outside position is Projects Engineer, who is responsible for contract testing and
maintenance, planning for and liaison with capital projects, and public projects such as new
highway crossings and bridges, utility crossings of the railroad, and other third party contracting

work related to the railroad.

2 1PA Opening Nar. at I1I-D-67.

'8 Track Engineer, Projects Engineer, Compliance Engineer, Bridge Engineer, Signal Engineer,
two Roadmasters, one B&B Supervisor, and one Signal Supervisor
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The Resource Coordinator will provide general administrative support for the five senior
engineers and the four supervisors. The job description would include ordering materials,
confirming material receipt, matching invoices and arranging payment to suppliers and
contractors, managing vacation schedules and relief schedules, scheduling requalification
training, and miscellaneous office management and administration. While IPA notes that other
IRR procurement activity is centralized within the Finance and Accounting function, ordering of
material subject to approved procurement policies and confirming receipt and approval for

payment remain MOW functions.

d. Compensation of MOW Employees

Mr. Hughes concurs with the compensation assumptions made in the [IPA MOW plan.
To the extent the UP MOW plan includes additional positions, Mr. Hughes has drawn from the
same source of compensation information used by IPA, which relied on information drawn from
UP’s Wage Forms A and B.'#

e Allocation of MOW Employee Costs to Operating Expense

Employee costs for field maintenance forces are entirely allocated to operating expense,
as all capital work is performed by others. Management and supervisory forces, however,
perform some work for which the costs are not treated as operating expenses. Table I11.D.18

below shows Mr. Hughes allocation of employee costs to operating expense.

Table I11.D.18
Employee Allocation to Operating Expenses
Title Percentage Allocated No of
to Daily Maintenance | employees
Track Engineer 70% 1
Projects Engineer 60% 1

144 IPA Opening Nar. at I1I-D-68.
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Compliance Engineer 80% 1
Roadmasters 80% 2
Assistant Roadmaster 80% 3
Communications & Signals Engineer 90% 1
Bridge Engineer 90% 1
B&B Supervisor 90% 1
Resource coordinator 80% 1

Source: UP Reply workpaper “UP MOW Costs.xIsx.”

Bridge and signal engineer and supervisor employee costs are allocated 90% to operating
expense. There should be no need to replace the facilities for which they are responsible, but a
10% allowance is made for their participation in planning of replacement or expansion capital
projects or participation in public projects.

Roadmaster and Assistant Roadmaster employee costs are allocated 80% to operating
expense, as some of the assets for which they are responsible will require replacement within the
DCF period and therefore will require some involvement on their part.

The Projects Engineer is 60% chargeable to operating expense, as he is responsible
principally for contract services and maintenance, which is an operating expense, but also for
coordinating and logistics for capital projects, and he does the majority of work associated with
public projects.'®’

The Track Engineer is 70% chargeable to operating expense, as he also has some duties

related to capital, public works and public utility work, but less public work than the Projects

Engineer.

145 Public projects are crossings of highways and roadways, water lines and sewer lines that cross
over or under the railroad lines, and other publicly funded projects that require railroad
participation. He also handles public utility crossings and the engineering related work for all
easements, which is collectible from others.
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The Compliance Engineer and the Resource Coordinator are 80% charged to operating

expense.'*°

f. Non-Program MOW Work Performed by Contractors

i Planned Contract Maintenance

UP does not contest [PA’s assumptions regarding Planned Contract Maintenance for
Track Geometry Testing, Ultrasonic Rail Testing, Rail Grinding, Ballast Cleaning/Undercutting,
Yard Cleaning, Vegetation Control, Crossing Repaving, Equipment Maintenance, Bridge
Inspections and Building Maintenance. 147 However, IPA’s MOW plan fails to address
adequately several important elements of planned contract maintenance, as discussed below.

Track Strength Testing. IPA’s failure to consider the specific challenges associated with
maintaining IRR is demonstrated yet again in IPA’s failure to provide for critically important
track strength testing. Track strength is the ability of the two rails to withstand rail spreading (or
gage widening) forces. The Gage Restraint Measurement System applies between 3,000 and
8,000 pounds of lateral force to spread the rails while exerting a 10,000 downward pressure on
the rails. The distance that the rails spread under these forces is an indication of the condition of
the crossties and the rail to tie fastener system.

For a section of track like that between MP 688 and Helper, this kind of testing is
critically important to plan the activities of the gaging crew and to program capitalized tie

replacement programs. In recent years, UP has tested track strength in this area annually. The

146 Eighty percent is the weighted average of the percentage that the people they support are
charged to operating expense.

47 IPA Opening Nar. at I1I-D-69 to III-D-77.
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recent historical cost for track strength testing is an average of $171 per mile.'*® Mr. Hughes
provides for track strength testing in his MOW plan.

Communications System Inspection and Repair. UP does not object to IPA’s decision
to estimate annual communications maintenance costs at two percent of the original purchase
cost.'*® However, UP applies this percentage to UP’s estimated original purchase cost of
$8,890,717 and arrives at an annual communications maintenance cost of $177,814.'°

Ditching. TPA discussed ditching under the category of “Large Magnitude Unplanned
Maintenance.”'”' IPA asserts that IRR requires little ditching because it “starts operations with a
newly-constructed roadbed/track structure with clear, open ditches.”'*? That statement
disregards the geologic conditions that exist on parts of IRR. UP includes an allowance for
ditching as Planned Contract Maintenance in addition to the Unplanned Maintenance provided
by IPA. As discussed earlier, ditching between MP 688 and Helper on the Provo Subdivision is
a full time activity, year after year. If anything, the freshly opened cuts of IRR would require
more ditching in early years than the existing line requires after 100 years, during which the
weakest slopes have been slipping, with slopes reaching a lower angle of repose each year.
Moreover, the fresh cuts would be saturated with rainwater for the first time during the first year
of IRR operation, resulting in substantial falling rock and sedimentary material. As a result,
ditch cleaning requirements could be several times the current requirement for the existing

matured slopes.

198 UP Reply workpaper “GRMS Testing Cost.pdf.”

14 IPA Opening Nar. at I1I-D-76.

159 UP Reply workpaper “UP MOW Costs.xlsx,” Tab “Other MOW Costs.”
151 [PA Opening Nar. at III-D-81.

152 14
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Currently, UP employs a Herzog Multipurpose Machine, a specialized ditching machine,
30 working days per year on top of full time ditch cleaning by a ditching crew. 153 Mr. Hughes
conservatively estimates that, in early years, 90 working days of contract ditching would be
required until the least stable slope areas reached a more stable angle of repose. However, to be
conservative, and in recognition that the amount of required contract ditching would be reduced
over time, Mr. Hughes has provided for 60 work days per year of contract ditching to supplement
full time ditching by IRR employees. The daily rate for the Herzog Multipurpose Machine is
$3428.63, plus 354.68 per day overtime,'> for a total daily rate of $3,783.31.">° The annual cost

for 60 working days is $226,999.

ii. Unplanned Contract Maintenance

UP does not contest IPA’s assumptions regarding Unplanned Contract Maintenance for

Snow Removal, Storm Debris Removal and Building Repairs. '*®

iii. Large Magnitude, Unplanned Maintenance

UP does not contest IPA’s assumptions regarding Large Magnitude, Unplanned Contract

Maintenance for Derailments, Ditching (as Large Magnitude, Unplanned Maintenance; however

133 Because UP needs to employ a specialized ditch cleaning machine in addition to its regular
ditching crew, IPA certainly will have to do the same. UP’s existing practice on the Provo
Subdivision is to keep a CAT 980 loader cleaning ditches full time, weather permitting,
supplemented by a CAT 420E backhoe almost full time. This provides UP with more ditch
cleaning capacity than is provided by the equipment in IPA’s MOW plan. UP’s 270 horsepower
CAT 980 loader is a higher capacity earth moving machine than the 110 horsepower Case
CX130 excavator included in IPA’s plan. Moreover, UP’s CAT 980 loader does not require
track occupancy to work. By contrast, the rotary dump truck included in IPA’s plan can access
ditching sites only by hi-rail as there is no road access to the ditching sites. The capacity of the
CX130 plus rotary dump truck combination would thus be limited by availability of on-track
time for the truck and the low production rate of the low powered CX130.

134 UP Reply workpaper “Contract Ditching Cost.pdf.”
135 UP Reply workpaper “UP MOW Costs-Final xlsx,” Tab “Annual MOW Expenses.”
156 JPA Opening Nar. at I1I-D-77 to III-D-79.

II1.D-84



Planned Maintenance for ditching is discussed above), or Environmental Cleanups.'>’ However,
IPA’s MOW plan fails to address adequately the costs associated with Washouts.

Mr. Hughes concludes that IRR will need more resources for washouts and contract ditch
cleaning than the amounts IPA has provided. IPA provided an annual operating expense
allowance of $50,000 for washouts.'*® That amount pales compared to the estimated hundreds of
thousands of dollars of actual washout losses UP incurred for the IRR lines in 2010.'*° Based on
his inspection trip and interviews he conducted with UP’s Managers of Track Maintenance about
experience with flood damage in years prior to 2010, Mr. Hughes estimates that IRR would need
to set aside much more than IPA’s $50,000 operating expense allowance to cover washout
damage. IPA estimates the cost of washout repairs would not exceed $50,000 “[b]ased on the
relatively arid territory in which much of the IRR route is situated,”'*® but some of the worst
flood damage occurs in arid terrain, as there is no ground cover to slow the flow of water and
steep slopes result in fast moving water. Even new construction is not immune to this damage,
particularly in early years as the waterways adjust to the presence of new drainage structures.
The combination of no ground cover and fast moving water often produces flash floods that

cause frequent and recurring flood damage. For these reasons, and in light of the history of flood

157 Id. at 11I-D-79 to I1I-D-82.
158 14 at IT1I-D-80.

et During his hi-rail inspection of the line, Mr. Hughes stopped at several locations along the
Soldier River between MP 688 and MP 665 to see the extent of the repairs made following the
2010 flooding. He also observed 2010 flood damage repairs on the Sharp Subdivision between
MP 676 and MP 690, where the railroad crosses the Sevier River nine times. In an interview,
UP’s Manager of Track Maintenance for this area advised Mr. Hughes that Soldier River and
Sevier River have caused repeated minor flood damage, with the cost of repairs charged to
operating expenses. UP Reply workpaper “IRR MOW Photographs.pdf.”

12 JPA Opening Nar. at ITI-D-80.
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damage in this area, Mr. Hughes determined that a more realistic annual washout allowance
would be $100,000. "'

g. Contract Maintenance

UP does not contest IPA’s assumptions regarding Contract Maintenance for Surfacing,

Rail Grinding, Crossing Repaving, Bridge Substructure and Superstructure Repair. '

h. Equipment
Mr. Hughes has identified the equipment and vehicles required for IRR’s MOW

maintenance.'® He has provided unit costs and specifications for vehicles based on IPA figures
in some cases and independent research in other cases.'®* In addition to the equipment IPA
proposed, IRR will need gaging equipment for use by the gaging gang, as discussed above. This
equipment includes a spiker/gager, tie inserter, tie crane, spike puller and adzer. I

Like the IPA plan, Mr. Hughes’ MOW equipment plan incorporates an allowance of 5%
of vehicle and equipment purchase price as the cost of equipment maintenance. 1% However,
IPA failed to include the cost of ownership of MOW equipment. Mr. Hughes’ plan also includes
the cost of ownership of MOW vehicles and equipment that was omitted from the [PA MOW
plan. To account for the ownership costs of MOW vehicles and equipment, Mr. Hughes adopted
the approach that IPA used to calculate the costs of vehicle ownership for the IRR general and

administrative employees. For those costs, IPA calculated an annuity based on an assumed asset

181 UP Reply workpaper “UP MOW Costs.xlsx,” Tab “Annual MOW Expenses.”

12 JPA Opening Nar. at III-D-82 to I1I-D-84.

163 UP Reply workpaper “UP MOW Costs.xlsx,” Tab “UP Annual MOW Equipment Cost.”
164 UP Reply workpaper “MOW Vehicle Spec Report.xlsx.”

Sup Reply workpaper “Curves and Gaging.xlsx,” Tab “Gaging Equipment Cost.”

16 UP Reply workpaper “UP MOW Costs.xIsx,” Tab “UP Annual MOW Equipment costs.”
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life, a 10.15% railroad cost of capital, a 13% salvage value and a 5% tax rate. 167 Mr. Hughes’
calculations of Annual MOW Equipment cost adopt IPA’s cost of capital, salvage value, and tax
rate, and assume that light trucks have a life of four years, heavy trucks (over 13,000 pounds)
have a life of six years and that track equipment and other maintenance machinery has a life of
14 years. i

5. Leased Facilities

UP accepts IPA’s assumption that IRR has no leased facilities other than the trackage
rights arrangement that allows BNSF to operate over the IRR facilities between Price and Provo.

6. Loss and Damage

UP accepts IPA’s approach to calculating IRR’s loss and damage expense and uses that
approach to calculate the costs associated with handling the reply traffic group.'®

7. Insurance

UP accepts IPA’s calculation of IRR’s insurance expense as 3.73% of other operating
expenses170 and applies that factor to IRR’s operating expenses as developed for the reply case.

8. Ad Valorem Tax

UP accepts IPA’s calculation of IRR’s ad valorem tax expense.

9. Calculation of Annual Operating Expenses

UP accepts IPA’s approach'”" to calculating the operating statistics for the initial year of
p P

SARR operations (2011) by calculating the totals for 2010 trains (which IPA referred to as the

17 JPA Opening workpaper “IRR Materials and Supplies.xlsx.”

18 Mr. Hughes used Asset Class Life as defined in IRS Publication 946, 2010. UP Reply
workpaper “IRS Publication 946 excerpt.pdf.”

169 yp Reply workpaper “IRR Loss and Damage Reply.xlsx.”
17 IPA Opening Nar. at I1I-D-95.
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“Base Year”) and indexing them based on the ratio of 2011 tons to 2010 tons for each traffic

type.!™

10. Impact and Costs of IRR Operations for the Residual UP

As aresult of IPA’s decision to insert IRR in the middle of Utah, its selective traffic
grouping, and its creation of hypothetical interchanges with the residual UP, operations of the
residual UP will be affected. In these circumstances, Board precedent requires the complainant
to identify and assume responsibility for any new costs that its operations impose on the residual
incumbent.'™ IPA failed entirely to address this issue in its opening evidence. In this case,
IPA’s proposed operations will cause the residual UP to incur four specific types of additional

costs:

1. Additional switching at IRR’s interchanges associated with serving local customers at
stations along the SARR routes;

2. Additional taxis to bring UP crews to or from trains at IRR’s interchanges at Lynndyl,
Price, and Provo;

3. A crew facility office and crew manager at the new UP crew change location at
Lynndyl; and

4. Additional UP dwell time at Lynndyl and Provo following IRR’s delivery of trains at
those locations.

" Id. at 11I-D-1 to III-D-2.
'72 UP Reply workpaper “IRR Operating Statistics Reply.xIsx.”

'3 See, e.g., Tex. Mun. Power Agency v. Burlington N. & Santa Fe Ry., 7 S.T.B. 573, 818
(2003) (explaining that a complainant may not increase SARR traffic through assumption that
would create additional infrastructure or operational costs for the defendant, “unless the
complainant shows that it has identified what these additional infrastructure and operational costs
would be and ensured that these costs are fully accounted for””); Duke Energy Corp. v. Norfolk
Southern Ry. 7 S.T.B. 89, 112 (2003) (“At a minimum, the complainant must fully account for
all of the ramifications of requiring the residual carrier to alter its handling of [its] traffic and any
changes in the level of service received by the shippers.”); Duke Energy Corp. v. CSX Transp., 7
S.T.B. 402, 443 (2004) (“[W]hile the proponent of a SARR can determine (within reason) how
the SARR would operate, it cannot assume that a connecting carrier . . . would alter its existing
operations for the benefit of the SARR.”).
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In its reply, UP has quantified these new costs to the residual UP and, consistent with
STB precedent, added them to the operating expenses incurred by the SARR.

Additional Switching. As described in Section III.C above, hundreds of the UP trains
that IPA selected to operate the IRR traffic currently stop along the SARR route to serve local
customers. As IPA assumes that IRR will operate these trains intact without stopping between
On-SARR and Off-SARR stations, and does not provide for any switching upon receipt of trains,
the residual UP will have to remove the local set-outs from the through train at the On-SARR
station before delivery to IRR. Similarly, as IRR will not perform any local pick-ups along the
route, the residual UP will need to pick up those cars and bring them to the Off-SARR station for
switching onto the through train that IRR operated. As UP currently incurs the costs of
transporting the cars to or from the local stations, and switching at the local station, UP has
conservatively included as the additional costs associated with IRR’s operations only the two
new switching events at the On-SARR and Off-SARR stations — one to add or remove the car
from the through train assumed to be operated intact by IRR, and the other to add or remove the
car from a separate train that IPA’s proposed operations require the residual UP to operate. In
order to estimate this cost, UP uses the UP 2010 URCS variable cost for switching,'* applied to
15 minutes of switching per event to add or remove the car from the trains. Based on these
calculations, the additional 2011 switching costs that the residual UP incurs are $0.11 million.'”

Additional Taxis. IPA assumes that IRR will interchange with the residual UP at four

locations: Lynndyl, Milford, Price, and Provo. Milford is the only location where IPA assumed

174 UP uses the preliminary UP 2010 URCS created by IPA and included with its opening
workpapers. While URCS costs are typically inappropriate substitutes for specific SARR
operating costs, they can provide a reasonable basis for quantifying the additional costs that the
residual incumbent would incur when it interchanges traffic with a new interline partner.

175 UP Reply workpaper “Residual UP Costs.xls.”
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the site of the interchange would replicate the location of an existing crew change on UP.
Lynndyl and Price are not UP crew change points today, and IPA placed IRR’s Provo Yard more
than six miles down the Provo Subdivision from UP’s Provo Yard. As a result, in order to pick
up or deliver trains at IRR’s interchanges, the residual UP will have to bring its crews to the
interchange point (when IRR delivers a train to UP) or will have to pick up its crews from the
interchange point and bring them back to their home terminal (when UP delivers a train to IRR).
UP accepted the cost per mile that IPA assumed for taxiing IRR crews,'”® and applied it to every
IRR train interchanged with the residual UP at Lynndyl, Price, and Provo. This produced a total
2011 cost to the residual UP of $0.16 million for additional taxis.'””

Lynndyl Crew Change. In addition to the additional switching and taxi costs resulting
from IRR’s interchange at Lynndyl, the introduction of a new crew change there would require
UP to construct a small office building for crews to check in and check out before and after duty,
and to provide a manager position. Each day at Lynndyl, IRR will interchange an average of 9
trains,'’® which will be operated by UP crews to or from Salt Lake City, more than 100 miles
away. Given these volumes and the fact that Lynndyl is approximately 90 miles from other UP
crew change locations at Milford or Provo, UP would need to provide a facility for the crews.
Using the assumptions on which it relied to develop the costs of a similar small facility for IRR,
UP estimates that the residual UP would incur costs of $60,000 to construct the facility, and

$14,000 in annual expenses to provide a computer and utilities for the facility. UP used the

176 IPA Reply workpaper “IRR Crews Hotels & Taxis.xlsx.”
177 UP Reply workpaper “Residual UP Costs.xls.”

178 This figure excludes the highest-priority intermodal trains (the Z trains) that UP removed
from the SARR traffic group because the SARR cannot match the level of service that UP
currently provides for those trains.
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average salary that IPA assumed for IRR’s managers, $93,536, and applied the fringe rate to
determine total wage & benefits expense of $128,612 for the additional crew manager. In total,
the residual UP would incur an annual expense of $0.15 million'" associated with addition of
the new crew facility office and crew manager at Lynndyl due to IRR’s interchange there.
Additional Dwell Time. 1PA recognizes that IRR’s interchanges with the residual UP
will take 30 minutes.'®® IPA includes the 30 minutes when IRR receives a train from the residual
UP (i.e., at the On-SARR station) in determining IRR’s total locomotive hours, and thus IRR’s
costs. IPA does not, however, include the 30 minutes of interchange time when IRR delivers a
train to the residual UP (i.e., at the Off-SARR station) in either its RTC model simulation or its
cost calculations. As these interchanges would be new events for the residual UP — and occur
mostly at places where UP does not currently perform an interchange or crew change — the costs
associated with the locomotive dwell are not borne by the SARR, yet are above and beyond what
UP currently incurs. In order to estimate these additional costs, UP evaluated the operations at
each interchange. Because UP currently changes crews at Milford, it did not include the dwell
time for IRR-residual UP interchanges at that location. Similarly, as IRR’s operation of IRR
trains between Provo and Price replaces the UP crew change for these trains that currently occurs
at Helper, UP does not include the dwell time at Price. The 30 minutes of interchange time for
IRR deliveries to the residual UP at Lynndyl and Provo, however, represents dwell time that is

an additional cost to the residual UP.'®! For these trains, UP determined the total dwell time in

179 UP converted the construction investment to an annual expense based on an annual factor
following the approach used by IPA for IRR’s materials and supplies expenses.
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