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BACKGROUND

In this proceeding, Public Service Company of Colorado d/b/a Xcd Energy (Xcel) challenged
the reasonableness of the rates charged by The Burlington Northern and Santa Fe Railway Company
(BNSF) for movements of cod from originsin the Powder River Baan (PRB) of Wyoming to Xcd’s
Pawnee steam el ectric generating plant near Brush, CO. In adecision served June 8, 2004 (June ‘04
Decison), we found that BNSF has market dominance over that transportation and that the challenged
rate is unreasonably high. Based upon a stand-alone cost (SAC) andysis, we prescribed maximum
reasonabl e rates through the year 2020 and awarded reparations to Xcel.

Xcd and BNSF have each filed timely petitions for reconsideration, and this decision addresses
their requests that we reconsider various substantive determinations made in the June ‘04 Decison. (In
a separate decison, served December 14, 2004, we addressed various claims of technica errorsin the
June ‘04 Decison.) As discussed below, upon reconsideration we update and modify the SAC
anaysisin severd respects, but deny the substantive reconsideration requests in other respects. We
will entertain requests for a rulemaking to explore in amore generd manner continuing concerns
regarding the treatment of cross-over traffic and the appropriate method for indexing operating
expensesin SAC cases, should any interested person(s) seek to pursue those matters.

DISCUSSION AND CONCLUSIONS

A party may ask usto reconsder a Board decision by submitting atimely petition that presents
new evidence or changed circumstances that would materiadly affect the case or that demonstrates
materid error in the prior decison. 49 U.S.C. 722(c); 49 CFR 1115.3. Here, both parties have
sought reconsideration of variousissues. Some of those issues concern the nature and purpose of the
SAC test and how that test should be administered. Therefore, a brief review of the SAC test will aid
our discussion here.

The objective of a SAC analyssisto smulate the competitive rate that would be available to
the captive shipper in a contestable market environment. Coal Rate Guidelines, Nationwide, 1
1.C.C.2d 520, 528-34 (1985) (Guiddines), aff'd sub nom. Consolidated Rail Corp. v. United States,
812 F.2d 1444 (3d Cir. 1987). InaSAC anaysis, we seek to determine, based on the record
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developed by the parties, what a hypotheticaly efficient “ sand-done railroad” (SARR) would need to
charge a sdlected traffic group, free from any costs associated with inefficiencies or cross-subsdization
of other traffic, to earn a reasonable return on its invested capitd.

The SARR is designed to serve the identified traffic group using the optimum physica plant or
raill system needed for that traffic. A computerized discounted cash flow mode smulates how the
SARR would likely recover its capitd investments over time, taking into account inflation, tax ligbilities,
and areasonable rate of return. The annual capita costs are combined with the annual operating
expenses to caculate the annua revenue requirements of the SARR.

We then cdculate the annual revenues that the defendant carrier is expected to earn from the
selected traffic, based on the parties’ evidence, and compare the expected revenues to the annual
revenue requirements of the SARR to determine the over- or under-recovery for each year. Because
the SAC andysdis period is lengthy, a present vaue andysisis used that takes into account the time
vaue of money, netting annual over-recovery and under-recovery as of acommon point intime. I
there would be a net under-recovery for the entire analysis period (i.e., the revenues from the traffic
group are less than the revenue requirements of the SARR), then the challenged rates are considered
reasonable. If, on the other hand, there would be a net over-recovery (i.e., the defendant carrier earns
more from the traffic group than the revenue requirements of the SARR), then the challenged rates are
unreasonable and the rates that the defendant carrier may charge for the traffic a issue in the complaint
are limited to what the SARR would need to charge to avoid an over-recovery.

With that introduction, we turn to the issues raised by the partiesin their petitions for
recong deration, which are discussed below.

I. Evidentiary Standards

In the June ‘04 Decision at 23-27, we found that Xcel had not presented a feasible operating
plan. BNSF argues that Xcd’s complaint should therefore have been dismissed on the ground that
Xcd did not satisfy its burden of proof.? BNSF s argument assumes that, in considering a chdlenge to
the reasonableness of arate, our roleis smply to act as an umpire, caling bals and strikes for the
adversaries appearing before us, and that a Sgnificant deficiency in the complainant’s opening
presentation must therefore be fatd to its case. However, as discussed below, we do not view our role
as S0 limited.

Our predecessor, the Interstate Commerce Commission (ICC), was expected to be “directly
and immediately concerned with the outcome of virtually al proceedings conducted beforeit. It [was]

1 BNSF Pet. for Recon. at 2-4.



STB Docket No. 42057

not intended to be a passive arbiter but the * guardian of the generd public interest,” with a duty to see
that thisinterest is at dl times effectively protected.”® Thus, the ICC was not the prisoner of the party’s
submissions, but rather had the duty to “weigh adternatives and make its choice according to its
judgment of how best to achieve and advance the godls of the National Transportation Policy.”® In
other words, the ICC was not expected to blandly call balls and strikes; rather, “the right of the public
must receive active and affirmative protection at the hands of the Commission.”

In the Staggers Rail Act of 1980,> Congress limited the agency’ s authority to determine the
reasonableness of rail rates to traffic over which the railroad has market dominance® and for which the
parties have not entered into arall transportation contract.” And in the ICC Terminaion Act of 19952
which replaced the ICC with the Board, Congress further limited our authority to investigate the
lawfulness of a carier’ srates to those rates againgt which a complaint has been filed.®

Where a shipper chalenges the reasonableness of a common carrier rate over which the carrier
has market dominance, however, our role as the guardian of the public interest is unchanged. We are
authorized to investigate those rates, 49 U.S.C. 11701(a), and we are empowered to obtain from the
railroads whatever information we deem necessary to carry out our duties, 49 U.S.C. 721(b)(3). If,

2 H.R. Doc. No. 678, Practices and Procedures of Governmental Control of Transportation,
78" Cong., 2d Sess,, at 53 (1944).

3 Bdtimore & Ohio R.R. v. United States, 386 U.S. 372, 429 (1967) (Brennan, J.,
concurring).

4 Harlem Vdley Transp. Assn. v. ICC, 500 F.2d 328, 335 (2d Cir. 1974) (quoting Scenic
Hudson Pres. Conferencev. FPC, 354 F.2d 608, 614 (2d Cir. 1965)); see also Ishrandtsen Co. v.
United States, 96 F. Supp. 883, 892 (S.D.N.Y. 1951).

® Pub. L. No. 96-448, 94 Stat. 1989.

® Seeformer 49 U.S.C. 10709 (1993), now codified at 49 U.S.C. 10707. Market
dominanceis “an absence of effective competition from other carriers or modes of trangportation for
the transportation to which arate applies.” 49 U.S.C. 10707(a).

" See former 49 U.S.C. 10713 (1993), subsequently revised and now codified at 49 U.S.C.
107009.

8 Pub. L. No. 104-88, 109 Stat. 803.

9 See 49 U.S.C. 10704(h).
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after afull hearing, we determine that the chalenged rate is unreasonable, we may prescribe the
maximum reasonable rate and enjoin the carrier from charging arate above that level. 49 U.S.C.
10704(3)(2).

To resolve disputesin SAC cases, we gpply the evidentiary standards set forth in Duke Energy
Corp. v. Norfolk S. Ry., STB Docket No. 42069 (served Nov. 6, 2003) (Duke/NS) at 13-15.
Where the complaining shipper’ s opening evidence is feasible and supported, that is what we use in our
SAC andyss. However, where on reply the defendant railroad demonstrates that what the shipper
presented isinfeasible or unsupported and the defendant offers feasible, redigtic dternative evidence
that avoids the infirmitiesin the shipper’ s evidence and that is itself supported, we use the reply
evidence. Where the defendant has identified flaws in the shipper’ s evidence but has not itself provided
evidence that can be used in our SAC andysis (or shown that the shipper’s evidence is o flawed asto
preclude the development of appropriate reply evidence to avoid or address the flaws), or where the
shipper shows that the railroad' s reply evidence is unsupported, infeasible, or unreditic, the shipper
may supply corrective evidence on rebuttal. A shipper is not free on rebutta to sgnificantly redesign its
SARR or dter the core assumptions upon which its case-in-chief is based without first seeking
permission to supplement the evidentiary record.

These evidentiary standards are designed to permit usto carry out our statutory obligation—to
determine if the chalenged rate is reasonable—based on a well-developed evidentiary record. Our
evidentiary standards impose obligations on both parties. The shipper must submit its best case on
opening. It may not hold back to see theralroad’ s reply evidence before findizing or supporting its
own case, because an opportunity to use its rebutta to correct deficienciesin its opening evidence is
not assured. On the other hand, arailroad may not exploit weaknesses in the shipper’ s opening
evidence to escape an examination of the reasonableness of the challenged rate.

In SAC cases, the railroad has the advantage of having much greater knowledge and
experience in how to construct and operate arailroad. Moreover, as a potentia repeet participant in
SAC cases, the defendant carrier may have an incentive to contest every detail of a SAC presentation.
Our expertise and our interest in the SAC test serving itsintended purpose can leve the playing field
somewhat, but we must ensure that an adequate record is developed upon which we can make an
informed determination. Were we to entertain only those rate complaints where the railroad could not
poke holes in the operating plan devised by the shipper for its SARR, dmost every rate challenge
consdered by this agency since the adoption of the SAC test would have had to have been dismissed.

The public interest would not be served by dismissng rate complaints solely because of
correctable defects in the shipper’ s presentation with respect to how a hypothetica railroad would
operate. Indeed, the Board' s use of its investigative powers and the parties evidentiary submissions
resulted in arecord sufficient for the Board to determine whether the rate was unreasonable.
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Thus, where the complainant has made a good-faith effort to present reasonable evidence on dl
of the basic components of the SAC test, even though when the record is fully developed that evidence
might not be accepted as the best evidence of record, we are reluctant to dismiss the entire case
without completing the SAC andlyss. See McCarty Farms, 2 S.T.B. 460, 476-78 (1997) (electing not
to dismiss arate complaint notwithstanding the patent infeasibility of the operating plan). Accordingly,
because Xcel made a good faith effort to present reasonable evidence on dl the basic components of
the SAC test, BNSF s renewd of its request that the complaint be dismissed will be denied.

Il. Revenue Adequacy Considerations

In determining the reasonableness of a chdlenged rate, we are directed to consider, among
other things, Congress's directive that railroads have an opportunity to earn adequate revenues.’®
BNSF complains that our June ‘04 Decison did not address how our decision took account of or
would affect BNSF s “revenue inadequate”’ status. Based on that silence, BNSF charges that we failed
to take into account its need to earn adequate revenues.™

We did not need to separately address BNSF s revenue adequacy needs in the June ‘04
Decision, however, because the SAC test inherently addresses those needs. The very purpose of the
SAC test isto determine what BNSF needs to charge to earn “adequate” revenues on the portion of its
system that is included in the system of the SARR. The SAC test excludes revenue needs associated
with other traffic and other parts of BNSF s system, because the SAC test is designed to prevent the
traffic at issue from cross-subsidizing other traffic. Guiddines 11.C.C.2d at 1451 (a captive shipper is
not required to pay the cost of any facilities or service from which it derives no benefit). Thus, “arate
may be unreasonable even if the carrier isfar short of revenue adequacy.” 1d. at 536.

1049 U.S.C. 10701(d)(2). Congress has directed us to make an annual determination as to
whether each Class| railroad (i.e., each railroad with annud operating revenues exceeding $250 million
in 1991 dallars, 49 CFR 1201 General Ingtruction 1-1) is earning adequate revenues. 49 U.S.C.
10704(a)(3). Congress has defined “adequate” revenues as revenue level s sufficient to cover operating
expenses, support prudent capita outlays, repay areasonable debt level, raise needed equity capitd,
and otherwise attract and retain capital in amounts adequate to provide a sound rail transportation
sysem. 49 U.S.C. 10704(a)(2).

11 BNSF Pet. for Recon. at 1-2.
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[11. Cross-Over Traffic

Over 90% of thetraffic included in the SAC analysisin this case would congtitute cross-over
traffic, i.e., movements for which the SARR would not replicate dl of BNSF s current movement but
would ingtead interchange the traffic with the residua (off-SARR) portion of the BNSF system. On
reconsderation, BNSF again argues that we should disallow a SAC analysis that relies on cross-over
traffic as the predominant source of traffic for the SARR.? Alternatively, BNSF asks us to reconsider
the methodology used in this case to alocate the revenues from cross-over traffic between the on-
SARR and off-SARR portions of the movement.*3

A. Usein SAC Analysis

BNSF firg objects to the use of cross-over trafficin a SAC andysis, arguing that it is
inconsstent with SAC principles to include traffic without measuring dl of the codts associated with thet
traffic. But asdiscussed in the June ‘04 Decisonat 13-17, theinclusion of cross-over traffic isawell
established practice in SAC cases that enables these cases to focus on the facilities and services that
are used by the complainant shipper, and it prevents SAC cases from becoming unmanagesble. We
recognize that, as with any smplifying assumption, the incluson of cross-over traffic introduces some
imprecison into the SAC analysis. We remain concerned that, without cross-over traffic, captive
shippers could lack a practicable means by which to prosecute rate complaints. Thus, we continue to
believe tha the vaue of this evidentiary tool outweighs its limitations.

B. Revenue Allocation

BNSF argues that the method gpplied in this case of dlocating revenue from cross-over traffic
between the on-SARR and off-SARR parts of amovement is arbitrary and distorts the results of the
SAC andysis. Thereisno prescribed revenue alocation methodology in SAC cases* and in recent
cases the Board has sought to improve upon the dlocation method used.™® In this case, we were faced
with a choice between two dlocation methods. the “Modified Straight-Mileage Prorate’ (M SP) that

2 |d, at 4-7.
18 1d. at 7-9.

14 See, eg., PPL Montana, LLC v. Burlington N. & SF. Ry., STB Docket No. 42054 (STB
served Aug. 20, 2002) (PPL) a 7 n.14 (“We have not adopted a single preferred procedure for
developing revenue divisions on cross-over traffic.”).

> See Duke/NS at 22-25.
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had been used in recent cases and an aternative proposed by BNSF caled the “Density Adjusted
Revenue Allocation” (DARA). We gpplied the MSP approach. BNSF argues that we should have
used DARA .1

MSP is arefinement of a mileage-based formulalong used in SAC casesto dlocate cross-over
traffic revenues. Under the origina formula, the on-SARR and off-SARR parts of a move were each
credited with one “block” for every 100 miles (or portion thereof) of the total movement. An additiond
block (the equivaent of a 100-mile share of the line-haul costs) was credited for originating or
terminating the traffic, in recognition of the additiona costs associated with providing those services!’
Thetotal revenues were then alocated in proportion to the total number of blocks assigned to each part
of the movement.

In Duke/NS at 22-25, the Board determined that the mileage alocation for each part of a
cross-over movement should be its proportionate share of the combined mileage. The Board
concluded that this would better gpproximate the relative costs incurred for line-haul transportation,
based on the reasonable assumption that average costs are a continuous function of distance (holding
other factors congtant). The 100-mile additive for originating or terminating the traffic was retained, as
asurrogate in the absence of any better evidence asto the costs of those functions.

BNSF criticizes MSP for not taking into account the cost differences generated by differing
traffic dengties on different parts of aroute and for not accuratdly reflecting the costs to originate and
terminate carloads of unit-train traffic. BNSF arguesthat, if cross-over traffic isincluded, DARA must
be used because, according to BNSF, DARA is superior to MSP.

Under DARA, BNSF would first caculate the variable costs associated with each part of the
movement and assign revenues to cover those costs. The remaining revenue from the movement—the
contribution to fixed costs—would be dlocated between the on-SARR and off-SARR part of the
movement based on aformulat® that assigns a greater share to the part with the longer distance and to
the part using lighter density lines.

Upon examination, however, it gppearsthat DARA is actudly insengtive to economies of
density, ignoring the well-accepted principle that economies of dengty will vary with different levels of

16 BNSF Pet. for Recon. at 7-9.

17 See McCarty Farms, 2 ST.B. at 472.

18 See Duke/NS at 20-21 n.31.
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output. A typica cost curve, with congtant average variable cost (AVC) and diminishing average tota
costs (ATC) isillustrated below.

——AVC
—ATC

10 20 30 40 50 60 70 8 90 100 110 120 130 140 150 160
Output (MGT)

Asilludrated, the economies of dengty diminish with higher output, as the fixed threshold cogs are
spread over more output. We use this cogt function to illustrate the deficiency with DARA.

The examples below show how DARA would dlocate $10 per ton in revenue from a 1,000-
mile cross-over movement that travels an equa distance over a heavy-dengity on-SARR line and an
off-SARR line with hdf the dengity. The examples assume that the two lines each have identica
threshold costs of $100 million and that the AV C of moving aton of traffic over each line are dso
identical ($2.50 per ton for each line, for atota combined variable cost of $5 per ton). In each
example the only cost difference distinguishing the two parts of the movement is that the average fixed
codts per ton of traffic are twice as high on the light-dengity line because thereis only haf as much
traffic anong which to digtribute the fixed costs. The economies of density, if any, are reflected in the
difference in the ATC of the two lines.



Example 1
Strong Economies of Density
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Residual SARR
Density 10 MGT 20 MGT
AVC $2.50 $2.50
ATC $12.50 $7.50
DARA | AVC+($5x(10+30)) = $5.83 | AVCH($5%(20+30)) = $4.17
Example 2
Significant Economies of Density
Residual SARR
Density 40 MGT 80 MGT
AVC $2.50 $2.50
ATC $5.00 $3.75
DARA | AVCH($5%(80+120)) = $5.83 | AVC+($5%(40+120)) = $4.17

Example 3
Weak Economies of Density

Residual SARR
Density 80 MGT 160 MGT
AVC $2.50 $2.50
ATC $3.75 $3.13
DARA | AVC+($5%(160:240)) = $5.83 | AVC+($5%(80:240)) = $4.17

Astheseillugrations show, the dollar amount that DARA would alocate to the light- and
heavy-dengty lines would not vary in any of the scenarios, regardless of the degree of economies of
dengity. Thus, contrary to BNSF s clam, DARA does not take into account the degree of economies
of dengty. It smply dlocates a higher portion of the revenues to the part of a movement traveling over

lighter-dengty lines.

In our discusson of DARA in the June ‘04 Decisonat 18-19, we expressed concern that
DARA could overgtate the revenues that should be dlocated to the light-dendty lines. We incorrectly
suggested that the fault was in DARA’ s rdiance on the Uniform Rail Costing System (URCS), our

10
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genera purpose costing system for al regulatory costing purposes.’® However, thereis no systemic
biasin URCS that would favor ether heavy- or light-dengty lines. And while we gave an example of
an ingance in which DARA would overgete the average costs of alight-density line, other examples
could be constructed where those costs would be understated.

But asillustrated above, DARA can overstate the revenues that should be alocated to lighter-
dengity lines. Even where economies of density have been, for practical purposes, exhausted, DARA
would continue to dlocate grester revenue to the part of the movement using the lighter-dengty line.
Thus, DARA does not accomplish its stated objective.

In sum, we are not persuaded that a departure from precedent is necessary or appropriate
here. DARA has not been shown to be superior to the mileage-based approach that has been
traditionaly used in SAC cases. And BNSF has failed to convince us that cross-over traffic must be
disdllowed dtogether here for lack of a better means of alocating revenue from thet traffic.

There may well be a better revenue alocation procedure that could be practical for SAC cases,
and we remain open to proposals as to how best to alocate revenues on cross-over traffic. We aso
do not rule out further consideration of the extent to which use of cross-over traffic is necessary and
appropriate to ensuring that the SAC test provides a practicable means of ng the reasonableness
of achdlenged rate. Thus, we will entertain requests for arulemaking on these issues, if any interested
persons are prepared to present a more in-depth exploration of the issues.

V. Other Issues
A. Jeffrey Energy Center

BNSF objects to the inclusion in the traffic group of the rerouted Jeffrey Energy Center
traffic?® BNSF repests the same arguments that it raised earlier: that the SARR could not provide the
same leve of sarvice on the dternative route and that including the traffic would create an impermissible
cross-subsidy. These arguments were fully addressed in the June ‘04 Decison at 19-23, 28-32, and
nothing in BNSF s petition requires additiona discussion here,

19 See Adoption of the Uniform Railroad Costing Systern As A Generd Purpose Costing
System For All Regulatory Costing Purposes, 51.C.C.2d 894, 899 (1989).

20 BNSF Pet. for Recon. at 10-11.

11
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B. Operating Plan

As mentioned above, we found that the operating plan proposed by Xcd in this case was
infeasible, because it failed to provide for staging trains into the PRB minesin arationd fashion and
improperly assumed that the mgjority of the SARR’s line would be straight and level. See June ‘04
Decisionat 23-27. Xcel seeks reconsideration of that aspect of the decision.?

Xcd firgt cdlamsthat we erred in finding that the SARR would need to congtruct infrastructure
a the minesto stage mulltiple trains awaiting loading. It claims that the SARR would not need such
facilities. Xcd dtributes the extended dwell times to inefficienciesin the defendant’ s operations that the
SARR would avoid.?

In a SAC andlyss the operating plan for a SARR need not match existing practices, asthe
objective of the SAC test isto determine what it would cost to provide the service with optimal
efficiency. However, the assumptions used in the SAC andysis, including the operating plan, must be
redidtic, i.e,, consstent with the underlying redlities of redl-world rallroading. A redl-world ralroad
could not place empty trains at mines at its convenience, without regard to whether the trains could be
accommodated a the mine at that time. Staging facilities would be required, whether a the mine or
elsawhere. It does not matter where the operating plan would stage the trains, so long asthe trains
would flow into and out of the PRB region in areasonable fashion. But without such arrangements, as
we stated in the June ‘04 Decison at 26, Xcd’s operating plan would result in massive congestion and
gridlock.

Xcd aso argues that we should have accepted its operating plan despite the fact that the plan
omitted data on grades and curves over alarge portion of the SARR.Z It istrue that al models
abgiract away some red-world complicationsin order to focus the analyss on more important
guestions. But the terrain of arail line cannot beignored: acod train could not travel over the Rockies
as quickly asit might traverse the same distance of the Great Plains. Here, train speeds—and, hence,
crew, locomoative, and railcar requirements—all depend on the proper application of grade and curve
data. An operaing modd that ignores terrain does not provide reliable operating tatistics or
demondtrate the feasibility of the SARR.

21 Xcel Pet. for Recon. at 4-8.
2 |d. at 5-8.
2 1d. at 8.

12
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C. Operating Expenses
1. Locomotive Peaking Factor

Xcd daimsthat we erred in accepting BNSF' s locomoative pesking factor.* See June ‘04
Decison at 59-60. BNSF had argued that the SARR should have sufficient locomotives capable of
handling traffic on its peak day, an approach that the Board accepted in Texas Municipal Power
Agency v. The Burlington N. & SF. Ry., STB Docket No. 42056 (STB served Mar. 24, 2003)
(TMPA) at 81. Inthiscase, however, that approach produced a spare margin of 43.4%, far higher
than in any other recent SAC case.

Upon further reflection, we agree that requiring the SARR to have enough locomotives to
handle the peak day is an unredigtic sandard in this case. While the evidence submitted by BNSF
showed a peak day of 31 train starts, the same evidence aso showed that only 28 starts were recorded
on the second-busiest day. In this situation, requiring the SARR to equip itself to meet the peak day
traffic needs would result in aneed for 9 locomoatives (for 3 trainsets) that the SARR would employ
only 1 day per year. No rea-world railroad would buy locomotives to use only once ayear and Sore
away for the remainder of the yesar.

A more reasonable expectation would be for the SARR to have sufficient locomotives available
to handle the forecasted peak week demand. Using BNSF s evidence, we have calculated totd train
dartsusing a 7-day rolling average. The average number of train starts per day during the peak week
would be 23.9. The overdl average for train starts per day would be 19.9. Dividing 23.9 by 19.9
yields a peaking factor of 20.1%. BNSF s evidence shows that over the course of ayear, only 30
days would require more than 24 locomotive starts. For these 30 days, it is reasonable to assume that
the orders would be deferred to later in the same week when locomotives would be available. We
revise our SAC anayss accordingly.

2. Locomotive Fud Consumption

Xcd cdamswe should not have used the results of BNSF s event recorder fuel study—
prepared to measure BNSF s variable cost of serving Xcdl’ straffic—for the SAC portion of the
case.”® See June‘04 Decisionat 60, 137-38. Xcd arguesthat the SARR would have less congestion
and fagter cycle times and therefore its fuel consumption would be lower. Xcd would have us use
BNSF s sysem-average unit cogts for fud in the SAC andysis.

24 |d. at 12-13.
% 1d. at 13-14.

13
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We remain confident that the event recorders more accurately reflect the fue consumption that
the SARR could expect than BNSF s system-average figure. As compared againgt the traffic
examined by the fud study, the SARR would move the same kind of trains (unit trains of cod) using the
same type of locomotives and the same type of operation (with distributed power) over the same type
of terrain. Thus, while there may be some differences between BNSF s current operations and those
that would be conducted by the SARR, we are stisfied that BNSF s fuel consumption experience for
Xcd'strafficis closer to what the SARR could expect to achieve than BNSF s system-average, which
appliesto entirely different geographica aress, classes of traffic, and categories of trains than what the
SARR would encounter.

D. Forecasting | ssues
1. Tonsand Revenues

Xce clamswe erred in excdluding from the traffic group cod tonnages from two plants— the
Lower Colorado River Authority’s Seymour plant and LG& E Energy’ s Ghent plant—in 2004 and
beyond,?® see June ‘04 Decision at 52-53, and that we should have applied a SAC presumption that
higtoric traffic patterns will continue into the future. That presumption is rebuttable, however, and here
BNSF sinternd forecasts—which were developed in the ordinary course of business and were
otherwise used by both parties to project future movements of the non-Xcd traffic—showed no
tonnages flowing to Seymour and Ghent after 2004. BNSF further supported the internd forecasts
with a statement from marketing personnel.

Xcd argues that there was evidence of likely traffic to those plants viaBNSF. With respect to
the Seymour plant, it pointsto a statement in LCRA’s 2002 annua report that the company had
entered into a multi-year contract with two railroads to haul cod from the PRB. Buit this statement
does not show whether the contract extended to 2004, and, more importantly, how much coa LCRA
expected to ship via BNSF in 2004 under this undisclosed contract. Thus, we did not have the
evidence needed to include such traffic. Xcd’s arguments with respect to traffic to the Ghent plant after
2004 were fully addressed in the June ' 04 Decision at 52-53, and need not be repested here.

BNSF objects to our rdiance on forecadts of the Energy Information Administration of the
United States Department of Energy (EIA) for traffic volumes for the period 2005-2007, see June ‘04
Decisonat 53-54, rather than BNSF s Macro Cod Forecast, a separate internal business forecast
which projected BNSF s aggregate cod volumes for its entire system (not just PRB cod).?” Under the

% |d. at 8-10.
27 BNSF Pet. for Recon. at 12.
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Macro Coa Forecast, BNSF would experience no cod volume growth at al between 2005 and 2007.
But as Xcel had pointed out, that forecast was undated and bore no resemblance to other BNSF
internd coal forecasts. And, as Xcd aso pointed out, the rdiagbility of the Macro Coa Forecast was
undermined by BNSF s assertions that it could not accurately forecast cod tonnages on an origin-to-
degtination pair basis beyond afew years. Moreover, because the Macro Coal Forecast covered al
cod trangported on the BNSF system, it was not representative of the selected traffic group. Thus, it
was reasonable for us to prefer the EIA forecasts, which were prepared by an officid, neutral source
and were specific to PRB coa. BNSF has offered no persuasive reason to reconsider that decision.

We adjust the revenue figures for the SARR, however, to reflect changed circumstances
affecting the rate forecasts for three cross-over movementsin the traffic group. BNSF has established
anew rate to govern trangportation from the PRB to the Moba and Okaunion plants. And we have
revised our rate prescription for movements from the PRB to TMPA’s plant at lola, TX. We therefore
update the revenue forecasts for these three movements. Because we use revenues generated by a
Board rate prescription for the TMPA movement, rather than the rates that were chdlenged or
otherwise st in the marketplace, we should not reduce that movement’ s dollar contribution towards the
SARR' s revenue requirements, lest we create a circularity problem between the cases. Accordingly, in
determining the maximum reasonable rate, we will hold the TMPA contribution at the level of our rate
prescription.

2. RCAF-U

An important issue in SAC casesis how to adjust the base year operating expenses for inflation
over the 20-year analysis period. Inthis case, both parties used projections of the rail cost adjustment
factor (RCAF), anindex of railroad costs we publish on a quarterly basis. We publish aversion of the
RCAF that does not take into account changes in the rail industry’ s productivity (RCAF-U) aswell as
one that does (RCAF-A). Here, Xcd advocated using an RCAF-A forecast to adjust operating
expenses; BNSF urged us to use an RCAF-U forecast. Asin other SAC cases,?® we used RCAF-U.
We explained that, while use of RCAF-U may somewhat overdate the SARR'’ s operating costs over
the 20-year SAC analysis period, the understatement that would result from use of RCAF-A would be
far greater. We aso explained why the aternative measures that X cel had suggested in response to a
Board invitation were ingppropriate. See June ‘04 Decisonat 32-34.

2 See Duke Energy Corp. v. Norfolk S. Ry., STB Docket Nos. 42069, 42070 & 42072
(STB served Oct. 20, 2004) at 15-19; TMPA at 161.
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Xcd seeks reconsideration, arguing that the overstatement caused by use of RCAF-U isso
significant that we should devise an dternative measure ourselves® However, the parties were
afforded an opportunity to devise an acceptable dternative and we do not believe that it is necessary or
appropriate to delay this case further in a continuing pursuit of a more perfect approach. At some
point, we must be able to rely upon the best evidence of record and bring the case to a conclusion.

That said, we recognize that this is an important issue of continuing concern that is common to
al SAC cases. Indeed, no issue has been more thoroughly debated in recent SAC cases. Therefore,
we will entertain requests for arulemaking in which al potentialy interested persons could participate in
attempting to develop amore appropriate method for indexing operating expenses.

E. Road Property Investment

BNSF seeks reconsideration of various components of the construction cost estimates for the
SARR,* which we discuss below.

1. Yards

In the June ‘04 Decision at 94-95, we gpplied a rebuttable presumption that 1 foot of fill would
be appropriate for those yards located in a vauation section of the ICC Engineering Reports™ that
origindly contained ayard. We explained that BNSF had not provided sufficient evidence to rebut this
presumption. BNSF had submitted a topographical map of the area, but it had not contrasted this with
the topography of the origina yards.

BNSF seeks reconsideration, arguing that additiona excavation costs would be required for the
Guernsey and Wendover yards.** BNSF has supplied a new map, showing the topography of both the
origind Guernsey yard and where Xcd would locate the SARR' s yard, along with a narrative
explaining that part of Xcd’s chosen location would need to be excavated. We will not reconsider this

2 Xcd Pet. for Recon. at 11-12.
30 BNSF Pet. for Recon. at 12-19.

31 The ICC Engineering Reports is a compendium of data collected by the ICC in the early
part of the 20th century, detailing the materid quantities required to build mogt rall linesin place a that
time.

32 BNSF Pet. for Recon. at 12-15.
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matter. The evidence BNSF now offers was available when the record was devel oped and therefore
should have been submitted at that time. See TMPA at 3.

2. Earthwork Unit Costs

BNSF asks usto reconsider the type of equipment that would be needed for excavation. First,
it arguesthat the 11 cubic yard (CY) scraper that was included in the evidence we accepted, see June
‘04 Decision at 95-96, could not handle much of the soils that would be encountered aong the SARR
route and that a 14 CY sdf-propelled scraper would be needed.*®* However, BNSF failed to provide
soil studiesto support its clams regarding the nature of the soil or evidence supporting the need for
such specid equipment for the type of soil it clamsis present.

BNSF aso asks us to reconsider our decision to exclude from the solid rock excavation costs
the costs for secondary handling of large boul ders that result from blasting and drilling.® For solid rock
excavation and blasting, Xcdl used the average of the Means® codt for “bulk drilling and blagting” and
“drilling and blasting over 1,500 cubic yards.” We concluded that Xcd’ s unit cost for large-scale
blasting operations and removal of blasted materids was feasible and supported. BNSF had
contended that we must aso include additional costs to reduce the size of large boulders resulting from
large-scale blasting operations. However, the only evidence BNSF offered to support this expense
item was a series of photos from arecent construction blasting site in Blackhawk, CO.** BNSF did not
demondtrate that the Blackhawk congtruction project was similar to the blasting operation envisioned
here. Moreover, the Means unit cost for blasting would seem to reflect the entire cost of large blasting
operations, the god of which isto reduce the rock to rubble, not to boulders which themselves would
require more blasting a an additiona expense. Thus, we see no reason to reconsider our decision on
thisissue.

3. Materials Transportation Unit Costs

In the June ‘04 Decision at 107, we accepted Xcd’s materials transportation unit costs. In
doing so, we inadvertently attributed to BNSF what was actudly Xcd’s pogtion: that the SARR

¥ 1d. at 15-16.
¥ 1d. at 16.

% R.S. Means Manua (Means) isaset of nationwide standardized unit costs that is often relied
upon in SAC cases to estimate construction costs.

% BNSF Reply WP. 111-F-00392-394.
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would route materials over its yet-to-be constructed line. As BNSF points out,* it is not proper to
assume that a SARR could transport materid over the very line that the SARR would need to build.®®
Therefore, we will modify our SAC cdculations to use BNSF s evidence on the unit costs for materias
transportation.

4. Side Soope and Roadbed Width

BNSF aso asks usto reconsider our acceptance of the side dope and roadbed width that Xcel
proposed for the SARR.*® BNSF argues that, because a SARR must provide the same level of service
asthe defendant carrier, it could not have roadbed infrastructure thet is inferior to what the defendant
hasin place. But under the SAC test, so long as what is proposed for the SARR is reasonable and
feasble, it need not replicate a particular characterigtic of the incumbent’sline. Here, asdiscussed in
the June ‘04 Decisonat 90-92, use of a1.5:1 side doperatio is reasonable and consistent with
precedent,*® and BNSF has failed to rebut the presumption that a 24-foot roadbed width—which
BNSF itsdf has in some places—would not be reasonable for those portions of the SARR’s lines for
which Xcd’s design specified that width.

5. Guernsey Daylight Tunnd # 2

In the June ‘04 Decision at 93, we used BNSF s cost evidence for daylighting the Gurnsey
Tunnd #2, but we excluded costs for side dope protection and araised track bed because BNSF had
faled to make Xce aware of these project components during discovery. BNSF seeks
reconsideration of our decision to exclude these cogts, daming that Xcd had not sought information on
daylighting Guernsey Tunndl #2 in discovery.* However, as Xcel shows, based on its discovery
requests BNSF should have produced this information.*?

% 1d. at 17.
% See TMPA at 137.
3% BNSF Pet. for Recon. at 90-92.

4 See TMPA at 116 n.183; EMC WYyo. Corp. v. Union Pac. R.R., STB Docket No. 42022
(STB served May 12, 2000) at 111-12.

41 BNSF Pet. for Recon. at 18-19.
2 X cel Reply to BNSF Pet. for Recon. at 22-23.
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F. Variable Cost Calculation

We may consider the reasonableness of achdlenged rate only if the carrier has market
dominance over the traffic involved,” and the statute precludes a finding of market dominance where
the carrier shows that the revenues produced by the movements at issue are less than 180% of the
carrier’ s variable costs for providing that service* Because the 180% revenue-to-variable cost
(R/VC) leve serves as afloor for seeking regulatory rate relief, we cannot prescribe arate below that
leve.*> Accordingly, the maximum reasonable rate that was prescribed in this case isthe higher of the
rate level produced by the SAC andysis or the regulatory floor (the 180% R/ C rate leve).

Inits petition for recondderation, Xce raises severd challenges to the way we calculated the
variable costs of the challenged movements, in an effort to lower the 180% R/VC caculation.*
However, the revised SAC rates shown in Table 2, infra, would remain well above the regulatory
floor, as previoudy calculated in the June ‘04 Decision at 119-146, over the entire 20-year analysis
period. Thus, Xcd'’s variable cost arguments would not affect the outcome of this proceeding and need
not be addressed here.

V. Recalculated SAC Rates

As discussed above, upon reconsideration we revise our SAC analyssin thiscasein three
repects. we modify the peaking factor used to estimate the number of locomoatives that the SARR
would need, we revise the revenue projections for three movements in the traffic group, and we correct
our estimate of the cogt to trangport materids to the congtruction site. In accordance with our
precedent,*” we also update the cost-of -equity computation in these proceedings to incorporate the
findingsin Railroad Cost of Capita—2002, Ex Parte No. 558 (Sub-No. 6) (STB served June 19,
2003) and Railroad Cost of Capital—2003, Ex Parte No. 558 (Sub-No. 7) (STB served June 28,
2004). Findly, we grant Xcd’s request to update the inflation indices to incorporate the latest findings
in Quarterly Rail Cost Adjustment Factor, Ex Parte No. 290 (Sub-No. 5) (2005-1) (STB served

% 49 U.S.C. 10701(d)(1), 10707(b).
% 49 U.S.C. 10707(d)(1)(A).

*® See West Texas Util. Co. v. Burlington N. RR., 1 S.T.B. 638, 677 (1996).

4% Xcd Pet. for Recon. at 16.

4" See, eq., Duke Energy Corp. v. Norfalk S. Ry., STB Docket No. 42069 (STB served
Oct. 20, 2004) at 19-20 (reconsideration decision).
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Dec. 20, 2004). We continue to escaate the challenged rates usng RCAF-U, as the parties had
agreed to this gpproach and such escalation is consstent with the terms of the tariff itself.

To determine the resulting revised SAC rates, we perform arevised discounted cash flow
(DCF) analyss to compare the stream of revenues that would be generated by the traffic group to the
revised stream of cods that the SARR would incur, discounted to acommon point in time. The DCF
modd distributes the tota cost of the SARR over the 20-year analysis period and determines the
amount of revenues that would be needed by the SARR to cover its operating expenses, meet its tax
obligations, recover itsinvestment, and obtain an adequate return on that investment.

Theresults of our revised DCF caculations are shown in Table 1 below. Asthat table shows,
over the 20-year SAC analysis period the present value of the expected revenues from the traffic in the
stand-alone group would exceed the present vaue of the SARR’ s revised revenue requirements by
approximately $619 million.
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Tablel
Revised Discounted Cash Flow Analysis
($ millions)
SARR BNSF
Revenue For ecast Present | Cumulative

Year | Requirements Revenues | Difference | Value Difference
2001 $301 $341 $41 $40 $40
2002 $298 $359 $61 $55 $95
2003 $317 $367 $50 $40 $135
2004 $324 $379 $54 $38 $173
2005 $340 $404 $63 $40 $213
2006 $351 $424 $73 $42 $255
2007 $360 $435 $75 $39 $294
2008 $365 $438 $73 $34 $328
2009 $375 $453 $78 $33 $361
2010 $384 $466 $82 $31 $392
2011 $393 $477 $34 $29 $421
2012 $403 $488 $85 $26 $447
2013 $412 $502 $90 $25 $472
2014 $422 $514 $93 $23 $495
2015 $432 $532 $100 $26 $522
2016 $443 $554 $111 $23 $545
2017 $453 $564 $111 $21 $565
2018 $463 $578 $115 $19 $585
2019 $475 $592 $118 $18 $602
2020 $486 $609 $123 $17 $619
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Table 2 setsforth the revised SAC rates. The reparations and prescription ordered in the
June ‘04 Decison are revised here to reflect the revised SAC rates.

Table2
Revised SAC Rate
Steel Car | Alum. Car Steel Car | Alum. Car

Tariff Tariff SAC Rate SAC SAC
Y ear Rate Rate Reduction Rate Rate
2001 1Qtr $9.24 $8.98 12.37% $8.10 $7.87
2001 20tr 9.16 8.91 12.56% 8.01 7.79
2001 3Qtr 9.19 8.93 12.20% 8.07 7.84
2001 40tr 9.18 8.92 12.03% 8.08 7.85
2002 1Qtr 9.16 8.90 17.97% 7.51 7.30
2002 20tr 9.16 8.90 18.34% 7.48 7.27
2002 30Qtr 9.16 8.90 18.12% 7.50 7.29
2002 40tr 9.16 8.90 15.98% 7.70 7.48
2003 9.34 9.08 13.94% 8.04 7.81
2004 9.55 9.28 14.83% 8.13 7.90
2005 9.78 9.51 16.19% 8.20 7.97
2006 10.05 9.77 17.81% 8.26 8.03
2007 10.28 9.99 17.84% 8.45 8.21
2008 10.52 10.22 17.21% 8.71 8.46
2009 10.77 10.47 17.75% 8.86 8.61
2010 11.01 10.70 18.21% 9.00 8.75
2011 11.26 10.94 18.21% 9.21 8.95
2012 11.52 11.20 17.99% 9.45 9.19
2013 11.78 11.45 18.43% 9.61 9.34
2014 12.05 11.72 18.61% 9.81 9.54
2015 12.33 11.99 21.84% 9.64 9.37
2016 12.61 12.23 20.59% 10.02 9.71
2017 12.90 12.54 20.33% 10.28 9.99
2018 13.20 12.83 20.58% 10.48 10.19
2019 13.50 13.13 20.49% 10.74 10.44
2020 13.82 13.43 20.80% 10.94 10.64

Rates shown in columns 2 & 3 below the bold line are based on applying
the RCAF-U forecast thereafter to the challenged rate.
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This decigon will not significantly affect either the qudity of the human environment or the
conservation of energy resources.

It is ordered:

1. The petitionsfor reconsderation are granted to the extend set forth in this decison and
denied in dl other respects.

2. Therate prescription and reparations award in this case are revised as discussed above and
&t forth in Table 2 of this decison.

3. Thisdecison is effective February 18, 2005.

By the Board, Chairman Nober, Vice Chairman Buitrey, and Commissioner Mulvey.

Vermnon A. Williams
Secretary
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