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BEFORE THE
SURFACE TRANSPORTATION BOARD

RATE REGULATION REFORMS ) Docket No. EP 715

REBUTTAL SUBMISSION OF WESTERN COAL TRAFFIC LEAGUE,
CONCERNED CAPTIVE COAL SHIPPERS, AMERICAN PUBLIC POWER
ASSOCIATION, EDISON ELECTRIC INSTITUTE, NATIONAL RURAL
ELECTRIC COOPERATIVE ASSOCIATION, WESTERN FUELS
ASSOCIATION, INC., AND BASIN ELECTRIC POWER COOPERATIVE, INC.

In response to the Surface Transportation Board’s (“STB" or “*Board™)
decision scrved in this proceeding on July 25, 2012 (“July 2012 Decision™), the Western
Coal Traffic League, Concerned Captive Coal Shippers, American Public Power
Association, Edison Electric Institute, National Rural Electric Cooperative Association,

Western Fuels Association, Inc., and Basin Electric Power Cooperative, Inc. (collectuively

“Coal Shippers™) present the following rebuital submission.

SUMMARY
The purpose of this proceeding is to “improve ways (o protect captive rail
shippers from unreasonable raies.”’ The partics in the best position to know what ways
will improve captive shipper protections are captive shippers. Coal Shippers urge the

Board to listen to the concerns raised by captive shippers in this proceeding and to take

I'STB News Release No. 12-13 at | (July 25, 2012)



remedial actions that truly will improve ways to protccl captive shippers from
unreasonable rail rates.?

Cross-Over Traffic Limitations

The Board should not adopt its proposals to limit the usc of cross-over
traffic in Full-SAC cascs. If adoptced, the proposals would gut the SAC test and make it
difficuly, if not impossible. for most (if not all) shippers to obtain any relicf in Full-SAC
cases. Thus, Full-SAC would end up in the same regulatory graveyard where the Board's
other “constraints™ on large case rail pricing — revenue adequacy, management elficiency,
and phasing — now reside.

The Railroads claim that shippers concerns arc overstated: all shippers
nced to do, according to the Railroads, is to expand or contract their stand-alone
railroads’ footprints and traffic groups However, the forced expansion of traffic groups
would nccessarily result in stand-alone railroads (“SARR™) that arc so massivce that they

would rephcate virtually all of the defendant railroads’ networks. The associated

2 Reply submissions (“Reply”) were liled in this case by Coal Shippers and
Amcrican Chemistry Council, ef al, (*Chemical Shippers™); Chlorine Insutute (*“Chlorine
Shippers”); National Grain and Feed Association (*Grain Shippers™); Alliance for Rail
Compcution, er al.(“ARC"); and Consumers United for Rail Equity (“CURE®). Railroad
parties filing Replies were: BNSF Railway (“BNSF”); Union Pacific Railroad Company
(*“UP™); the Association of American Railroads (“AAR”); Norfolk Southcrn Railway
Company (“NS"), CSX Transportation, Inc. (“CSXT") (collectively BNSF, UP, AAR,
NS, and CSXT shall be referred 1o as the “Railroads™) A reply submission was also filed
by Samue! J. Nasca for and on behalf of United Transportation Union — New York State
Legislative Board ("UTU-NY™). Opecning (“Op.”) submissions were tendered by all
partics submitiing Reply submussions, except for UTU-NY and CURE. Scveral other
partics liled Opening submissions but did not submit Reply submissions, including the
United States Department of Agriculture ("USDA™).
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modeling cost, cxpensc, and complications would render SAC obsolete. Similarly.
reducing the scope of SARRs would deny shippers the benefits of scale, scope and
density cnjoyed by incumbents, and result in sky-high maximum SAC ratcs that also
would render SAC obsolete

Morcover, the Board’s rationale for its cross-over trafTic limitation
proposals is flawed. The Board predicates its proposals on an asserted “disconnect”
between revenues allocated under the Board’s Average Total Cost (“ATC") mecthod on
cross-over traflic and the actual costs being incurred by the SARR and the residual
incumbent to handlc this traffic. However, there is no “disconnecct” because ATC is
predicated on allocating the defendant carrier’s revenuces on cross-over traffic based on
the variable costs incurred by the real-world defendant carrier ~ not the SARR —1n
transporting this traffic.

UP argucs that the real “disconnect™ doces not involve the SARR’s costs,
but instead is an asserted “disconnect™ between the revenues allocated under Modilied
ATC and the defendant carrier’s real-world variable costs in providing service over the
on-SARR and off-SARR routes  ATC variable costs arc calculated using the Board's
Uniform Rail Costing System (“URCS™) Phase Il proccdures, so UP’s argument is really
an unsupported collateral attack on the Board’s use of URCS Phasc 11 costs in ATC.

Coal Shippers demonstrated in their Opening submission that the URCS
Phase 111 procedures were not producing any “disconnects,” as they reflected the use of
systcm-average unit costs for loading, linc-haul service and unloading in a consistent

manner. No Railroad introduced any cvidence 1o the contrary.
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Finally, Coal Shippers emphasized that even if any “disconnect™ did exist,
the “disconncct” could be handled by making adjusuments to the URCS Phase 111
program. Signilicantly, UP, BNSF, CSXT, and NS agrec. Thus, there simply is no
reason to impose the draconian sanction of limiting the use of cross-over trafTic.

Alternative ATC

The Board should not adopt its proposal to replace Modified ATC with
Altemmative ATC. Modified ATC is superior to Alternative ATC because Modilied ATC,
unlike Alternative ATC, properly takes into account economies of density, and produccs
logical and reasonablc results when applied 1o low, medium and high rated traffic
movements.

As Coal Shippers noted in their Reply submission, the Railroads offered
only epid support for Alternative ATC. AAR prefers Original ATC, UP prefers Efficient
Component Pricing (“I2CP”), and NS/CXST preler using SARR costs. Each of these
methods has been rejected — with good reason — by the Board in past decisions.

On reply, the Railroads gencrally argue that if the Board does not adopt
their preferred revenue allocation procedures, the Board should adopt Alternative ATC
However, in making this argument, the Railroads have no answers (o Coal Shippers’
demonstration that application of Alternative ATC produces illogical results that
arbitrarity favor low-density lines over high-density hines in the revenue allocation
process.

For example, Coal Shippers demonstrated that on some low/medium rated

traffic moves (where the through movement R/VC ratio was greater than one),
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Alternative ATC would allocate all movement contribution to the low-densily scgment
whereas Modified ATC would fairly allocate the contribution between the involved
scgments. The Railroads offer no explanation why all contribution should be allocated to
the low-density segment, as it is under Alternative ATC, rather than shared between the
two segments, as it 1s under Modificd ATC.

As a sccond cxample, Coal Shippers demonstrated that on high-rated
movements, Alternauve ATC allocates a disproportionate share of movement profil (i.e ,
revenue above ATC) to the low-density segment, making the low-density secgment appear
more profitable than the lower cost high-density segment, a result that violates all known
principles of scale cconomics The Railroads only responsive argument 1s that no
railroad movement is prolitable until the railroad reaches system-wide revenue adequacy.
This is an absurd assertion, and simply demonstrates that the Railroads have no credible
defensc of Alternative ATC.

Coal Shippers also have shown that Modified ATC could be improved if
the formula recognized that high-density lines have higher total fixed costs than low-
density lincs. To accomplish this objective, Coal Shippers have proposcd Corrected
Modificd ATC.

AAR, BNSF and UP arguc that Coal Shippers have it wrong. They claim
that the fixed costs per ton are the same on high-density and low-density segments, The
Board has gonc back and forth on this issue, initially holding that high-density scgments

have higher total fixed costs and then concluding otherwise.



However, when the Board changed course it did not have beforc it the
evidence tendered by Coal Shippers in this procceding. For example, as Coal Shippers
emphasized in their Opening submission, the Board's decision in Otter Tail® provides a
simple example demonstrating that high-density SARR segments have substantially
higher [ixcd costs than lower density SARR segments.

Similarly, the Board now has before it specific evidence demonstrating that
while fixed costs do not vary with volume, this fact does not take away from the fact that
most investments and expenses arc made for specific things {e.g , a bridge) or personnel
(e g, crews) and most of these costs are associated with a particular location on a
railroad, with high-density segments having more investments, and expenses, and
therefore greater fixed costs.

Coal Shippers also tendered two other alternatives that are supcerior to
Alternative ATC: Three Step ATC and Variable Cost Allocation. The Railroads present
no credible evidence demonstrating that either of these two alternatives is not superior Lo
Alternative ATC.

Simplified-SAC and Three-Benchmark Cascs

Coal Shippers request that the Board to remove all relief caps on
Simplificd-SAC and Three-Benchmark Cases; allow 10-year rate preseriptions in these
cascs; and not adopt its proposal requiring shippers to submit detailed road property

mvestment (“RPI™) calculations in Simplified-SAC cases. These requests are supponed

3 Otter Tal Power Co v BNSF Ry., NOR 42127 (STB scrved Jan. 27, 2006)
(“Otter Tail™).
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by all shippers in this procceding, as well as USDA. Their adoption is nccessary if these
mcthodologics are to provide any meaningful rate relief to any shipper who chooses to
invoke them.

Interest

Coal Shippers support the Board's proposal Lo use the prime rate to set
interest on reparation awards. This 1s the measure of interest that the Federal Energy
Regulatory Commission (“FERC™) uses, and no party to this procceding has advanced
any credible rationale for the Board not to follow FERC’s practice. Coal Shippers
cmphasize that interest on reparations will be a mool point for most coal shippers il the

Board adopts its Fuli-SAC proposals.”

ARGUMENT
L.

THE BOARD SHOULD NOT ADOPT ITS PROPOSED
LIMITATIONS ON CROSS-OVER TRAFFIC

In its 2006 decision in Major Issues,’ the Board characterized its historic
support for cross-over IrafTic as “reasonable and intelligibly explained,” and insisted that
it would not “make an about-facc” and “prohibit the usc of cross-over traffic™:

The Board’s reasons for permitling cross-over traffic were sct

forth in Xcel at 13-17, and have been affirmed as reasonable
and intclligibly explaincd, BNSF Ry v. STB, 453 F.3d at

' The Board also has failed 10 comply with the Regulatory Flexibility Act of 1980
("RFA™), 5 U.S.C. §§ 601-612.

5 Major Issues in Rail Rate Cases, EP 657 (Sub-No. 1) (STB served Oct. 30,
2006), aff"d sub nom. BNSF Ry. v. STB, 526 F.3d 770 (D.C. Cir. 2008) ("Major Issues™).
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482. We will not now make an about-face and prohibit the
use of cross-over iraffic . . . 8

Six years later, however, the Board is proposing to reverse coursc entirely
because of the supposed failure of URCS 1o properly calculate the variable cost
component ol Modified ATC.” The Board’s proposed limitations should not be adopted
because, as Coal Shippers demonsirated in their Opening and Reply submissions, they are
“improper, unpreccdented, and massively overbroad™ limitations that “strike| ] at the heart
ol the SAC test™ and would “gut a shipper’s grouping rights ™ Coal Shippers Op. at 2,
12.%

A.  The Railroads’ Claims that the Proposed Cross-Over Traffic
Limitations Would Not Harm Shippers are Wrong

The Railroads arguce in their reply filings that the Boards proposed cross-
over traffic limitations would not harm shippers.” Their arguments are unavailing. The

adoption of the Board’s proposed limitations would require shippers cither to construct

S 1d., slip op. at 36 (emphasis addcd).
7 See July 2012 Decision, slip op. at 16-17.

¥ Contrary to the suggestions 1n the Railroads’ reply filings, adoption of the
Board's proposed cross-over traffic limitations would constitute an impermissible barrier
to entry See Rebuttal Verified Statement of Thomas D. Crowley and Danicl L. Fapp
("Crowley/Fapp Reb. V8™) at 31 (under the definition used by Prolessors Baumol,
Panzar, and Willig, an entry barrier can be manifesiced as a cost or as a restriction to a
production technique); see aiso Coal Rate Guidelines, Nationwide, 1 1.C.C.2d 520, 529
(1985), aff"d sub nom Consol. Rail Corp v. United States, 812 F.2d 1444 (3d Cir. 1987)
("Coal Rate Guidelines) (insisting that the costs “and other limitations™ associated with
entry and exit barriers must be omitted from the SAC analysis).

? See, e.g., AAR Reply at 6; BNSF Reply at 15; UP Reply at 4-5.
-8-



extraordinarily large and unwicldy SARR systems or 1o forego categorics of traffic that
are available to incumbent carricrs.

The Railroads’ illogical response, reduced to its essence, is that the Board’s
proposcd limitations will not harm shippers becausc shippers will be able to choose
between two different alternatives, either onc of which would gut the SAC test. On the
one hand, the Railroads arguc that the Board's proposed traffic limitations would not
require a complainant to forego any traffic for its SARR because the complainant always
could elcct to expand its sysiem to scrve the origin and/or the destination of a given
movement.'®

On the other hand, when confronted with the fact that the Board’s proposcd
limitauons would require shippers to construct prohibitively large and complex SARR
systems capable of serving the origin and/or desuination of desirable traffic, the Railroads

arguc that shippers can avoid that problem simply by declining to include that tralTic in

their SARR models. !

0 See, e.g , AAR Reply at 6 (“{The Board’s proposals do not require shippers to
forgo any traffic in the SAC analysis [because] if shippers want to include a given non-
1ssue movement in the analysis, [they] would simply be required to includc cither the
origin or the destination of the movement 10 morc accurately reflect the costs of the
movement in the analysis ”); BNSIF Reply at 15 (“Nothing in the limitations proposed by
the Board on the usc of cross-over trafTic prohibits a complainant from including any
tralTic it wants on a SARR.™); UP Reply at 4 (*Neither proposal restricts the volume of
trafllic that would be available to the SARR.™); «d. at 5 n.4 (“Under the Board’s proposals,
a SARR’s traffic group could still include all the same non-issue traftic that it could
include today ... ™).

' See, e.g., AAR Reply at 7 (| T]he Board’s proposals would not require that
complainants add substantial portions of the defendant’s network to their SARRs

.9.



Obviously, the railroads cannot legitimately claim an absence of harm to
shippers by virtue of the fact that shippers can sclect between two dilTerent adverse
options, cither of which would elfectively gut the SAC test. Forcing shippers to build
SARRs that provide origin and/or destination service to all members of the traffic group
would result in a “cascading analysis that could result cventually in a complainant having
to replicate almost all of the |defendant carrier’s| system.”'? The required modeling

13

would “become so complicated as 1o rnisk being intractable™ * and would “deny captive

shippers meaningful access to the rate review provided for under [the Coal Rate]

Guidelines.”™ "

Likewise. forcing shippers 10 exclude cross-over traffic from their SARRs
would deny shippers their right to group traffic in order to capture the “economies of
scale, scope and density that the defendant carrier enjoys over the routes replicated.”"
Thus too would gut the SAC test because “[w]ithout grouping, SAC would not be a very

useful test.”™'

|becausc) the Board’s proposals would merely limit the inclusion of cross-over traffic . . .
!:)

'2 pub. Serv. Co. of Colo d/bla Xeel Energy v Burlington N & Santa Fe Ry., 7
S.T1B 589, 602 (2004) (“Xeel™).

13 1.

" W. Fuels Ass'n, Inc. v. BNSF Ry . NOR 42088, slip op. at 11 (STB scrved Sept.
10, 2007) (“WFA 2007").

13 Xcel, 7S T.B a1 601.
16 Coal Rate Guidelines, 1 1.C.C.2d at 544.
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Both of these SAC-busting options also constitute impermissible barriers to
entry. Forcing shippers to build massive SARRSs denies shippers a common production
technique uscd by railroads: the choice of relying on other carriers Lo originate or
terminate traffic. See Crowley/Fapp Reb. VS at 30-35. Similarly, himiting a shipper’s
grouping rights (because 1t 1s too expensive and complicated to model origin-to-
destination SARRSs) denics shippers another basic production technique used by railroads:
reducing costs through economies ol scale, scope and density. 1d."

B. Nothing in the Railroads’ Reply Filings Provides
Any Support for the Board’s Proposed Limitations

As Coal Shippers demonstrated in their Opening and Reply submissions,
the Board bascs ils proposcd cross-over traffic limitations on two flawed claims: first,
the Board claims that there is a disconnect between the “hypothetical cost™ of a SARR’s
overhead service and the “1evenue allocated™ for service; and second, the Board claims
that it has no “"mcans of correcting or mimimizing the bias that is created by the
disconnect™ absent a new rule precluding shippers’ inclusion of such tralTic in their
SARR systems. See.July 2012 Decision, slip op. a1 16 Significantly, neither claim is
correct, and nothing the Railroads filed on Opening or Reply provides any support for the

Board’s two {lawed premises.

"7 UP argucs that barricrs to entry exist only if the SARR is forced Lo incur costs
that the defendant carricr did not incur. See UP Reply at 5. Crowley/Fapp demonstraic
that this definition is too narrow. /d., Reb. VS at 30-32. SAC is bascd on conteslable
markel theory, and under that theory, ~an entry barricr can be manifesicd as a cosl or as
restriction io a production technique.” /d.. Reb. VS al 31.



1. The Board’s Perceived “Disconnect™ Does Not Exist

The Board claims that there is a disconnect between: (a) “the hypothetical
cost of providing service | for carload and multi-carload cross-over] movements over the
scegmenis replicated by the SARR™; and (b) “the revenue allocated 1o those facilitics.”™
July 2012 Decision, slip op at 16-17 (emphasis added), see also id at 16 (“‘the ‘cost’ to
the SARR of handling this trailic would be very low™).

As Coal Shippers explained in their Opening submission, the Board’s
cvaluation is wrong because — by its own dircctive — divisions on cross-over (raffic must
be calculated on the basis of the incumbent carrier’s actual costs and operations, not the
“hypothctical” costs incurred by the SARR.'® Given these prior Board directives
requiring partics to calculate ATC divisions solely on the basts of the incumbent 's actual
costs, the Board’s suggcestion of an ATC disconnect related to the SARR’s “hypothetical
costs’ represents a4 major. uncxplained, and unjustified departure from the Board’s
cstablished approach See Coal Shippers Op. at 25.

Both BNSF and UP attempt to prove that some sori of relevant

“disconnect™ exists, but neither carricr provides a credible explanation:

* See, e.g., Coal Shippers Op. at 24-25 (citing AEP Texas N. Co. v. BNSF Ry.,
NOR 41191 (Sub-No. 1), slip op. at 13 (STB served Scpt. 10, 2007) (“AEP Texas™)
("I'T]he purpose of ATC 1s Lo determine the defendant carrier's relative costs for the
various linc segments . ... |Tlhe ATC revenue allocation we use here properly focuscs
on determining the relative costs Lo the defendant carrier of handling thc movement on
cach part of its sysiem.”™) (cmphasis added)); see also Major Issues, slip op. at 35 (“the
ATC method . . 1s keyed Lo the defendant carrier’s relative costs of providing scrvice™)
(cmphasis added)
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° UP argucs that Coal Shippers have “mischaracterized” the Board's
analysis because, according to UP, the disconnect the Board is concerned about is the
disconnect between the revenucs allocated to the SARR and the real-world costs incurred
by the defendant carrier in providing the service over the routes replicated by the SARR.
UP claims that the disconnect occurs because the revenue “allocations are not accurately
reflecting the costs of services™ the defendant carrier is providing in the real world:

Coal Shippers also appear to mischaracterize the Board’s
concern as involving the relation between the SARR's
operating costs and the allocation of the incumbent’s revenue
to the SARR. .. UP understands the Board's concern to be
thal its revenue allocation method is, in certain circumstances,
allocating more revenue 1o the lacilitics that arc being
replicated by the SARR than is warranted because the
allocations are not accurately reflecting the costs of the
services the incumbent is providing on the portions of its
route being replicated by the SARR. and the costs of the
services the incumbent 1s providing on the portions of its
route that arc not being replicated by the SARR."

Coal Shippers have not “mischaracterized the Board's concern.” Instead,
Coal Shippers submit that UP has not read the Board's July 2012 Decision correctly.
That decision very clearly states that the Board’s concern was the “disconnect between
the hypothetical cost of providing service to these movements replicated by the SARR
and the revenuc allocated to those facihtics. 2

Morcover. cven if the asserted disconnect involves the real world carrier’s

costs, UP offers no explanation, and offers no cxpert testimony, rebutting the expert

" up Reply at 6 n.6 (cmphasis added).
2 1d at 16.
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showing Coal Shippers made in their Opcning submission that the Board’s usc of Phasc
[T URCS variable costs does not result in the sysicmatic overstatement or understalement
of variublc cosls, or revenuc allocations based on thosc variable costs, under the ATC
methodology.

® BNSF argues that a disconnect exists in cases where the residual
incumbent originates carload 1raffic; the traffic is interchanged with the SARR; and then

returned to the residual incumbent. The disconnect occurs, BNSFF asserts, on this “hook-

and-haul” traffic because ATC assigns costs to the SARR (and rcvenues to cover those

costs) that the SARR does not incur:

Complainants typically assume that the SARR will
operate as a “hook-and-haul™ railroad and therelore will not
incur costs associaled with gathering carload tralfic for
placement on trains, switching carload trafTic in yards, train
asscmbly and disassembly, and dclivery of cars 1o their final
destination, among others costs incurred by the incumbent
railroad to provide carload service. While the SARR avoids
these costs for carload traffic, ATC allocates revenues as il
the SARR did incur these costs and MMM assigns
responsibility for stand-alone costs among shippers on the

SARR, including carload shippers, as if the SARR incurred
these costs 2!

BNSF’s argument is wrong First. it mistakenly assumes that the SARR’s
cosls arc relevant in the revenuc allocation process Sccond, BNSF's asscrtions
concerning ATC cost allocation arc incorrect. In its hook-and-haul scrvice example,
URCS allocaics origin and destination terminal costs to the residual incumbent (assuming

it is providing these services) and ATC allocates revenucs based on these costs. See

2| BNSF Reply at 16
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Crowley/TFapp Reb VS at 25.2 Third, in some instances, URCS may allocate nter- and
intratrain (“1&1") switching costs to the SARR, which cosis the SARR may nol incur, but
Crowley/Fapp demonstrated in their Opening statement that the impact of these costs on
the variable cost allocation between the SARR and the residual incumbent is minimal,
and BNSF offers no evidence to the contrary in its Reply.?

° BNSF argues that Coal Shippers’ demonstration that I&I switching
costs are not significant in the hook-and-haul traffic revenue allocation process “is beside
the point.*?' A disconncct occurs, according to BNSF, “becausc costs associated with
carload traffic that are avoided by the SARR arc not limited to URCS system-average 1&I1
switching costs."?® However, as Crowley/Fapp cxplain, this demonstration is cxacltly the
point:

Any perceived disconnect cannot relate Lo differences

between how the SARR and the incumbent operate since their

operations are cssentially the same. Where the incumbent

provides overhead service, the SARR provides overhead

scrvice on the sclected traflic as well. Moreover, onc of the

largest efficiency factors that drives the difference between

costs lor trainload and non-trainload trafTic is inlerchange

costs.[] But, under the STB’s ATC approach, interchange

costs between the incumbent and the SARR are removed

from the ATC calculation so any interchange related
cificiencics are climinated The remaining primary differcnce

22 Coal Shippers also demonstrated in their Opening Submission that the terminal
switching costs URCS assigns (o carload trafTic are morc than 4.5 times greater than the
terminal switching cosis assigned to unit train trafTic, a fact that BNSF docs not dispute.
See Crowley/Fapp Reb. VS at 25.

3 See Crowley/Fapp Reb. VS at 25.
24 BNSF Reply at 18.
B 1d.
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beiween trainload and non-trainload costs comes back to 1&1

related switching costs. which we showed 1n our OVS has no

real impacl.

Crowley/FFapp Reb VS at 26.

] Finally, BNSF argues that a disconnect cxists because “the
incumbent’s costs for the portion of the service replicated by the SARR are not accurately
determined by using system-average URCS costs for the enure movement.”® Like the
UP, BNSF offers no demonstration, or expert testimony, o support its counsel’s claims
that URCS costs arc not producing “accurate™ determinaiions. However, BNSF appears
to be interested in making movement-specific “adjustments™ to URCS costs,” so the
asserled “disconnect” appears (o be simply the “disconnect™ that exists in any case where,
as here, the Board has directed that syslem average costs not be adjusted to reflect

movement-specific characteristics. See Crowley/Fapp Reb. VS at 25-26.%

2. The Railroads’ Filings Undercut the Board’s
“No Means of Correcting or Minimizing” Claim

Even if some form of “disconnect™ did cxist, the Board does not, as it

proposes. lack any means of “correcting or minimizing the bias created by the

26 BINSF Reply at 17
2 1.

28 Coal Shippers note that the Railroads submitted no cxpert testimony in their
Opening submissions. Only the AAR submitted expert testimony on Reply. a short
verificd statement tendered by Michacl Baranowski (“*Baranowski Reply VS™). Mr.
Baranowski’s Reply Verified Statement devoles only one page to the subject of cross-
over traflic limitations, and his testimony is limited 1o a conceptual discussion of cross-
over trafTic that neither acknowledges nor attempts to rebut Crowley/Fupp’s
demonstration, sct forth in their Opening Venified Statement, that there was no
“disconnect” using URCS Phasc I1] variable costs in the ATC revenue allocation
mecthodology.
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disconnect” other than limiling the usc of certain forms of cross-over traffic.?® This
conclusion is flatly at odds with the Board’s prior statements in its June 20!/ AEPCO
decision.”® The Railroads’ Opening and Reply submissions also fail to provide any
Justification for the Board’s *no mcans of correcting or minimizing” claim. To the
contrary, the Railroads’ submissions actually undermine the Board’s claims becausc the
Railroads concede that the Board could address any perceived “disconnects™ through
adjustments to URCS.
a. The Board’s June 2011 AEPCO Decision

The most glaring omission in the Board’s discussion ol cross-over traffic in
the July 2012 Decision is the Board's complete silence regarding its June 27, 2011
decision in AEPCO In that prior decision, the Board explaincd that it was “concerned™
with how the partics developed variable costs for carload and multi-car scrvice, and the
Board instructed the parties to submit revised Maximum Markup Mcthodology
(*MMM") evidence 10 address the “improper cosling of the trallic group discussed” in
the decision:

To develop the variable costs used to calculate the

R/VC ratio for the movements in the traffic group, the partics

usc URCS 1o apply the detendant carrier’s unadjusted system-

average variable costs to each movement. [Major [ssues, slip

op al47-48.] In the proceeding before us, the Board is

concerned with how the parties have developed the variable

cosis for the traffic movements on the SARR submitted by
AEPCO. Here, most of AEPCO’s traffic group moves in

2 See July 2012 Decision, slip op at 16.

0 See Ariz Elec. Power Coop., Inc. v. BNSF Ry. & Umon Pac. R.R., NOR 42113
(“AEPCO™) (STB scrved June 27, 2011) (“June 2011 AEPCO™).

-17-



trainload service, but most of the variable costs calculaied for
that group are costed assuming it is moved in carload and
multi-car service. The defendants’ evidence leatures this
mismatch as well. In addition, defendants calculated costs
bascd on system averages they developed for the SARR, as
opposed to the defendants’ own system averages. However,
this approach is inconsisient with Major Issues, which stated
that the Board would usc defendants’ own costs for this
purpose. Id. As a resuli, neither the complainant nor the
defendants have provided an MMM calculation that we can
usc 1o reach a final result. In both cases, improper cosling
affects the R/VC ratios and works its way into the MMM,
affecting the final rate prescription.

Accordingly, AEPCO 1s mstructed to subnut revised
variable costs calculations, reflecting actual operating
characteristics of the movements on the SARR, for the traffic
group submutted on rebuttal, by July t1, 2011. Defendants
may reply to AEPCO’s evidence by 14 days aller its
submussion AEPCO may submit a rebuttal by 7 days alter
the defendants’ reply. Alternauvely. the partics may submit
joint evidence in accordance with the direction provided in
this decision. The parties’ submissions should be limited to
the improper costing of the traffic group discussed in this
decision.

June 2011 AEPCO, slip op. at 2 (emphasis added).

There is a profound and uncxplained difference betwecen the Board's June
2011 AEPCO dccision and its July 2012 Decision in this proceeding. In its June 2011
AEPCO dccision, the Board never suggested that it lacks any “means of correcting or
minimizing the bias™” associated with the Board’s standard costing system. Instead, the
June 2011 AEPCO decision identified a perceived problem in the Board's SAC
methodology and directed the parties to the case to submit modifications to their existing
cvidence. While the modification that the Board addressed in June 2011 AEPCO

pertained to cost calculations in the MMM process (rather than in the revenue divisions
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process), the Board's expressed “concern” relates to the same carload-versus-trainload
“mismatch™ or “disconncet” i1ssuc that the Board identifies in the instant proceeding with
respect 10 ATC divisions.
b. The July 2012 Decision 1gnores AEPCO

Despite the similarity of the cross-over traffic issues, the Board’s July 2012
Decision makes no reierence whatsocver to the June 2011 AEPCO decision. Instead, the
Board observes without explanation that it lacks any means of “correcting or minimizing
the bias that is created by the disconnect™ other than limiting shippers® use of cross-over
traflic. See July 2012 Decision, slip op. a1 16. Coal Shippers respect{ully submit that the
Board’s failurc 10 address its own prior decision raiscs serious questions regarding the
merits of the Board’s conclusion that it lacks any option other than precluding access to
cross-over traffic. I the Board had provided some insight into its perceived inability to
rectify its “disconnect™ or had oftered some explanation of why it believes that the
approach it relicd upon in June 2011 AEPCO would not be appropriate, Coal Shippers
could have addressed that reasoning in their submissions in this casc. The Board’s failurc
lo provide any explanation for its conclusion has scvercly limited discussion dircctly
responsive to whatever the Board’s focus may be, particularly since all indications arc
that the Board docs indeed have the means to correct or minimize any perccived bias

c. The Railroads Contradict the Board’s Claim
Even beyond this deficiency in the July 2012 Decision, however, the

Railroads’ filings in this case go one step further and affirmatively conrradict the basis

-19 -



for the Board’s claim that 1t can only “correct] ] or minimiz|c]” the bias associated with
the disconncct by restricting the use of cross-over trafTic.

CSXT and NS confirm in their Reply evidence that the Board is wrong to
claim that it lacks any means to “correct| | or minimiz[e]” the effect of the supposed
disconnect. Specifically, the easlern carriers explain that “[s]everal shipper commenters
and CSXT/NS appear Lo be in general agreement that cross-over traffic could be allowed
without additional limits, if revenuc allocations between the SARR and the residual
incumbent were done properly.” CSXT/NS Reply at 21 (emphasis in original).

Similarly, BNSF explained in its Opening submission that “|ijt might be
possible to correct some of the distortion arising (rom the use of carload trafTic as cross-
over (raffic by adjusting the variablc cost calculations used in the revenue allocation and
MMM calculations.” BNSF Op. at 12. BNSF addcd that in thc AEPCO casc, BNSF and
its co-defendant, UP, “proposed such an approach.”™' BNSF goes on to state that 1t
would be “'simpler” and more “dircct” to disallow the usc of carload cross-over traflic,
but it is evident that BNSF’s submission contradicis the Board’s claim that it is not

possible 10 address the “disconnect” directly. >

' Id at 12-13 (citing Defendants’ July 19, 2011 Response to AEPCO’s Revised
Variable Cost Calculations, STB Docket No. 42113)

32 1d. UP’s Reply submission also at least implicitly undercuts the validity of the
Board's “no mecans of corrccling or minimizing™ claim. While UP never directly
addresscs the question of whether the Board is correct in claiming that it lacks any
alternative solution other than limiting cross-over traffic, UP nevertheless attempts to
divert the 1ssuc to a discussion of whether the Board must modify URCS, rather than
cvaluating whether the Board was correct in claiming that it lacks any means of
climinating the perceived disconncct. See UP Reply at §.
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Thus, cach of the four major railroads has cither explicitly or implicitly
undercut the Board’s supposition that there is no way for the Board to correct or
minimize the supposed disconncet other than banning certain forms of cross-over tralTic

C. UP is Wrong to Claim that the Focus of
SAC Cases on Core Facilitics is lllusory

In their Opening submission, Coal Shippers quoted the Board's Xcel
decision in support of the proposition that “[p]ermitting |the shipper] to use cross-over
tralTic in its SAC prescentation . . . keeps the SAC analysis properly focuscd on the core
inquiry — whether the defendant railroad is earning adequale revenues on the portion of
its rail system that serves the complaining shipper.” Coal Shippers Op. at 32 (quoting
Xcel. 7S.T.B at 601)

In its Reply submission, UP argues that shippers (and indirectly the Bourd)
are wrong 1o claim that the availability of cross-over traffic kecps the SAC analysis
properly focused on the portion ol the defendant’s system that serves the complaining
shipper. See UP Reply at 4. Specifically, UP claims that SAC cases fail 1o focus on the
core facilities used to serve the complaining shipper:

The focus™ that cross-over traffic supposcdly permits is

entirely illusory, because the SAC analysis must sull account

for every part of the defendant’s system that serves the cross-

over traffic — it just does so [through] a revenue allocation

process. . ..

Id. UP misstatcs the nature of SAC traffic groups and misses the point of the Coal

Shippeis’ mgument regarding the impact of the Board’s proposed limitations on the

scope ol SAC cases.
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In particular, UP complains that the ATC revenue allocation sysiem
considers the revenues and densitics of each origin-to-destination segment of a given
cross-over traffic movement. To the extent that the existing revenue allocation sysiem
examincs of-SARR densitics on a per-segment basis, the associated burden is the result
of the Board's decision to adopt ATC and was not the result of any shipper requests

But even morc importantly, UP's argument overlooks the fact that 1l the
Board requires shippers to broaden their systems to include origins and/or destinations ol
all SARR traffic, shippers will be forced to consider whether to add other trafTic to their
systems that movces only over what would be the residual incumbent in current SAC
practice. See Otter Tail, slip op. at 8-10 (discussing Lhe permissible inclusion of Shipper
1, Shipper 2. and Shipper 3 traffic in SAC sysicms).”

Since a complaining shipper would be required to build “core™ and “non-
core™ facilities that together could approximate the full size of the defendant carrier, the
shipper would seek to include as much ~Shipper 3” traffic in its sysicm as possible to
share the fixed costs of that system. /d., slip op. at 10; see aiso Xcel, 7 S.T.B. at 602
(*The cascading analysis could result eventually in a complainant having Lo replicate

almost all of BNSF’s system The scope and complexity of the proceeding would expand

33 Shipper 2 traffic on a SARR system uscs both core facilities and “secondary”
facilitics that arc “needed to serve Shipper 2 bul not used by Shipper 1. /d., ship op. at 9.
Shipper 3 traffic “uses only the sccondary facilitics and does not usc the corc facilitics ”
Id.. slip op. at 10; see also id. (“A hypothetical entrant in a contestable market who has
dccided to scrve Shipper 2 and has constructed the secondary facilities would naturally
scek 1o serve Shipper 3 to cover some of the capital expense of thosc sccondary
facilities.™).
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cxponentially.™). In a SARR system that 1s truly “focused™ on the core facilities (where
all forms of cross-over trailic arc permissible), however. a shipper will not face the same
incentive to include “Shipper 3" trafTic from across the defendant’s entire system,
Accordingly, the scope and focus ol a “Full-Delendant™ SARR would greatly expand
beyond the scope and focus of cases under current rules. Xcel, 7 S.T.B. at 603 (“It is
difficult to imaginc the amount of materials that would have (o be produced and analyzed
to put logether the evidence needed to design a railroad 10 times larger. The number of
disputed 1ssucs would also escalate, and the operating plans and computer simulation
models would become 50 complicated as to risk being intractable.™)

In addition, UP is wrong to suggest that the 8.091 81-route mile SARR in
the DuPonr™ case presents the same type of situation as a *Full-Defendant” SARR under
the Board’s proposed cross-over traflic limitations. See UP Reply at 3. In the DuPont
casc, the “core™ facilitics are very large because the 26 different commoditics that make
up the issue traffic move between 138 different origin-destination pairs spread out across
a substantial portion of the eastern Uniled States. (Cross-over trallic accounts for
approximately 79% of the DuPont SARR’s trafTic by revenuc) The cffect of the Board’s
proposed cross-over tralTic limitations would be to create “Full-Defendant™ SARR
systems in which the vast majority of the lines likely would not be part of the “core
facilities™ used 10 serve the issue traffic. In DuPont. the effect of the Board’s proposed

cross-over traffic limitations would be 10 expand the already large SARR to (or ncar) the

3 E.I. DuPont de Neinours & Co v Norfolk S Ry .NOR 42125 (Complaint filed
Oct. 7. 2010).
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full extent of the approximately 20,183-route mile NS system  As Witnesses Crowley
and Fapp explain, *“|i|l DuPont could not use cross-over traffic in its SARR presentation,
it would nced to reproduce virtually all of the NS’s network.” Crowley/Fapp Reb. VS at
39; see also id. (“Assuming the [SARR’s] routc miles grew in proportion to the volumes
carricd would mcan the [SARR] would neced to increase its route miles to over 18,000
miles.™).

D.  Banning Cross-Over Traffic Would be Particularly Inappropriate
Since the Board Willingly Accepts Other Simplifying Measures

While the Board's July 2012 Decision suggests that the Board is concerned
about exact precision on variable cost calculations for ATC purposcs, the Board
nevertheless insists in other contexts that an admitiedly imperfect approach to other
aspects ol the SAC process 1S acceptable.

[For example, in Major Issues, thec Board adopted a hybrid system for
indexing operating expenscs despite the acknowledged “roughness” of the approach:

We acknowledge the roughness of our hybrid approach, but
the inquiry itself. wiile necessary, is highly speculative m
nature. Just as quantifying historical productivily was a
challenging undertaking. predicting productivity of the
existing rail industry is far more difficult, and predicling
productivity of a hypothctical SARR even more so  Yet the
rccord supports the conclusion that a hypothetical, optimally
cfficient SARR would achicve future productivity
improvements, even modest productivity in the short term. [t
1s the attempt to quantify the precise amount of such
productivily in cach year of thc analysis that produces the
broad array of conflicting cxpert testimony witnessed 1n this
proceceding. At some point, an elaborate and expensive
search for a more precise estunate of future productivity must
give way 1o the need for a uniform, manageable approach.
Predictability in regulation is an important goal.
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Major Issues, slip op. at 46 (emphasis addcd).

Accordingly, it would be improper for the Board to adopt limitations on the
use of cross-over traffic in SAC cascs becausc of a concern that a simplifying device may
have some measure of imprecision. See Crowley/Fapp Reb. VS at 29 (“As we discussed
in our OVS, all models inherently incorporate some level of imprecision. 11 the Board
cannot accepi some level of imprecision in its modcling exercise, the exercise is doomed
from the star.™). As Witnesses Crowlcy and Fapp cxplain, *|i|f onc option is to include
cross-over traffic whose revenue divisions may not be absolutely precisc in every
instance, and the other option is to excludce the cross-over traffic entirely, it is clear that
retaining the traffic, even with imperfect revenue divisions, will produce far more

accuratc, reliable SAC results than climinating the traffic.” /d.

1L
THE BOARD SHOULD NOT REPLACE MODIFIED ATC
The Board has always held that the allocation of cross-over traffic revenuces
between the SARR and the residual incumbent should be “reasonable and fair.”** For

many years, thc Board held that reasonable allocations should be made using “market”

5 W Fuels Ass'n, Inc. v. BNSF Ry , NOR 42088, slip op. at 14 (STB scrved Feb.
18, 2009) ("WFA").
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principles.®® However, starung in 2003, the Board held that reasonablc revenuc
allocations should be based on “cost[] . . . of service” principles *

In its decisions starting 1n 2003, the Board has adopted the following cost
of service principles to guide its allocation of cross-over traffic revenucs.

e The costing methodology should use “the actual
costs incurred by the [defendant| carrier.”®

e The costing methodology should “reflect. to the
cxtent practicable, the defendant carrier’s relative costs ol
providing service over cach of the two scgments.””
e The costing methodology should “avoid
Jillogical and unintended resuit|s|” that conflict with other
governing principles of railroad economics.*
o The costing methodology should be one that can
be “applicd in all SAC cases, including in cases decided
under [the Board's] simplilicd SAC procedures.™
Modified ATC properly implements cach of the Board's governing cost ol

service principles. The other procedures preferred by the Railroads, and proposed

Aliernative ATC, do not. Under governing Board preccdent, these other procedures

3 See Coul Shippers Reply at 41-42 (citing cases).
3 1d at42-51 (ciling cascs).

% WFA 2007, slip op. at 12.

® WFA 2007, shp op. at 11.

© 44,

W WFA4, slip op. at 13 (STB scrved Feb. 18, 2009).
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cannot be substituted for Modificd ATC because they arc not “demonstrably superior” to
Modificd ATC."

Modificd ATC can be improved, however, by changing the method used to
calculate total fixed costs. In addition, other procedurcs arc available that would be
supcrior to Alternative ATC

A. Modified ATC is Superior to the Railroads’
Preferred Approaches

Modified ATC is superior to the approaches supported by various
Railroads, including Original ATC, SARR cost-based methods, and ECP

L. Modified ATC is Superior to Original ATC

Scveral Railroads contend that Original ATC should be used to sct cross-
over traffic divisions because, they claim, Original ATC is superior to Modified ATC."
However, these Railroads simply repeat arguments the Board has previously — and
correctly — rejected

The Board first attempted to apply Original ATC in two pending rate cases.

WFA and AEP Texas. The Board found that the application of Original ATC produced an

2 WFA, slip op. at 10 (STB scrved Junc 15, 2012). CSXT/NS argue that Modified
ATC was “‘rejected”™ by the United States Court of Appeals for the District of Columbia
Circuit in BNSF Ry. v. STB, 604 I'.3d 602 (D.C. Cir. 2010) CSXT/NS Rcply at 22 n4,
This asscrtion is manifestly wrong. The D C. Circuit remanded, without vacating, the
Board’s decisions in WFA adopting Modified ATC because the Court found that the
Board had inadvertently failed 10 address onc of BNSF's criticisms of Modified ATC.
See id., 602 FF.3d at 613. Thc Board supplicd this cxplanation in its June 15, 2012
decision in WFA

3 Se¢ AAR Reply at 8 (“the AAR docs not believe that the Board has identified a
truc need 10 meodify the Oniginal ATC methodology™); CSXT/NS Reply at 23 (“Original
ATC .. .1s the best allocation method the Board has proposed to date™).
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“illogical and unintended result” in cach casc — the allocation of revenues Lo some
movements over high-density segments that were less than the incumbent carrier’s
variable costs for providing service over these high-density segments while, at the same
time, allocating revenues that exceeded the incumbent’s vaniable costs for providing
service over the low-density segments.™

To avoid this “illogical and unintended result,” the Board decided to apply
a refined version of ATC — Modificd ATC — 10 sct cross-over traffic divisions in WFA
and AEP Texas Under Modified ATC, revenues are first allocated to cover variable
costs, and contribution 1s allocated using the Original ATC proccdurc."’

The Board concluded that Modificd ATC was superior to Original ATC
because it avoided these “illogical and unintended results,” avoided impermissible cross-
subsidies, and was fully consistent with the Board’s over-riding objeclive of developing a
“non-biased, cost-bascd method™ to sct cross-over traiTic revenucs:

To avond such an illogical and unintended result, we

make a necessary refinement to the ATC approach here.

Instead ol applying ATC allocation procedure to total

revenue, we will apply the same allocation procedurc to 1otal

revenue contribution (i.c.. revenue in excess of variable cost

as calculated by URCS). ...

This refinement 1s rcasonable and consistent with our
objective in Major Issues. Traffic must cover its variable
costs before il can be expected to make any contribution to

joint and common costs. Therefore, the objective is how to
allocate the revenue contribution (if any is available) between

* See WFA 2007, slip op. at 14; WFA, slip op. at 4 (STB scrved Feb. 29, 2008);
WFA, slip op. at 13 (STB served IFeb. 18, 2009); AEP Texas, slip op al 15.

45 ld
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the facilitics replicated by the SARR and those of the residual
incumbent. While the language in Major Issues to explain the
basic ATC approach led the partics Lo allocate total revenue
rather than total revenue contribution, we did not contemplate
this situation. where a procedurc would result in other traffic
on the SARR cross-subsidizing those cross-over movements
with on-SARR revenue allocations below variable costs.
Such a result would plainly conflict with our express purpose

to [;1;1(] a non-biased, cost-based method. Sce Major Issucs at
32.

CSXT/NS arguc that the Board’s analysis is flawed because complainant
shippers can remove low rated traffic from their traffic groups. The Board correctly
rejected this argument in WFA and AEP Texas The Board ruled that “[t]he fairness of
the revenue allocation method should not . require[] the complainant to drop the traflic
that the incumbent railroad presumably finds worthwhile Lo handle at the current rate.™"
The Board also held that shippers pursuing relicf under the Simplified SAC standard do
not have the option of dropping low rated trafTic.*®

CSXT/NS also argue that application of ATC 1o low rated movements docs
not produce illogical results because, they asscrt, SARR costs are less than the
incumbents’ variable costs. The Board also rejected this contention in WFA and AEP
Texas. The Board held that the ATC methodology must “take into account operating

expenses” incurred by the defendant carrier. ™

% WEA 2007, slip op. a1 14,

T WFA, slip op. at 4-5 (STB served Feb. 29, 2008)
® WFA, slip op. at 13 (STB served Feb. 18, 2009)
¥ WFA, slip op a1 5 (STD served Feb 29, 2008)
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Finally, CSXT and NS, likec BNSF, were supporters of the Density
Adjusted Revenue Allocation (DARA) mclhodology,so and the Board’s discussion in
WFA and AEP Texas of the inconsistent positions taken by BNSF applies cqually to the
positions now advocated by CSXT and NS:

We note that BNSF’s position here 1s inconsistent with
the position it ook in the Xcel case, where it advocated a
revenue allocation approach called the Density Adjusted
Revenue Allocation (DARA). The first step of DARA would
have been to allocate revenue associated with directly
attributable costs as measured by the Board’s Uniform
Railroad Costing System (URCS). The second step would
have involved allocating contribution (total revenuc less total
URCS opcraling costs) in accordance with cconomics of
density. BNSF argued that its approach would have allowed
complainants to lake advantage of cconomics of density, but
at the same time provide for an “‘¢ven-handed” allocation of
revenues. It explained that ~[t]he cvenhandedness
ol DARA derives from the lact that it assures that both on-
SARR and off-SARR segmenis of cross-over movement will
cover their aitributable cost, while giving both a
comparable opportunity 1o cover their unattributable costs.”
The refinement 1o ATC we adopted in this case is very
similar. It provides an even-handed revenue allocation by
cnsuring that the revenue division for both on-SARR and off-
SARR scgments will cover variable (i.c. attributablc) costs
(calculated using URCS) before allocating any remaining
rcvenuc that would be available to cover fixed (i.c.
unattributable) costs.”!

0 See, e g., Duke Energy Corp v Norfolk S. Ry., 7 S.T.B. 89, 106-08 (2003)
(“Duke/NS™), Duke Energy Corp. v CSX Transp., Inc.. 7S T B 402, 423 (2004).

SVWEA, slip op. at 5 (STB served Feb. 29, 2008) (footnotes omitted) (cmphasis in
original)
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The Board went on to hold that “the Board concluded that this sccond sicp
[in DARA] was {lawed in that it did not adequately account for economics of density —a
flaw that we correeted with the ATC approach.™

2, Modified ATC is Superior to Efficient Component Pricing
and Revenue Allocations Using SARR Costs

In its Opening submission, UP urged the Board to utilize ECP to allocate
revenues on cross-over traflic. As Coal Shippers demonstrated in their Reply
submission, the Board has repeatedly rejected ECP because “cross-over traflic could not
provide any contribution to the threshold, joint and common costs™ incurred by the
SARR ** Modified ATC is supcrior to ECP because 1t does permit cross-over tralfic to
provide contribution o the threshold, joint and common costs incurred by the SARR.

In their Opening and Reply submissions, CSXT and NS urge the Board Lo
set cross-over traflic revenues “us|ing] the SARR’s variable costs rather than the carrier’s

9e54 T

system average URCS costs. he Board has consistcatly rejected this approach

because the costs 1o be used in ATC arc the incumbent’s costs, not the SARR’s costs.*

2 1d a15n9.

53 See Conl Shippers Reply at 18-19 n.65 (citing Mayor Issues, slip op. at 37-39
(“ECP conflicts with | SAC] thcory™ because, among other reasons, “cross-over traffic
could not provide any contribution to the threshold, joint and common costs™ incurred by
the SARR)).

% See CSXT/NS Reply at 21,

55 See, e.g , WFA 2007, shp op. at 12 (*the ATC mcthod .. is keycd 10 the
defendant carrier’s relative costs of providing scrvice™) (internal quotation marks
omilted); AEP Texas, slip op at 13 (“the ATC revenue allocation we use here properly
focuses on determining the relative costs to the defendant carrier of handling the
movement on cach part of its system™); WFA, slip op. at 13 (STB scrved Fcb. 18, 2009)
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Modificd ATC is superior to the CSXT/NS approach because it relies on the incumbent’s
variable costs, not the SARR’s variable costs, to allocate cross-over traffic revenucs.
B. Modified ATC is Superior to Alternative ATC
Coal Shippers demonstrated in their Opening submission that Modified
ATC is superior Lo Alternative ATC becausc:

e Alternative ATC produces illogical and
unintended results when applied to low contribution moves,

e Alernative ATC produces illogical and
unintended results when applied to medium and high
contribution moves;

o Modified ATC properly weights economices of
density;

e [t is inapproprialc to give morc “weight™ to
cconomies of density in the revenuc allocation process; and

e Constant changing ol cross-over traffic revenue
allocation methodologics to decrease SARR revenues is
manifestly unfair to captive coal shippers.

The Railroads offer nothing n their Replies that demonstraices that

Alternative ATC is superior to Modificd ATC.

(“the objective o ATC 1s to reflect the defendant carrier’s relative costs ol providing
service over the relevant segments of its network™).
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1. Alternative ATC Produces lllogical and Unintended Results
When Applied to Low Contribution Moves

The Board refined and replaced Onginal ATC with Modified ATC because

Original ATC produced “illogical and unintended result|s]"*

when applied 1o low
coniribution moves. As Coal Shippers demonstrated in their Opening submission, these
“illogical and unintended result|s|” arc simply illustrated by refcrence to a hypothetical
move where total movement revenue equals $11 per ton, total movement variable costs
are $10 per ton ($5 per ton on a high-density scgment and $5 per ton on a low-density
segment) and, under Original ATC, $6.25 per ton was allocated to the low-density
segment and $4 75 was allocated to the high-density segment, See Coal Shippers Op.,
Verified Statement of Thomas D. Crowley and Danicl L. Fapp (“Crowley/Fapp Op. VS”)
atL 5-6.

Original ATC produccs “illogical and unintended resuli|s]™ because the
high-density segment is allocated $0.25 per ton less than its variable costs whercas the
low-density scgment is allocated $1.25 per ton more than its variable costs. Modificd
ATC corrccts this “illogical and unintended result” by first allocating $5 per ton in
revenues to the low-density segment and 35 per ton in revenues to the high-density
scgment to cover cach segment’s variable costs, and then allocating the remaining fixed

costs and profils using the ATC metric. See Crowley/TFapp Op. VS aL 6.

% See WFA 2007, slip op. at 14; WFA, ship op. at 4 (STB served Feb. 29, 2008),
WFA, shp op at 13 (STB served Feb 18, 2009); AEP Texas, slip op. at 15.
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Coal Shippers also demonstrated that this same hypothcetical illustrates that
Alternauve ATC also produces “illogical and unintended result[s].” Alternative ATC
would allocate $5 per ton to the low-density segment and $6 per ton to the high-density
segment. The result is that the total movement contrib