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1 Executive Summary

TranSystems has been asked by CSX Transportation, Inc. (“CSXT”) to aid in the development of CSXT’s
Reply Evidence in Consumers Energy Co. v. CSX Transportation, Inc., STB Docket No. NOR 42142.
TranSystems has developed desktop studies of two potential additional alternatives that Consumers
Energy can use to receive coal via its Campbell electrical generation plant in West Olive, MI. Neither of
these two alternatives is the only way to serve the facility; they only provide a reasonable alternative.

1. The first alternative is a water route across Lake Michigan to Consumers Energy’s Campbell
Plant (“Campbell”) that currently receives coal via rail (the “Direct Water Option”).

2. The second alternative is to unload the coal from a vessel at Consumers Energy’s Cobb Plant
(“Cobb”), load it into a unit train, and have the coal delivered by a short line railroad (the “Cobb-

Rail Option”). The short line railroad would have to develop a connection track into Consumers
Energy’s southern plant.

TranSystems has developed an opinion of anticipated capital and operating costs for each of these two
alternatives. The following provides an analysis of each alternative as well as opinions provided in
reviewing Consumers Energy’s STB filing as they relate to these two other alternatives.
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2 Direct Water Option: Comprehensive Feasibility Analysis Scope of Work

CSXT has contracted with TranSystems to undertake a comprehensive Project Feasibility Study for the
development of a direct water route alternative of coal delivery to Campbell. This study is based on a
review of discovery information and any known operating requirements of the Consumers Energy power
plant, the current state of the Great Lakes bulk coal trade, and a site visit to the Campbell plant site
where TranSystems examined plant facilities and the physical aspects of the Lake Michigan waterfront.
The subsequent Comprehensive Feasibility Analysis provides the following:

e Preliminary designs and detailed opinion of anticipated costs for facilities required to receive
coal by vessels at Campbell

Dredging and navigation requirements

Opinion of anticipated operating and equipment cost

Estimated coal delivery costs

Potential environmental and sociological impacts

2.1 Existing Conditions Assessment

Consumers Energy operates two plants on the coast of Lake Michigan. The southern facility is Campbell,
located in West Olive, MI. TranSystems has been contracted to provide an analysis on a vessel option to
Campbell that could be provided from KCBX, located on the west side of Lake Michigan in Chicago, IL.

Campbell is located on a 2,000 acre site. Aerials showing the property lines were provided by
Consumers Energy as shown in Figure 1. The facility began providing energy in 1962 and employed 300
personnel as of 2015. The facility generates 1,450 megawatts of energy and operates 24 hours per day,
365 days per year.!

1 Resource: Consumers Energy Website: Campbell Plant
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Campbell currently receives unit, coal trains from CSX via interchange from BNSF Railway. Consumers
Energy owns the railroad lead track and storage tracks within Consumers property limits. The lead track
connects to CSX’s mainline approximately 1.5 miles from the storage yard tracks. CSX crews currently
bring trains from the mainline to the storage tracks. There are, however, no facilities currently in place
for vessel operations.

2.1.1 Project Site Visit

On July 30, 2015, TranSystems conducted a site visit at Campbell to conduct research relating to the
facility and its current operations. The empirical data collected during the site visit and review of related
discovery documents included the following:

e Property lines and aerials provided by Consumers Energy

e The team observed landside infrastructure currently in place

e The team observed water engineering structures currently in place

e Soundings and dredging requirements provided by the Spicer study and gathered from National
Oceanic and the Atmospheric Administration (NOAA)

e The team observed no noticeable lake level fluctuations that would affect the desk top study.

e Channel limits and shorelines were provided by the Spicer study or gathered from NOAA

e Vessel fleet characteristics were provided by Captain Ed Hogan, Vice President of Operations for
Port City Marine Services

e Soil borings and geotechnical information were not received but were not required for the
desktop study

e Existing utility locations were not received but were not required for the desktop study

2.1.2 Documentation

Throughout the desktop study, TranSystems provided an analysis on the coal handling operations based
on the concept of design, stockpile requirements, and a throughput analysis. The volume baseline used
throughout the project was based on Consumers Energy’s, SNL reported, 2014 coal volumes?. During
this year, Consumers Energy incurred a demand of approximately 4.8 million tons and averaged
approximately two (2) to three (3) months of stockpile.

2.1.3 Additional Investigations

At this time, no further information was deemed necessary to conduct the contracted study.

2 Resource: SNL.com
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2.2 Conceptual Design
2.2.1 Vessel Berthing Conceptual Design

The above findings were used to prepare  Figure 2: Direct Water Route Transportation Plan
a conceptual design to accommodate
coal vessel unloading operations at
Campbell. The concept considers
proposed vessel operations at Campbell
and identifies potential constraints to
the feasibility of establishing said
operations. The concept identifies the
recommended orientation and size of
the waterfront facilities required to
berth the proposed barge and to support JCampbell Plant
the coal conveyance equipment. Finally, :
the concept identifies dredging
requirements, provides berth
dimensions, structural and conveyance
support system requirements, and any
additional utilities and/or ancillary
facilities.

Cobb Plant

This alternative focuses on the use of
resources currently in place at Campbell
with the addition of recommended
resources to accommodate an ,
articulated barge. Freight would be i
transported from the KCBX Terminal and |
transported to Campbell as depicted in
Figure 2.

g J¥CBX Terminals Co

2.2.2 Assumptions
Various assumptions were created throughout the planning process and approved by Captain Edward J.
Hogan. These assumptions include the following:

e The barge used throughout the study is a 635 feet long articulated tug barge

e The barge beam and draft are 68 feet and 23 feet respectively

e Based on the vessel size the following assumptions were made®:

o Required water depth is 26.5 feet

o Required channel width is 180 feet

o Required turning basin radius is 381 feet

o Dolphins will be located 50 feet from the forward and the aft of the vessel positioning
A 1,800 foot extension to the jetties will be required
All recommendations to accommodate barge service at the facility shall implement solutions
that meet fiscally reasonable expectations to the facility as well as accommodate throughput
requirements for the plant

3 Source: USACE Engineering Manual
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e |tis assumed that the utilities currently in place at Campbell will have the capacity required to
power any additional resources required for the new operation

e KCBX requires no improvements to be able to manage the coal shipment requirements.
e Freight can be received from more than one mode of transportation; however, no more than
25% of freight shipped in one year can be received from CSX

2.2.3

TranSystems’ recommendations
for a direct water route focus on
an alternative that is compared
to options developed by
Consumers Energy and its
consultants. The proposed
alternative will include the use of
a fixed, pile-supported, concrete
platform. This alternative is
expected to optimize the cost of
required improvements by
minimizing the volume of
dredging while strategically
placing conveyance infrastructure
to minimize impacts to wetlands
and conveyance distance for
delivery of coal.

The fixed-pile supported platform
is a type of offshore platform that
is typically used for the
production of oil or gas. They are
built on concrete and/or steel
legs anchored directly onto the
subbed supporting a concrete
deck with space for drilling rigs,
production facilities, and crew
quarters. For the purposes of
this study, the deck will only be

Direct Water Option — Fixed Pile-Supported Platform

Figure 3: Fixed, Pile-Supported Platform
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required to accommodate a hopper to transfer the coal from the barge to the conveyor. Figure 3
provides a representation of a fixed, piled-platform.

Fixed, piled platforms are used throughout the industry as an opportunity to reduce dredging
requirements and reduce wetland impacts. Figure 4 is a Google™ Earth image of the United States
Gypsum Company in Norfolk, VA where a fixed, piled platform is used to support a hopper that
transports material from a vessel to the storage location approximately 1,500 feet away.

min:mw:{%
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Figure 4: United States Gypsum Company Norfolk, VA

Appendix 1 is the recommended conceptual design of Pigeon Lake with both Alternative 1-A and 1-B.
Each alternative would require a fixed, pile-supported, concrete platform with a hopper atop located in
the shallow water of the lake, mooring dolphins within close proximity of the platform, jetty extension
of approximately 1,800 feet, and sheet pile walls surrounding the channel and the wetlands adjacent to
the facility. This alternative is intended to reduce the effects on the surrounding wetlands, decrease
dredging requirements, and optimize the conveyor length between the off-loading operation and the
stockpile.

Two (2) Mooring dolphins would be placed as securing points for the barge as shown in Appendix 1.
Mooring dolphins are marine structures that extend above the water level that allows a barge or vessel
to tie to and secure its location as shown in Figure 5.

o otoma™
QYSIEMS >
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Figure 5: Mooring Dolphin

Source: Blue Shore Engineering LLC

Figure 6 provides a representation of the impacts to the wetlands and conveyor lengths and Figure 7
provides a representation of the difference in dredging requirements between the TranSystems study
and the Spicer study.

| TranSTEDY
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Figure 6: Projected wetland impacts and conveyor distance
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2.2.4 Concept of Operations

An articulated tug barge would enter from Lake Michigan through the jetties and move through the
channel on its approach to the fixed, pile-supported platform. As the articulated tug barge enters into
Pigeon Lake the vessel will be required to turn based on the location of the boom on the barge. Once
tied to the dolphins, a conveyor would be used to move the coal approximately 2,550 feet from the
cofferdam to the transfer house, option 1-A, or approximately 1,085 feet to the hopper located at the
south end of the facility, option 1-B. Upon completion of the off-loading operation, the barge will exit
through the same point of entry.

In this alternative, KCBX will be responsible for all operations as they relate to the articulated tug barge.
Consumers Energy’s responsibilities would include but are not limited to:

e Maintenance to Pigeon Lake (dredging, sheet pile walls, etc.)

e Maintenance to the fixed, pile-supported platforms and the hopper located atop of the
structure

e Maintenance and operations succeeding coal entering the hopper atop the fixed, pile-supported
platform

2.2.5 Landside Storage Plan
TranSystems focused on using the stockpile area currently in place at Campbell in the most efficient
means possible, Consumers Energy stated that Campbell currently has

Consumers’ Opening Evidence asserted that it would need additional stockpile space to accommodate
water transportation, because it would need enough coal stored in the stockpile to see it through winter
months when Lake Michigan is nonnavigable. But Consumers’ conclusion that it would need a stockpile
of approximately 2.5 million tons of coal was based on the assumption that it would exclusively rely on
water transportation and never substitute rail service when water transportation is unavailable.

Under CSXT’s proposal, Consumers Energy could continue to receive coal from CSXT between the
months of January and March, and thus the water transportation alternative would accommodate
approximately 75% of total coal shipped to Campbell throughout the year. Under this framework,
Consumers can achieve the 99.9% service reliability level that it says is required with a significantly
smaller stockpile. Under CSXT’s proposal, Campbell would need to keep a maximum monthly target
inventory of approximately 251,000 tons on hand to meet the 99.9% service reliability, as shown in
Figure 8. The facility could choose to keep more on hand if desired.

4 Source: Consumers Opening Ex. II-B-1 at 35.
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Figure 8: Direct Water Option: System Target Inventory (99.9% Service Reliability)

Direct Water Option: System Target Inventory
(99.9% Service Reliability)

300,000
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Direct Water Option
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Table 1 provides an analysis of the average requirements by year and month based on receipt of 18,000
ton capacity barges and 15,600 ton capacity unit trains® to the Campbell Plant to achieve a 99.9% service
reliability using a direct water route with a supplement from CSX between the months of January and
March.

Table 1: Average Vessel and CSX Requirements per year — Direct Water Route
Average Requirements  Average Requirements
Per Year Per Month

2.2.6 Coal Conveyance, Storage, and Reclamation Systems
2.2.6.1 Coal Conveyance Options

The Direct Water Alternative will provide two options for discharge of the coal into current plant
conveyance infrastructure. The first option would convey the coal directly to the transfer house located
at the center of the plant, approximately 2,550 feet, option 1-A. The second option is to discharge to
the hopper located at the southern edge of the plant, approximately 1,085 feet, option 1-B. An analysis

5 An average unit coal train will contain 129.5 railcars with an average of 120.8 tons of coal per railcar.

Trani
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has been completed for each alternative as it relates to the barge mooring location to minimize
dredging volumes within the lake, minimize wetland impacts, and decrease overall cost requirements.

Throughout the analysis for the coal conveyance system, TranSystems has assumed the use of a
conveyor that has a minimum conveyor rating of 2,500 tons per hour.

2.2.6.2 Storage and Reclamation Systems

At this time no additional storage or reclamation systems are expected to be required for the alternative
described. Storage for railcars and/or train engines will be tracks that are currently in place at the plant
and there will be no storage for vessels. Likewise, the current reclamation system will be the only
system used in the Direct Water Route Alternative.

2.3 Throughput Capability, Opinion of Anticipated Costs of Construction Estimates
and Environmental Impacts

2.3.1 Throughput Capacity Model

TranSystems has created a facility throughput capacity modeling system to validate the coal handling

operational capacity for the proposed improvements. The analysis takes into account the berth and

vessel unloading activities that will take place at the terminal site as well as coal conveyance at

Campbell.

Table 2 provides a summary of maximum practical throughput of the plant if the recommended
resources for a Direct Water Option were added to Campbell for the delivery of coal. Based on the
analysis it is estimated that the facility could sustain a throughput of up to 9,933,840 tons per year —
double the plant’s historical intake. As shown below, the limiting factor is the vessel and berthing
activities. The vessel and berthing activities component is limited based on sailable days and may
fluctuate year over year. But the throughput of the Direct Water Option so far exceeds Consumers’
historical needs as to render any such fluctuations inconsequential.

Table 2: Throughput Capacity Model Summary — Vessel Operation Campbell
Throughput Capacity Modeling: Dry Bulk Vessel Throughput Capacity Model
Summary Capability Estimates Tuesday, January 19, 2016

Dry Bulk Facility Name: JH Campbell Plant

Dry Bulk Facility Operator:

Consumers Energy Group

Throughput Capability by Vessel Terminal Component (Tons per Year)

Component 1: Vessel and Berth Activities 9,933,840
Component 2: Ship to Apron Transfer 12,417,300
Component 3: Apron to Storage Transfer 13,107,150
Component 4: Inland Transfer , 19,656,000

Maximum Practical Throughput Capacity Estimate 9,933,840

Component Limiting Factor Component 1: Vessel and Berth Activities

Furthermore, Appendix 2 provides a representation of the Direct Water Route Option process flow
chart. The chart provides information for KCBX and Campbell based on current volume expectations
and recommended improvements including:

e Throughput requirement (tons/year)

TR
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e Static storage capacity (tons)

e Production of the (un)loader (tons/hour)

e Time to (un)load a barge (hours)

e Total time per year (un)loading barges (hours)

2.3.2 Opinion of Probable Construction Cost and Schedule

An opinion of probable construction cost and schedule was developed for each of the Direct Water
Options. Estimates were broken down to reflect a similar structure as the Spicer study for comparison
purposes. The opinion of probable cost was broken down into the following sections:

e Fixed, pile-supported platform

e Jetty improvements

e Channel widening/improvements (including dredging requirements in Pigeon Lake)
e Material handling

e Environmental permitting/mitigation

TranSystems’ opinion of probable costs reflect similar assumptions as the Spicer study for the jetty
improvements, channel widening, materials handling, and environmental permitting/mitigation. The
opinion of probable cost updates include but are not limited to the following:

e All requirements associated with the installation of a fixed, pile-supported platform
e Sheet pile wall cost

e Dredging quantities throughout the proposed area

e Wetland impacts

e Conveyor length

TranSystems schedule estimates reflect similar assumptions as the Spicer study for the environmental
factors. However, no schedule estimates were provided for infrastructure improvements. The
TranSystems schedule is a conservative, high level estimate. Variations to the schedule will occur based
on soil conditions and weather during construction. There will be opportunity to fast track activities to
shorten the overall duration.

Table 3 provides a summary of the opinion of probable cost and schedule. A complete opinion of
probable cost and schedule for each alternative and assumptions can be found in Appendix 3.

Table 3: Direct Water Option Opinion of Anticipated Cost Summary
Direct Water Route Summary

Opinion of Anticipated Cost Opinion of Anticipated Schedule
Water Route 1-A $86,862,426.17 34.5 months
Water Route 1-B $72,984,450.35 30.5 months

2.3.3 Opinion of Anticipated Operating Costs and Life-Cycle Equipment Costs
The equipment necessary for Campbell was evaluated based on life-cycle costs and opinion of
anticipated construction cost include the following:
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e Total equipment costs are estimated to be $31,842,312.50 for 1-A and $19,777,606.62 for 1-B
(figures include fixed, pile-supported platform and material handling). Further detail can be
found in Appendix 3

e Astraight line, 30 year depreciation schedule was used throughout the model

e Itis assumed that the infrastructure currently in place at Campbell can handle the energy
requirements that will be incurred

e |tisassumed that the same employees would conduct future operational requirements

e Allvessel operations will be completed based on the KCBX contract

e Two (2) maintenance personnel at a rate of $50,000 per year would be employed to maintain
the additional equipment

2.3.4 Opinion of Anticipated Coal Vessel Delivery Costs

CSXT’s Reply Evidence estimates the total transportation of coal from KCBX to Campbell at a rate of
{-}} per ton. The ‘unloading dock capital cost’ was adjusted to reflect the capital costs estimated
by TranSystems based on a volume of 3.5 million tons of coal per year and incorporating a capital
recovery factor and interest before construction. This estimate is consistent to a study previously
conducted by TranSystems on a confidential project. The estimate includes the following assumptions:

e Operating costs via KCBX: {-}} per ton
Unloading dock operating cost: -} per ton

. D e

e  Minimum capital cost: $2.87 per ton

The basis for all these costs is set forth in CSXT’s Reply Evidence.

2.3.5 Environmental and Sociological Evaluation

TranSystems agrees with the statements that made in previous research conducted by Cardno JFNew?®
relating to the environmental and sociological impacts for the Port Sheldon Alternative and believe they
correlate to similar impacts that would be faced by the recommended Water Alternative. TranSystems’
solution would, however, reduce the mitigation cost based on the reduction of wetland and lake bottom
impacts compared to the solution provided by Port Sheldon Alternative in the Spicer study and is shown
in the opinion of anticipated cost.

2.4 Financial Feasibility Evaluation

2.4.1 Financial Models

Based on the estimated coal terminal construction costs, long term operating costs, coal handling and
delivery costs, and other financial variables, TranSystems has completed a financial analysis on the
Direct Water Option. The analysis reflects a similar structure as the Spicer study for comparison
purposes. The analysis reviews the capital recovery factor then reviews the opinion of anticipated
capital cost and opinion of net transportation cost. Table 4 provides a breakdown of the anticipated
cost per ton to ship coal based on the direct rail transportation plan.

6 Source: Consumers-007062, Preliminary Assessment of Campbell Plant Alternatives and Strategies

_Mysmms}
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Direct Water Total Cost
Tonnage Requirements

Table 4: Direct Water Opinion of Anticipated Transportation Cost per Ton
Alternative 1-

Alternative
1-B

Assumptions

Assume shipments of 75% of annual

Average Shipments per Year

Operating Costs via KCBX

Tons Shipped Million (tons/yr.) 3.5 3.5 | volume
Capacity of articulated tug barges
Average Shipment 18,000 18,000 | proposed by CSX
194 194

KCBX Transloading Fee

-
X W

r
]

No additional storage necessary

Stockpile Fee 50.00 50.00 | under CSXT alternative
{—
Lake Vessel Rate R R | }
No tug assistance required for
Tug Boat Harbor Assist Fee 50.00 50.00 | articulated barge
Unloading Dock Operating Cost & o R T
Campbell Stockpile Operating No additional storage necessary
Cost $0.00 $0.00 | under CSXT alternative
Carrying Cost of Increased No additional storage necessary
Stockpile $0.00 $0.00 | under CSXT alternative

| | ST

(-

{

1}

CSXT conservatively assumes no

Railcar Cost Savings $0.00 railcar cost savings
Net Lake Vessel Operating Cost N

Minimum Capital Costs (S/ton) $3.46

Unloading Dock Capital Cost $3.46

Campbell Stockpile Capital Cost $0.00

Net Lake Vessel Transportation

Cost N

CSX Rate Cicero to Campbell $14.95 $14.95

Net Lake Transportation Cost
Savings

)
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3 Cobb-Rail Option: Comprehensive Feasibility Analysis Scope of Work

CSX also contracted with TranSystems to undertake a comprehensive Project Feasibility Study for the
development of a short line railroad alternative of coal delivery to Campbell. This study is based on the
review of discovery information and any known operating requirements of the Consumers Energy power
plant; the rates, capacities, and business practices of the Michigan Shore Railroad (“MSRR”); the current
state of the Great Lakes bulk coal trade; and a site visit to the Cobb plant to inspect Cobb facilities and
the physical aspects of the Lake Michigan waterfront at the Cobb plant site. The subsequent
Comprehensive Feasibility Analysis developed the following primary data:

e Preliminary designs and opinion of probable cost for coal unit train loading facilities at Cobb

e Preliminary designs and opinion of probable cost for a coal unit train unloading terminal
facilities at Campbell

e Preliminary designs and opinion of probable cost for the short line railroad build-in

e Opinion of probable operating cost and equipment life cycle costs

e Opinion of probable coal delivery costs

e Potential environmental and sociological impacts

3.1 Existing Conditions Assessment

Consumers Energy operates two plants off of the west coast of Lake Michigan. Campbell located in
West Olive, Ml and Cobb in Muskegon County, MI. TranSystems has been contracted to provide an
analysis on a rail service option that could be provide a coal delivery service from Cobb to Campbell via
MSRR.

Campbell is located on a 2,000 acre site. The plant began providing energy in 1962 and employed 300
personnel as of 2015. The plant generates 1,450 megawatts of energy and operates 24 hours per day,
365 days per year.”

Campbell currently receives unit, coal trains via CSX. Consumers Energy owns the railroad lead track and
storage tracks within Consumers Energy property limits. The lead track connects to CSX’s mainline
approximately 1.5 miles from the storage yard tracks. CSX crews currently bring trains from the mainline
to the storage tracks.

Cobb is located on a 300 acre site along west side of Lake Michigan in Muskegon County, MIl. The
facility was dedicated in 1949 and employed 116 personnel as of 2015. The facility generates 320
megawatts of energy and operates 24 hours per day, 365 days per year.®

Cobb historically has received coal via vessel from KCBX in Chicago and from MERC in Duluth,
Minnesota. The vessel berth was constructed to handle Class | vessels with a capacity of approximately
50,000 tons per vessel. Figure 9 provides a visual of the docking area for the vessels. Coal is offloaded
from the vessel and transported to the stockpile. The coal is then pushed into conveyors with large
dozer equipment and fed to the plant.

7 Resource: Consumers Energy Website: Campbell Plant
8 Resource: Consumers Energy Website: Cobb Plant
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Figure 9: Cobb Plant

The MSRR’s main line railroad track is adjacent to both properties, but at present, does not have a rail
line into the property at either Campbell or Cobb.

3.1.1 Project Site Visit

TranSystems conducted a site visit on July 30, 2015 to conduct research relating to Cobb and Campbell
facilities and their current operations. The empirical data collected during the site visit included the
following:

e Site topography, property lines, and aerials of the area were not provided. TranSystems
primarily used Google™ Earth for these requirements

e The team observed landside infrastructure currently in place

e The team observed there are currently no rail loading and unloading engineered structures in
place

e Thereis an adjacent yard owned and operated by MSRR

e Soil for the borings were not provided nor required desktop study conducted

e The team observed existing utilities currently in place were visible

.
Crrani?
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3.1.2 Documentation

Throughout the desktop study, TranSystems provides an analysis on the coal handling operations based
on the concept of design, stockpile requirements, and a throughput analysis. The volume baseline used
throughout the project was based on
Consumers Energy’s, SNL reported,
2014 coal volumes®. During this year,
Consumers Energy incurred a demand
of approximately 4.8 million tons and
averaged approximately two (2) to
three (3) months of stockpile. Cobb Plant

Figure 10: Cobb-Rail Route Transportation Plan

3.1.3 Additional Investigations
At this time, no further information
was deemed necessary to conduct the

JCam pbell Plant
contracted study.

3.2 Conceptual Design
3.2.1 Short Line Railroad Unit
Coal Train Loading and
Unloading Facilities
Conceptual Design
The discovery findings and site visit
observations were used to prepare a
conceptual design to accommodate the
use of short line unit coal trains loading
at Cobb and unloading at Campbell.
The concept includes
recommendations on coal-loading
resources (type, orientation, and size
of facilities) designed to load and
unload the coal unit trains. The
concept also includes conceptual loading facility locations and requirements, loading facility dimensions,
structural support system, and any additional utilities and/or ancillary facilities.

&
l'\CBX Terminals Co

This alternative focuses on the use of resources currently in place at the both Cobb and Campbell with
the addition of recommended resources to accommodate rail operations at Cobb and a connection of
the MSRR mainline to Campbell. Freight would be transported from the KCBX Terminal located at the
South West end of Lake Michigan to Cobb by Class | vessel then transported by unit trains to Campbell
using MSRR as portrayed in Figure 10.

9 Resource: SNL.com
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3.2.1.1 Assumptions
The following assumptions were used throughout the analysis of the Cobb-Rail Option conceptual
design:

e Campbell operation will continue to follow current standard operating procedures

e The intent is only to replace the source of the plant’s supply

e All recommendations to accommodate rail service at Cobb shall implement solutions that meet
fiscally reasonable expectations to the facility as well as accommodate throughput requirements
for the plant

e |tis assumed that the utilities currently in place at Cobb will have the capacity required to power
any additional resources required for the new operation

e Recommendations provided will minimize the impact public crossing delays where possible

e KCBX requires no improvements to be able to manage the coal shipment requirements

e Freight can be received from more than one mode of transportation

e However, no more than 25% of freight shipped in one year can be received from CSX via rail to
Campbell direct.

3.2.1.2 Cobb-Rail Option

TranSystems has provided two options based on the use of one (1), 105 car, unit train per day or two (2),
56 car, unit trains per day. The options include the use of train service and the addition of minimal track
to accomplish the operation. This alternative is expected to reduce the impacts to the wetlands and
track requirements.

Appendix 4 provides a representation of the conceptual design for the Cobb-Rail Option. Two (2) tracks
would be added on the perimeter of the current coal operation that converge into one, the former
would be 1,770 feet each and the latter would be 1,450 feet. A loader would be implemented spanning
both tracks.

3.2.1.3 Concept of Operations

In the Cobb-Rail Option, vessel operations would continue to operate under standard operating
procedures currently in place at Cobb. This section describes the process that will be put in place to
load coal from the stockpile to the railcars and preparing unit trains for delivery to Campbell.

Upon arrival to Cobb, an empty train will be switched into the processing tracks and loaded using MSRR
power, avoiding shoving moves with loaded cars where possible. Coal will remain separated based on
eastern or western coal within the stockpile and unit trains will be created based on one or the other

type.

TranSystems is providing two options for the concept of operations. The first is to run one (1), 105 car,
unit coal train per day from Cobb to Campbell. The second would run two (2), 56 car, unit coal trains per
day from Cobb to Campbell.

Figure 11 provides a representation of the time required for one cycle of the operation, approximately
24 hours for the one train per day option. The majority of time allotted for the operation (18 hours) is
expected to be the loading and the railcar switching process at Cobb. Campbell is expected to complete
the unloading and switching process in the same amount of time. Lag time was included into the
Campbell operation because of the transit time required between the two plants.
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Figure 11: Rail Operation Cycle — One train per day

Transit from
Campbell to
Cobb (2hrs)

Cobb Loading
(18hrs)

Transit from
Cobb to
Campbell
(2hrs)

Swap Railcars
at Campbell
(2hrs)

MSRR would be used to conduct the switching operations at Cobb in the One Train per Day Option.
Appendix 5 provides an activity diagram for Cobb switching process where infrastructure and equipment
are represented as follows:

Black lines are existing tracks in the surrounding area
Blue lines are recommended tracks

Double lines intersecting the tracks are crossings
The bright red box is the loader

The dark red box is a set of engines

Green lines are empty cars

Purple lines are loaded cars

Likewise, Figure 12 provides a representation of the time required for one cycle of the operation if the
operation were to run with two (2) trains per day, approximately 14 hours. The majority of time allotted
for the operation (8 hours) is expected to be the loading and switching process at Cobb. Campbell is
expected to complete their unloading and switching process in the same amount of time.

EXPERIENCE | T
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Figure 12: Rail operation cycle — Two trains per day

Transit from
Campbell to
Cobb (2hrs)

Cobb Loading
(8hrs)

Swap Railcars Transit from
at Campbell Cobb to
(2hrs) Campbell (2hrs)

MSRR would be used to conduct the switching operations at the Cobb Plant. Appendix 6 provides an
activity diagram for the Cobb Plant switching process where equipment is represented as follows:

e Black lines are existing tracks in the surrounding area
e Blue lines are recommended tracks

e Double lines intersecting the tracks are crossings

e The bright red box is the loader

e The dark red box is a set of engines

e Green lines are empty cars

e Purple lines are loaded cars

Train meets are expected to occur at each facility within this process. When this occurs at Campbell,
railcars will be held in storage tracks located at the facility. This area should be used to minimize the
dwell time of empty railcars required at Cobb. When there is a train meet at Cobb, empty railcars
should be held in storage tracks adjacent to the facility until the departing train leaves the plant.

3.2.2 Landside Storage Plan

Consumers Energy has stated Campbell currently has } of stockpile capacity.
TranSystems estimated that Cobb has approximately -} of stockpile capacity, totaling '
_} of capacity between the two plants.

As detailed above, under CSXT’s proposal, Consumers Energy could continue to receive coal from CSXT
between the months of January and March, and thus the Cobb-Rail Option would accommodate
approximately 75% of total coal shipped to Campbell throughout the year. Under this framework,
Consumers can achieve a 99.9% service reliability level while maintaining a maximum monthly target
inventory of approximately 251,000 tons. The existing stockpile is ample to accommodate this.

Quotame™
OYSEEINS »
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The combined Campbell and Cobb stockpile of _} would enable the Cobb-Rail Option to
accommodate an operation where 75% of coal is received by vessel at Cobb then transported by MSRR
to Campbell and 25% of the coal is transported by CSX to Campbell at a 99.9% service reliability level.

Figure 13: Cobb-Rail Option: System Target Inventory

Cobb-Rail Option: System Target Inventory

2,500,000
2,000,000
1,500,000
1,000,000
500,000
we— i P
Jan-Mar Apr-Dec Jan-Mar Apr-Dec
Cobb-Rail Option (99.9% Service Reliability) Cobb-Rail Option (97.67% Service Reliability)

W Safety Stock ™ Monthly Economic Order Quantity

Table 5 provides an analysis of the average requirements by year and month based on receipt of vessels
and 120.8 railcars®® to the Campbell Plant.

Table 5: Average Short Line and CSX Requirements — Cobb-Rail Route

Average Monthly
Average Yearly Average Monthly Average Yearly Requirements
Requirements with  Requirements with  Requirements with with CSX Supp.
CSX Supp. (99.9% CSX Supp. (99.9%  CSX Supp. (97.76%  (97.76% Service
Service Reliability)  Service Reliability)  Service Reliability) Reliability)

10 An average unit coal train will contain 129.5 railcars with an average of 120.8 tons per railcar.

| Tran ST
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3.2.3 Coal Conveyance, Storage, and Reclamation Systems

3.2.3.1 Coal Conveyance and Storage

As described in the concept of operations, the same coal conveyance system will be utilized to offload
vessels on arrival. The coal will be split into the two piles that are currently in place to differentiate
Eastern and Western coal. '

No additional storage would be needed for vessels or for railcars.

3.2.3.2 Reclamation Systems

A reclamation system will be added to Cobb to load the railcars. Equipment currently at the plant would
be used to move coal from the stockpiles to the conveyor traveling to the loader located across the
existing short line tracks. All conveyors within this system would be required to meet a minimum rating
of 2000 tons per hour.

TranSystems completed an analysis on an alternative to utilize a reclamation system that would
transport coal from the stockpile to the adjacent storage tracks as shown in Figure 14. This alternative
would eliminate the need for additional track along the western side of the Cobb facility, which would
reduce wetland impacts.

Figure 14: Cob,

b loading plan at off-site facility
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3.2.4 Existing Short Line Railroad Condition Assessment at Tie in Points
The analysis assumes the MSRR has the capacity and operating conditions to handle the volume or that
it would upgrade facilities to accommodate increased demand.

A tie in point at Cobb could be located just north of the existing railroad bridge to reduce total track
footage required for the alternative.

3.2.5 Short Line Railroad Build-in to Consumers Energy Southern Generating Plant

Conceptual Design
Existing conditions for Campbell were gathered from imagery available on Google™ Earth and
information provided regarding CSX right of way. Two options were created based on this information.

The first option would require MSRR to connect approximately 5,000’ north of the Campbell tie in point
to CSX, as shown in Appendix 7. This was the recommendation provided in the Spicer study.
TranSystems has reviewed the option and analyzed the provided anticipated cost. Appendix 8 provides
an updated opinion of anticipated cost for this build-in option.

The second option, as shown in Appendix 9, would require CSX to allow access rights to create a
connection closer to the Campbell build-in point. This would decrease the cost required to make the
connection compared to the recommendation provided by the Spicer study. Appendix 10 provides an
opinion of anticipated cost for this build-in option.

3.2.6 Assessments of Additional Rolling Stock and Locomotive Power to Handle the
Additional Unit Coal Trains
3.2.6.1 One Train per Day Option

The one train per day option is estimated to require two (2) road locomotives to move the railcars
between the two plants and conducted all switching required at Cobb. Two (2) locomotives will be
required to conduct daily operations. Availability of a third is recommended to rotate in as necessary to
allow for maintenance and any unforeseen downtime.

This alternative is also expected to require two (2) sets of railcars. This will allow Cobb to load railcars
while Campbell is unloading railcars. An additional 5% is recommended to allow for bad order
equipment creating a total requirement of 220 railcars for the operation.

3.2.6.2 Two Trains per Day Option

The two train per day alternative is estimated to require two (2) locomotives to move the railcars
between the two facilities and conduct all switching required at Cobb. One engine will be required to
conduct switching requirements, the second will move between freight between the two facilities.
Availability of a third is recommended to rotate in as necessary to allow for maintenance and any
unforeseen downtime.

This alternative is expected to require three (3) sets of railcars. This will allow Cobb to load railcars
while Campbell is unloading railcars and moving between the two facilities. An additional 5% will be
added to allow for bad order equipment creating a total requirement of 176 railcars for the operation.

3.3 Throughput Capability Option of Anticipated Costs of Construction Estimates and
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Environmental Impacts
3.3.1 Throughput Capacity Model

TranSystems has created a facility throughput capacity modeling system to validate the coal handling
operational capacity for the proposed improvements. The analysis takes into consideration loading the
coal at Cobb, transporting unit trains to Campbell, and unloading the trains at Campbell. The analysis
was completed based on an opportunity to run one (1), 105 car, unit train per day or to run two (2), 56

car, unit trains per day.

Table 6 provides a representation of maximum practical throughput of the operation if Consumers
Energy were to use the Cobb-Rail Route for movement of coal to the Campbell facility using one (1), 105
car, unit train per day. Based on the analysis, TranSystems has estimated that the facility could sustain a

throughput of 5,264,165 tons per year.

Table 6: Throughput Capacity Model Summary — Cobb-Rail Route (one train per day)

Dry Bulk Terminal Name:

Friday, March 04, 2016

Cobb to Campbell Plant (One Train Per Day) |

Dry Bulk Terminal Operator:

Throughput Capability by Vessel Terminal Component (Tons per Year)

Consumers Energy Group

Maximum Practical Throughput Capacity Estimate
Component Limiting Factor

Component 1: Cobb Railcar Activities 5,264,165
Component 2: Transfer from Cobb to Campbell 52,821,815
Component 3: Campbell Railcar Activities 5,264,165

5,266,820
Component 1: Cobb Railcar Activities

Table 7 provides a representation of maximum practical throughput of the operation if Consumers
Energy were to use the Cobb-Rail Route for movement of coal to the Campbell facility using two (2), 56
car, unit trains per day. Based on the analysis, TranSystems has estimated that the facility could sustain

a throughput of 6,533,535 tons per year.

Table 7: Throughput Capacity Model Summary — Cobb-Rail Route (two trains per day)

Dry Bulk Terminal Name:

» » o
) 5 ougnp apa 00

Friday, March 04, 2016

Cobb to Campbell Plant (Two Trains Per Day)

Dry Bulk Terminal Operator:

Component 1: Cobb Railcar Activities

Throughput Capability by Vessel Terminal Component (Tons per Year)

Consumers Energy Group

6,530,749

Component 3: Campbell Railcar Activities
Maximum Practical Throughput Capacity Estimate

Component Limiting Factor

Component 2: Transfer from Cobb to Campbell |

28,171,634
6,530,749
6,533,535
Component 1: Cobb Railcar Activities

Appendix 11 provides a representation of the Cobb Rail Option process flow charts. The charts provide
information for KCBX and Campbell based on current volume expectations and recommended

improvements including:

EXPERIENGE |
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e  Throughput requirement (tons/year)

e Static storage capacity (tons)

e Production of the (un)loader (tons/hour)

e Time to (un)load a vessel (hours)

e Time to (un)load a train (hours)

e Total time per year (un)loading vessel (hours)
e Total time per year (un)loading trains (hours)

3.3.2 Opinion of Anticipated Construction Cost and Schedule

An opinion of anticipated construction cost and schedule were developed for each of the Cobb-Rail
Options. Opinions were broken down to reflect a similar structure as the Spicer study for comparison
purposes. The opinion of anticipated construction cost was broken down into the following sections:

e Site Preparation
e Earthwork

e Track

e Substructure

Table 8 provides a summary of the opinion of anticipated construction costs. A more complete opinion
of anticipated cost for the Cobb-Rail Alternative can be found in Appendix 12 with reference to
Appendix 8 for the build-in.

Table 8: Cobb-Rail Opinion of Anticipated Costs
Cobb-Rail Opinion of Anticipated Costs

Cobb Requirements $9,730,923.70
Build-In $5,199,639.00
Engineering/Contingencies $3,010,941.00
Total $17,941,503.70

TranSystems schedule estimates construction to be complete in 8 to 12 months. Variations to the
schedule would occur based on soil conditions and weather during construction.

3.3.3 Opinion of Anticipated Operating Costs and Life-Cycle Equipment Costs
The equipment necessary for Cobb and Campbell have been evaluated based on life-cycle costs and
opinion of anticipated construction cost include the following:

e Total equipment costs are estimated to be $12,369,470 (figure includes track, substructure, and
conveyor costs). Further detail can be found in Appendix 12 and Appendix 8.

e Astraight line, 30 year depreciation schedule was used throughout the model

e Itis assumed that the infrastructure currently in place at Cobb can handle the future energy
requirements

e [tis assumed that the same employees would conduct future operational requirements

e All vessel operations will be completed based on the KCBX contract

e The following positions were included in the analysis:
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o Four (4) personnel labor personnel for the two train option and two (2) for the one train
option at a rate of $75,000

One (1) management personnel at a rate of $100,000

Two (2) equipment maintenance employees at a rate of $50,000

One (1) car inspector at a rate of $50,000

One (1) locomotive servicing employee at a rate of $50,000

O O O O

3.3.4 Opinion of Anticipated Train Service Delivery Costs

CSXT’s Reply Evidence estimates the transportation of coal from KCBX to Campbell via Cobb at a rate of
{-}} per ton. The ‘unloading dock capital cost’ to reflect the capital costs estimated by
TranSystems based on a volume of 3.5 million tons of coal and incorporating a capital recovery factor
and interest before construction. This estimate is consistent with previously conducted studies by
TranSystems. The estimate includes the following assumptions:

e Operating costs via KCBX: {{JJjl|j}} per ton
e Dock operating cost: -} per ton
e MBSRR rail cost from Cobb: -} per ton

e e

e Capital cost: $0.74 per ton

The basis for all these costs is set forth in CSXT’s Reply Evidence

3.3.5 Environmental and Sociological Impacts

TranSystems agrees with the statements that were made in previous research conducted by Cardno
JFNew?!! relating to the environmental and sociological impacts for the Cobb-Rail Route and believe they
correlate to similar impacts that would be faced by the recommended alternative. TranSystems’
solution would, however, reduce the wetland impacts compared to the solution provided by Port
Sheldon Alternative in the Spicer study and is reflected in the opinion of anticipated costs.

3.4 Financial Feasibility Evaluation

3.4.1 Financial Models

Based on the estimated coal terminal construction costs, long term operating costs, coal handling and
delivery costs, and other financial variables, TranSystems has completed a financial analysis on the
Cobb-Rail Option. The analysis reflects a similar structure as the Spicer study for comparison purposes.
The analysis reviews the capital recovery factor then reviews the opinion of anticipated capital cost and
opinion of net transportation cost. Table 9 provides a breakdown of the anticipated cost per ton to ship
coal based on the Cobb-Rail transportation plan.

11 Resource: Consumers-007062, Preliminary Assessment of Campbell Plant Alternatives and Strategies

EXPERIENCE | T 29



Table 9: Cobb-Rail Opinion of Anticipated Transportation Cost
Cobb-Rail Total Cost Assumptions

| Tonnage Requirements

Tons Shipped Million (tons/yr.) 3.5 | Assume shipments of 75% of annual volume
Average Shipment 50,000 | Average Class | shipment
Average Shipments per Year 70
Operating Costs via KCBX {- H
KCBX Transloading Fee h
No additional storage necessary under CSXT
Stockpile Fee alternative

Loke Vessel Rat e I
Dock Operating Cost e T v

No additional storage necessary under CSXT
Cobb Stockpile Operating Cost $0.00 | alternative

MSRR Rail Cost from Cobb BB | GRS

No additional storage necessary under CSXT

Carrying Cost of Increased Stockpile $0.00 | alternative
{
R (- | }
Net Lake Vessel Operating Cost {-}}
Capital Costs ($/ton) S0.74

Net Lake Vessel Transportation

Cost X M

CSX Rate Cicero to Campbell $14.95
Net Lake Transportation Cost

Savings N

Systems >
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Appendix 1: Direct Water Route Conceptual Design
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Appendix 2: Direct Water Route Process Flow Chart

T Ch
YSIBIMS >

EXPERIENCE |

33
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Appendix 3: Direct Water Route Opinion of Anticipated Cost
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Fixed, Pile-Supported Platform LSumMm $ 5,092,312.50 10 Months
Mobilization PCT 3%| $ 154,312.50
Sheet Pile Wall (hot rolled, furnished, and driven) SF 64,200 | $ 40.00 | $ 2,568,000.00
Wood Pile Cluster EA 2| $ 35,000.00 | $ 70,000.00
Material and Installation of 1 Fixed, Piled-Support Platform LSUM 1 S 2,100,000.00
Lighting (directional and intensity control to reduce annoyance) LSUM S 200,000.00
Jetty Improvements LSUM $ 31,545,690.00 8 months
Mobilization PCT 1%| S 192,940.00
Upgrade Existing $  9,000,000.00
Extend Jetty (1800 ft. each side) FT 3,600|$ 5,555.56|$ 20,000,000.00
Section 1 Dredging (hydraulic dredge with partial beach disposal and
dewater/trucking) CYD 156,850 | $ 15.00 | $  2,352,750.00
Channel Widening/Improvements (Into Pigeon Lake) LSUM $ 10,834,891.40 6 months
Mobilization PCT 1%| $ 117,451.40
Sheet Pile Wall (Hot rolled 1500 ft. South, 450 ft. North) SF 78,000 | $ 40.00 | $  3,120,000.00
Guide Fender System (low friction) LSUM S 500,000.00
Section 2 Dredging/Excavation (partial beach disposal and transport) 1CYD 105,528 | $ 15.00 [ $  1,582,920.00
Safety Pile Clusters adjacent to boat slips (Navigation Dolphins) LSUM S 300,000.00
Navigation Buoys (Channel Marking) LSUM S 300,000.00
Section 3 & 4 Pigeon Lake and Turning Basin Dredging CYD 280,968 | $ 15.00 | $  4,214,520.00
Mitigation Slips Adjacent Channel - Realign 350 ft. north of shore protection FT 350 $ 2,000.00 | $ 700,000.00
Material Handling LSUM $ 26,750,000.00 18 months
Hopper & Enclosure EA S 600,000.00
Elevated Conveyor to Existing Transfer House FT 2,550 $ 8,235.29 | $ 21,000,000.00
Conveyor Section EA $  3,000,000.00
Reclaim Pump System EA S 250,000.00
Dust Collection System EA S 200,000.00
Transfer Chutes EA S 400,000.00
Power and Ground System EA S 600,000.00
Motors & MCC EA S 250,000.00
Control Systems EA S 100,000.00
Instrumentation System EA S 200,000.00
Lighting/Heat Trace/Controls LSUM S 150,000.00
Environmental Permitting/Mitigation LSUM $ 1,309,650.60 .5 months
Permitting:
Fixed, Pile-Platform and Dredging (including mitigation concept plan) LSUM S 100,000.00
Jetty Improvements (including mitigation concept plan) LSUM s 150,000.00
Channel Widening (including mitigation concept plan) LSUM S 100,000.00
Mitigation:
Wetlands Impacts ($50,000/acre + $40,000 5-yr inspection) ACRE 0.23| $ 50,000.00 | $ 19,650.60
Littoral Drift CYD 60,000| $ 15.00 | $ 900,000.00 |per year
Critical Dunes ACRE 2| $ 20,000.00 | $ 40,000.00
SUBTOTAL CONSTRUCTION COSTS|LSUM $ 75,532,544.49
Engineering and Contingencies - 15%|PCT 15% $ 11,329,881.67 :
TOTAL $ 86,862,426.17 34.5 months

(+$1,000,000/yr. littoral mitigation)

Assumptions:

1. Piling costs will vary based on set-up and dismantling, size of job, soil condition, and transportation. A sheet pile wall depth of 40 feet was assumed

for this project.
2. A tieback system has been included in the estimate of the sheet pile wall cost.
3. Wood pile clusters will include 7 to 13 piles.

4. A75' by 75' fixed, pile-supported platform to accommodate the additional hopper. The estimate includes a truck ramp from the land.
5. Security fencing was not included in the estimate but can be added at $30 per linear foot required.




TranSystems Opinion of Anticipated Cost and Schedule | CSX Rate Case

Water Route Alternative 1-B
Unit  Quantity Unit Cost Item Cost Schedule Estimate

Fixed, Pile-Supported Platform $ 5,092,312.50 10 Months
Mobilization PCT 3%| S 154,312.50
Sheet Pile Wall (hot rolled, furnished, and driven) : SF 64,200 | $ 40.00 | $ 2,568,000.00
Wood Pile Cluster EA 2| $ 35,000.00 |$ 70,000.00
Material and Installation of 1 Fixed, Piled-Support Platform LSUM 1 $ 2,100,000.00
Lighting (directional and intensity control to reduce annoyance) LSUM S 200,000.00
Jetty Improvements LSUM $ 31,545,690.00 8 months
Mobilization PET 1%| S 192,940.00
Upgrade Existing $ 9,000,000.00
Extend Jetty (1800 ft. each side) FT 3,600 | $ 5,555.56 | $ 20,000,000.00
Section 1 Dredging (hydraulic dredge with partial beach disposal and dewater/trucking) CYD 156,850 | $ 15.00 | $ 2,352,750.00
Channel Widerﬂjg/lmprovemenn (Into Pigeon Lake) LSUM $ 10,834,891.40 6 months
Mobilization PCT 1%] $ 117,451.40 d
Sheet Pile Wall (Hot rolled 1500 ft. South, 450 ft. North) FT 78,000 | S 40.00 | $ 3,120,000.00
Guide Fender System (low friction) LSUM S 500,000.00
Section 2 Dredging/Excavation (partial beach disposal and transport) CYD 105,528 | S 15.00 | $ 1,582,920.00
Safety Pile Clusters adjacent to boat slips (Navigation Dolphins) LSUM S 300,000.00
Navigation Buoys (Channel Marking) LSum S 300,000.00
Section 3 & 4 Pigeon Lake and Turning Basin Dredging CYD 280,968 | $ 15.00 | $ 4,214,520.00
Mitigation Slips Adjacent Channel - Realign 350 ft. north of shore protection FT 350|$ 2,000.00 |$ 700,000.00
Material Handling LSUM $ 14,685,294.12 14 months
Hopper & Enclosure EA S 600,000.00
Elevated Conveyor to Existing Hopper at South end of Facility FT 1,085 | $ 823529 |$ 8,935294.12
Conveyor Section EA $ 3,000,000.00
Reclaim Pump System EA 5 250,000.00
Dust Collection System EA S 200,000.00
Transfer Chutes EA S 400,000.00
Power and Ground System EA S 600,000.00
Motors & MCC EA S 250,000.00
Control Systems EA S 100,000.00
Instrumentation System EA S 200,000.00
LightinE/H eat Trace/Controls LSUM S 150,000.00
Environmental Permitting/Mitigation LSUM $ 1,306,551.42 .5 months
Permitting:
Fixed, Pile-Platform and Dredging (including mitigation concept plan) LSUM S 100,000.00
Jetty Improvements (including mitigation concept plan) LSUM S 150,000.00
Channel Widening (including mitigation concept plan) LSUM S 100,000.00
Mitigation:
Wetlands Impacts ($50,000/acre + $40,000 5-yr inspection) ACRE 0.17] $ 50,000.00 | S 16,551.42
Littoral Drift CYD 60,000 | $ 15.00 | $ 900,000.00 |per year
Critical Dunes ACRE 2| $ 20,000.00 |$ 40,000.00
SUBTOTAL CONSTRUCTION COSTS | LSUM $ 63,464,739.44
Engineering and Contingencies - 15% |PCT 15% $ 9,519,710.92
TOTAL $ 72,984,450.35 30.5 months

(+$1,000,000/yr. littoral mitigation)

Assumptions:

1. Piling costs will vary based on set-up and dismantling, size of job, soil condition, and transportation. A sheet pile wall depth of 40 feet was assumed for
this project.

2. A tieback system has been included in the estimate of the sheet pile wall cost.

3. Wood pile clusters will include 7 to 13 piles.

4. A 75' by 75' fixed, pile-supported platform to accommodate the additional hopper. The estimate includes a truck ramp from the land.

5. Security fencing was not included in the estimate but can be added at $30 per linear foot required.



Appendix 4: Cobb-Rail Route Conceptual Design
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Appendix 5: One Train per Day Switching Activity Diagram
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Appendix 6: Two Trains per Day Switching Activity Diagram

EXPERIENCE |

67



Legend

Existing Track
Proposed Track
Empty Cars
Loaded Cars

Loader

Locomotives

Option 2 = R2

600
600

1150/ 23
1000/ 20
1100/ 22
1400/ 28
1400/ 28
100 1400/ 28

600 \\80(&\ 1400/ 28

| |
IV — ™

1770/ | | |
35 4125/ 82

1450/ 29




Option 2 = R2

600

600

1150/ 23

1000/ 20

1100/ 22

1400/ 28

1400/ 28

1400/ 28

1400/ 28

1770/
35

500

1400

1000

1000

4125/ 82

1450/ 29

Option 2 = R2

100

600 800

600

600

1150/ 23

1000/ 20

1100/ 22

1400/ 28

1400/ 28

1400/ 28

1400/ 28

1770/
35

500

1400

1000

1000

4125/ 82

1450/ 29




Option 2 = R2

‘ ’ 100

600 |1899 |

600

600

1150/ 23

1000/ 20

1100/ 22

1400/ 28

1400/ 28

1400/ 28

1400/ 28

SR

500

1400

1000

1000

1770/
35

1450 /29

4125 /82

-

Option 2 = R2

I ‘ 100

600

600

1150/ 23

1000/ 20

1100/ 22

1400/ 28

1400 / 28

1400/ 28

1400/ 28

500

1400

1000

1000

1770/

l
35 I

4125/ 82

1450/ 29




Option 2 =R2

600

600

1150/ 23

1000/ 20

1100/ 22

1400 / 28

1400/ 28

1400/ 28

1400/ 28

1770/

500
1400

1000
1000

35

4125/ 82

\

1450/ 29

Option 2 = R2

100

o00 509

600

600

1150/ 23

1000/ 20

1100/ 22

1400/ 28

1400/ 28

1400/ 28

1400/ 28

I
AR

500
1400

1000
1000

1770/ { | |
35

4125/ 82

B g

1450/ 29




Option 2 = R2

600

600

1150/ 23

1000/ 20

1100/ 22

1400/ 28

1400/ 28

1400/ 28

1400/ 28

500

1400

1000

1000

4125/ 82

1450 /29

Option 2 = R2

‘ ‘ 100

600 1300\

600

600

1150/ 23

1000/ 20

1100/ 22

1400/ 28

1400/ 28

1400/ 28

1400/ 28

(LW

!00

1400

1000

1000

1770/ | | k<
35

4125/ 82

B g

1450/ 29




Option 2 = R2

600

600

1150/ 23

1000/ 20

1100/ 22

1400/ 28

1400/ 28

1400/ 28

1400/ 28

500

1400

1000

1000

4125/ 82

1450/ 29

Option 2 = R2

I ’ 100

600 1509 |

600

600

1150/ 23

1000/ 20

1100/ 22

1400 / 28

1400/ 28

1400/ 28

1400/ 28

WA

500

1400

1000

1000

1770/
35

4125/ 82

1450/ 29




Option 2 = R2

’ \ 100

o

600

600

1150/ 23

1000/ 20

1100/ 22

1400/ 28

1400 /28

1400/ 28

1400/ 28

500

1400

1000

1000

1770/ . 1<
35

4125/ 82

1450/ 29

Option 2 = R2

600

600

1150/ 23

1000/ 20

1100/ 22

1400/ 28

1400/ 28

1400/ 28

1400/ 28

500

1400

1000

1000

1770/ i€
35

4125/ 82

1450 / 29




Option 2 = R2

1 ] 100

600 1800 |

600

600

1150/ 23

1000/ 20

1100/ 22

1400/ 28

1400/ 28

1400/ 28

1400/ 28

500

1400

1000

1000

1770/ I

35 II

4125/ 82

1450/ 29

Option 2 = R2

| ’ 100

600 1500\

600

600

1150/ 23

1000/ 20

1100/ 22

1400/ 28

1400/ 28

1400/ 28

1400/ 28

500

1400

1000

1000

1770/ =
35

4125/ 82

1450/ 29




Option 2 = R2

600

600

1150/ 23

1000/ 20

1100/ 22

1400/ 28

1400/ 28

1400/ 28
.1400 /28

500

1400

1000
1000

=
~
~
o
~

4125/ 82

1450/ 29

Option 2 = R2

600

600

1150/ 23

1000/ 20

1100/ 22

1400/ 28

1400/ 28

1400/ 28

1400/ 28

500

1400

1000
1000

4125/ 82

1450/ 29




Option 2 = R2

600
600

1150/ 23
1000/ 20
1100/ 22
1400/ 28
1400/ 28
100 1400/ 28

1400/ 28

800, |
H N \\ \ 1400 °%°

1000
1000

1770/ga | |
35 l 4125/ 82

1450/ 29

Option 2 = R2

600
600

1150/ 23
1000/ 20
1100/ 22
1400/ 28
1400/ 28
\ ’ 100 1400/ 28

600 1800\ 1400/ 28

N\ \\ \\ 1400 %

1000
1000

1770/
35 J 4125/ 82

ol

1450/ 29




Option 2 = R2

600
600

1150/ 23
1000/ 20
— 1100/ 22
1400/ 28
1400/ 28
’ ’ 100 1400/ 28

600 \\goo\\ 1400/ 28

H N \\ \\ 1400 °%°

1000
1000

4125/ 82

1450/ 29

Option 2 = R2

600
600

1150/ 23
1000/ 20
I 1100/ 22
1400/ 28
1400/ 28
‘ | 100 1400/ 28

600 \\80(}\\ 1400/ 28

B -

1000
1000

35 4125/ 82

1450/ 29




Option 2 = R2

600
600

1150 /23
1000/ 20
- 1100/ 22
1400/ 28
1400/ 28
l ‘ 100 1400/ 28

600 \\sod\\ e 1400/28

N\ \\\ \\ 1400 %

1000
1000

1770/
35 4125/ 82

B g

1450/ 29

Option 2 = R2

600
600

1150/ 23
1000 / 20
S 1100/ 22
1400/ 28
1400/ 28
' ' 100 1400/ 28

600\ L\ 1400/ 28
e

1000
1000

1770/ | | |
35 4125/ 82

B g

1450/ 29




Option 2 = R2

600
600

1150/ 23
1000/ 20
1100/ 22
1400/ 28

1400/ 28
' ‘ 100 1400/ 28

600 \\80@\ | 1400/ 28

TR

1000
1000

1770/ | | |

35 4125/ 82

B g

1450 / 29

Option 2 = R2

600
600

1150/ 23
1000/ 20
1100/ 22
1400/ 28
1400/ 28
100 1400/ 28

\‘ 600 \ 80 \ [ 1400/ 28

\ 500
}‘ 1400

1000
1000

1770/ 0
35 4125/ 82

B g

1450/ 29




Option 2 = R2

600

600

1150/ 23

1000/ 20

1100/ 22

1400/ 28

1400 / 28

0

1400/ 28

1400/ 28

500

oo
TN

1400

1000

1000

1770/ | | |
35

4125/ 82

ko

1450/ 29

14



Appendix 7: Build-In Conceptual Design Option 1
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C/L Track within 20" of Barn

Mega Church

C/L Within 175" of House Associoted
With Mega Church

C/L within 220" of Structure

C/L Teock within 63" of House

13,675" of Track
28.7 Acres New R/W
4 Road Crossings




Appendix 8: Build-In Opinion of Anticipated Cost Option 1
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Muskegon, Michigan

MSRR Rail at Campbell
OPINION OF PROBABLE COSTS

) RIPT10O
0 0 A D 0 0
SITE PREPARATION
1 |CLEARING & GRUBBING AC 28.7 $15,000.00 $430,500.00
2  |SEEDING & MULCHING AC 28.7 $5,000.00 $143,500.00
3 |EROSION CONTROL LS 1 $50,000.00 $50,000.00
4 |SILT FENCE LF 27,350 $5.00 $136,750.00
EARTHWORK
UNCLASSIFIED EXCAVATION CcY 20,259 $12.00 $243,111.11
6 |EMBANKMENT (BENEATH SUBBALLAST) CY 60,778 $10.00 $607,777.78
TRACK
7  |SUBBALLAST - 6" SY 47,750 $10.00 $477,500.00
8 |BALLAST N 28,650 $35.00 $1,002,750.00
9 |TRACK-TIMBER TIES TF 13,675 $130.00 $1,777,750.00
10  [TIMBER TIE TURNOUT - #15 - Power EA 1 $250,000.00 $250,000.00
11 [TIMBER TIE TURNOUT - #10 - H.T. EA 1 $80,000.00 $80,000.00

(Does not include real estate costs)

| TOTAL= $5,199,638.89 |



Appendix 9: Build-In Conceptual Design Option 2

EXPERIENCE | T

86



NOLLIMOS 30
.00 oo R |
(" —————
NVOIHOIW ‘NOOINSNW
NVId DNIAVOT
'SINVLINSNOD V00/9400

CAMPBELL
CONNECTION
K

=

8 DEGREE ™

:=PROPOS
CURVE

»

END CSX

8650 FT FROM END OF CSX

el 3 o0 - (0 200D 99 URERORY - X5 - OFCO51 POUR SMUSKIRT « KOk VWS4 MO0 Wb £ €ROISASNYL Y 10LIMA- DR o




Appendix 10: Build-In Opinion of Anticipated Cost Option 2

EXPERIENGE | Trimse

88



Muskegon, Michigan

CSX Connection Track (North Leg)
OPINION OF PROBABLE COSTS

PLAN ENGINEER'S ESTIMATE

ITEM DESCRIPTION UNIT- QUANTITY  UnitCost  Total Cost

SITE PREPARATION
1 |CLEARING & GRUBBING AC 2 $15,000.00 $24,948.35
2 |SILT FENCE LF 2,898 $5.00 $14,490.00
TRACK
3 |TRACK-TIMBERTIES TF 1,449 $300.00 $434,700.00
4 |TIMBER TIE TURNOUT - #15 - Power EA 2 $250,000.00 $500,000.00

(Does not include real estate costs)

| TOTAL= $974,138.35 |




Appendix 11: Cobb-Rail Route Process Flow Charts

FXPERIENCE | 1

90



Short Line Option: | train/day
(99.9% Service Reliability)

Throughput Requirement {tons/year) 3,573,556

Cobb Plant

Production of railcar unloaders (TPH)
Time to offload railcars (hours)

iCampbeil Plant

* Ship by LakerVessel from KCBX to
Cobb Plant then ship by MSRR to
Campbell Plant (I x 105 car train

per day).

* Supplement with CSX shipments
throughout the year.

Throughput Requirement (tons/year)
3 / Termi ~ W Static storage capacity (tons)
J/\CBX lerminals Co 51| Production of vessel/barge loaders (1PH)
il Time to load vessel (hours)
Yearly vessel/barge loading (hours/year)




Short Line Option: 2 trains/day
(99.9% Service Reliability)

Cobb Plant

Production of raiicar unloaders (TPH)
Time to offload railcars (hours)

iCameeH Plant
Yeanv train unloading (hours)year)

* Ship by LakerVessel from KCBX to
Cobb Plant then ship by MSRR to
Campbell Plant (2 x 56 car trains

per day).

* Supplement with CSX shipments
throughout the year.

b Il Throughput Requirement (tons/year) 3,573,556
L ¢ T

J ({CBX Terminals Co -

4 ime to load vessel (hours) ; 52

Yearly vessel/barge loading (hours/year) 3716




J <CBX Terminals Co
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1

Cobb Plant

Campbell Plant
o |

Short Line Option: | train/day
(97.76% Service Reliability)

Throughput Requirement (tons/year)
2
s

Throughput Requirement (tons/year)

i Static storage capacity (tons)
E- Production of railcar unloaders (TPH)
5 [ime to offload railcars (hours)

Yearly train unloading (hours/year)

* Ship by LakerVessel from KCBX to
Cobb Plant then ship by MSRR to
Campbell Plant (I x 105 car train

per day).

Throughput Requirement (tons/year)
Static storage capacity (tons)

Yearly vesselfbarge loading (hours/year)
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ITEM DESCRIPTION

Muskegon, Michigan

Cobb/Coal Loading Plan
OPINION OF PROBABLE COSTS

UNIT

PLAN

QUANTITY

ENGINEER'S ESTIMATE

Unit Cost

Total Cost

SITE PREPARATION
1 |CLEARING & GRUBBING AC 8 $15,000.00 $120,000.00
2  |SEEDING & MULCHING AC 8 $5,000.00 $40,000.00
3 |EROSION CONTROL LS 1 $50,000.00 $50,000.00
4 |SILT FENCE LF 8,000 $5.00 $40,000.00
5 |CHAINLINK FENCE LF 2,250 $15.00 $33,750.00
6 |CHAINLINK FENCE GATES LS 2 $1,000.00 $2,000.00
EARTHWORK
7 JUNCLASSIFIED EXCAVATION CcY 20,741 $12.00 $248,888.89
8 |EMBANKMENT (BENEATH SUBBALLAST) CY 41,481 $10.00 $414,814.81
TRACK
9 |ASPHALT PAVING TN 1,467 $250.00 $366,750.00
10 |SIDEWALKS cY 93 $250.00 $23,250.00
11 |LIMEROCK ROAD BASE TN 2,963 $250.00 $740,750.00
12 |CROSSING SURFACE - CONCRETE TF 90 $300.00 $27,000.00
13 |SUBBALLAST - 6" SY 19,263 $10.00 $192,630.00
14 |BALLAST N 14,054 $35.00 $491,890.00
15 |TRACK-TIMBER TIES TF 6,480 $130.00 $842,400.00
16 |TIMBER TIE TURNOUT - #8 EA 1 $50,000.00 $50,000.00
17 |TIMBER TIE TURNOUT - #10 EA 2 $80,000.00 $160,000.00
SUPERSTRUCTURE
18 |RAILROAD BRIDGE TF 200 $15,000.00 $3,000,000.00
CONVEYOR
19 [CONVEYOR LF 500 $3,265.60 $1,632,800.00
20 [LOAD-OUT BIN WITH SUPPORT TOWER UNIT- 1 $1,254,000.00 $1,254,000.00
| TOTAL= $9,730,923.70 |
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1. Introduction

My name is Kevin M. Murphy. I am the George J. Stigler Distinguished Service
Professor of Economics in the Booth School of Business and the Department of Economics at

The University of Chicago, where I have taught since 1983.

I earned a doctorate degree in economics from The University of Chicago in 1986. 1
received my bachelor’s degree, also in economics, from the University of California, Los

Angeles, in 1981.

At The University of Chicago, I teach economics in both the Booth School of Business
and the Department of Economics and I am co-Chair of the Becker Friedman Institute for
Research in Economics. I teach graduate level courses in microeconomics, price theory,
empirical labor economics, and sports analytics. In these courses, I cover a wide range of topics,
including the incentives that motivate firms and individuals, the operation of markets, the
determinants of market prices, and the impacts of regulation and the legal system. Most of my
teaching focuses on two things: how to use the tools of economics to understand the behavior of
individuals, firms and markets; and how to apply economic analysis to data. My focus in both

| research and teaching has been on integrating economic principles and empirical analysis.

I have authored or co-authored more than 65 articles in a variety of areas in economics.

Those articles have been published in leading scholarly and professional journals, including the

American Economic Review, the Journal of Law and Economics, and the Journal of Political

Economy.

I am a Fellow of the Econometric Society and a member of the American Academy of

Arts and Sciences. In 1997, I was awarded the John Bates Clark Medal, which the American
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Economic Association awarded once every two years to an outstanding American economist
under the age of forty." In 2005, I was named a MacArthur Fellow, an award that provides a
five-year fellowship to individuals who show exceptional merit and promise for continued and
enhanced creative work. Also in 2005, I was elected a Fellow of the Society of Labor

Economists.

In addition to my positions at The University of Chicago, I am also a Senior Consultant
to Charles River Associates (“CRA”), a consulting firm that specializes in the application of
economics to law and regulatory matters. I have consulted on a variety of antitrust, intellectual
property, fraud, and other matters involving economic and legal issues, such as damages, class
certification, mergers, labor practices, joint ventures, and allegations of anticompetitive

exclusionary access, tying, price fixing, and price discrimination.

I have submitted testimony in Federal Court, the U.S. Senate, and to federal and state
regulatory bodies, and I have submitted expert reports in numerous cases. I have testified on
behalf of the U.S. Federal Trade Commission, and I have consulted for the U.S. Department of
Justice. Recently, I submitted Verified Statements to the Surface Transportation Board
(“Board”) on behalf of the Union Pacific Railroad Company (“UP”) in which I offered economic

analysis on issues raised by the Board in connection with its Railroad Revenue Adequacy

! The John Bates Clark Medal was awarded biennially until 2009, but it now is awarded

annually. See https://www.acaweb.org/honors awards/clark medal.php (accessed March 3,
2016).
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Review (in re: STB Docket No. EP 722, Railroad Revenue Adequacy), and I testified at the

hearing that the Board held on this matter.

The opinions that I offer in this statement are based on the information available to me as

of the date of this statement.

I have been asked by CSX Transportation, Inc. (“CSXT”) to evaluate whether CSXT has
market dominance over the shipment of Powder River Basin (“PRB”) coal from interchange
points with BNSF in Chicago to Consumers En\ergy Company’s (“Consumers’”’) Campbell
péwer plant in Port Sheldon, Michigan. Based on my review of the evidence offered by CSXT
and Consumers, application of economic principles, and my experience studying and teaching
about how competitive and noncompetitive markets operate, I conclude that Consumers has

wrongly claimed that CSXT does not face effective competition for the rail service at issue.
In particular, as I explain in the remainder of my report:

e Competition can yield a range of rates depending on buyers’ and sellers’
strategies and the operation of the marketplace. Rates in excess of—even
substantially above—yvariable or marginal cost are fully consistent with a

competitive marketplace.

e Analysis of whether CSXT’s rates for shipments of PRB coal to the Campbell
plant are unreasonable should begin by examining how similarly situated power
plants are served, and whether a mode of transport other than rail is commonly

used. Such analysis shows that water is a strong competitor for rail in supplying

? See Verified Statement of Kevin M. Murphy, September 5, 2014; Reply Verified Statement of
Kevin M. Murphy, November 4, 2014; Supplemental Verified Statement of Kevin M. Murphy,
August, 6, 2015; and Testimony of Kevin M. Murphy, July 23, 2015.
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PRB coal to power plants in Michigan. Water competes to exclude rail at some

plants and to coexist with rail at others.

Since market outcomes demonstrate that water is competitive with rail for the
delivery of coal to power plants in the Great Lakes Region generally, water must
be regarded as a potential constraint on CSXT service to Campbell and further
analysis is warranted to detcrmine whether there are any reasons why water is not
competitive for this particular plant. CSXT’s analysis, which [ have reviewed,
shows that there are two water routes (one direct and one combined with another
carrier’s rail service) for supplying coal to Campbell at a cost competitive with
the rate that CSXT has quoted. CSXT’s analysis also shows that water delivery at
a cost similar to CSXT’s tariff rate to Campbell was chosen over rail for another
nearby Consumers plant, providing strong evidence that water delivery is
competitive. The evidence that water competes with rail for many plants in the
region with different transportation options implies that the competitiveness of

water delivery is not the result of CSXT offering a monopoly price.

Water effectively constrains CSXT’s rate even if the Campbell plant cannot store
enough coal to allow the plant to rely on water delivery during certain winter

months.

The limit price test that the Board sometimes applies is fatally flawed. As
Congress recognized in deregulating the rail industry, relying on competition to
discipline prices is a much more effective and efficient method for setting rates
and protecting customers than is price regulation where, as here, there is effective

competition.



EXHIBIT II-B-2
PUBLIC VERSION

II. Economic Interpretation of Effective Competition

While the Board has provided general guidance as to the meaning of “effective
competition” that prevents a rail carrier from being “market dominant” for certain traffic on a
particular route, I am unaware of it offering a clear economic definition of what “competition”
means in the context of the railroad industry. In previous opinions, the Board has described
effective competition more by its opposite—namely, that effective competition ié lacking when a
railroad can charge “monopoly prices;™ its rates are not “constrain[ed] . . . within a reasonable
ran‘ge,”4 or it will not risk losing desirable business if it fails to perform ﬁp to standards at
reasonable prices.” However, these generalizations do not provide clear guidance on how to
evaluate whether a railroad can effectively dictate prices and terms to a customer, or whether
instead it takes into account and is forced to respond to competitive pressures in order to win and

keep business.

To begin, it is important to recognize that competitive markets can yield a variety of
different rates and service terms, and I would not expect that competition would force prices to
or near vmarginal or variable cost in an industry with high fixed costs, such as the railroad
industry. Nor would I expect to find that the rates charged by railroads that face strong and
effective competition will be the same (relative to cost per mile or on some other metric)

everywhere that competition is present. As I discuss below, there is evidence of substantial

* TPI Market Dominance, STB Docket No. 42121, at 3, 27.
*1d. at 26, n.78.

5 DuPont, STB Docket No. 42125 at 5 (“See Mkt. Dominance Determinations & Consideration
of Prod. Competition (Mkt. Dominance II), 365 I.C.C. 118, 129 (1981) (“Effective competition
for a firm providing a good or service means that there must be pressures on that firm to perform

up to standards and at reasonable prices, or lose desirable business.”), aff’d sub nom. W. Coal
Traffic League v. United States, 719 F.2d 772 (5th Cir. 1983) (en banc)”).
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variation in competitive rates for transportation of PRB coal to power plants located on the Great
Lakes. In the case of PRB coal delivered to Great Lakes power plants, some plants are actively
served by multiple carriers and modes of transportation, while others are able to be served by
multiple modes of transportation but have chosen to use a single mode. These decisions reflect
the variety of outcomes that arise under competition and the competitive strategies that firms

choose to adopt.

The clearest example of competition and lack of market dominance is when multiple
railroads provide service between the same origin and destination.® But competition also exists
when there is both a single railroad and another transportation mode. Indeed, I understand that
the presence of competition from other modes of transportation was an important factor in the
Board’s decision to classify a large fraction of the commodities that railroads carry as exempt
from rate regulation because the Board concluded that the availability of other modes of
transport—water and truck—meant that rates would be competitive whether or not there was
evidence that a competing form of transportation was actually used for the shipment. The Board
appears to have properly viewed the general availability of alternative transportation modes as
sufficient competitive pressure to make competition, rather than regulation, the constraint on

pricing of a variety of commodities.

Given the high fixed costs of operating a railroad, and the relatively low variable costs
per mile, I would expect that a railroad generally would bid aggressively and competitively for

business that the railroad has the capacity to serve. As with the Board’s reliance on competition

6 See MacDonald, James M., “Competition and rail rates for the shipment of corn, soybeans, and
wheat,” The RAND Journal of Economics 18.1 (1987): 151-163 (finding that competition
between railroads serving the same regions reduces rates).
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from other modes to constrain rail rates for a variety of exempt commodities, the most
appropriate analysis of whether a challenged rate is constrained by effective intramodal
competition should begin by examining whether there is evidence of competition from other
transportation modes for the type of traffic at issue—here, shipments of PRB coal to power
plants on the Great Lakes. While I understand that other power plants located on or near the
Great Lakes, including Consumers’ plant in Essexville, are served by multiple railroads, while
Consumers’ Campbell facility is not, this does not mean that competitive forces are not operating

to constrain CSXT"s tariff rate for the subject shipments, as I now explain.

III. Evidence Shows that There is Substantial Competltlon Between Water and Rail to
Serve Power Plants in Michigan

For reasons I discuss in Section VI of my report, the limit price test that Consumers urges
the Board to apply in analyzing whether CSXT’s rate for shipments of PRB coal to Consumers’
Campbell plant is constrained by effective competition is fatally flawed and incapable of
properly distinguishing between competitive and noncompetitive rates. But even if it were not,
there is no need to apply it here. Given the facts of this case, a proper analysis would consider

the following questions:

1) Is there evidence that water transport is a real-world competitive constraint for shipping
coal to delivery points on the Great Lakes? If yes, then

2) Is anything materially different about serving Campbell that would render the water
alternative ineffective?

Only if the answer to the first question is “no” or the answer to both questions is “yes” is
there any need to inquire further into the effectiveness of the water alternative. Since my

analysis shows that the answer to the first question is “yes” and the answer to the second
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question is “no,” I conclude that there is effective competition for the challenged shipments and
that the Board need not apply further analysis. Applying a limit price test or another outcome-

based test would amount to relying on regulation rather than competition to set prices.

My analysis applies economics to the factual and analytical evidence offered by CSXT in

Section II of its Reply Evidence responding to Consumers’ Opening Evidence.’

As CSXT demonstrated, twenty-eight coal facilities on the Great Lakes receive coal by
water delivery (including Consumers’ Cobb and Karn/Weadock facilities).® Evidence provided
By CSXT witness Seth Schwartz, reproduced below, indicates that Michigan utilities received a
substantial volume of coal deliveries by water, and the share of deliveries by water has remained

high over the 2011-2015 period:’

Coal Deliveries to Michigan Power Plants 2011-2015

Rail Deliveries Water Deliveries
2011 19,145 13,964
2012 17,124 12,208
2013 16,570 12,562
2014 17,832 12,685
2015 13,609 10,290
Total 84,280 61,709

Given that, I understand, most coal-fired power plants in Michigan are located along the Great

Lakes, and thus capable of being served by vessels of various sizes, this is not surprising.

7 See CSXT Reply Section II.
® Id. at 11-B-20.
? See CSXT Reply WP “Coal shipments to Michigan.xls.”
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Water is a real-world competitive constraint even when there are multiple competing
railroads, and not just when there is a single railroad that may be able to charge a higher rate than
it could if it faced additional railroad competitors. More disaggregated data on transportation
modes used for coal shipments show that some plants rely on both rail and water deliveries.
Thus, it is not the case that each plant is located in a way (or competitive conditions are such)
that either water or rail is efficient, but not both. A clear example is Consumers’ Karn/Weadock
plant, which is served by both CSXT and Canadian National (“CN”), as well as by water. Other
Michigan power plants served by two railroads and also receiving deliveries by water are Detroit
Edison’s Monroe and Trenton Channel plants.'® Thus, water is not an alternative to rail only

when a railroad faces no competition from another railroad.

From an economic standpoint, the evidence of water competing effectively against
multiple rail alternatives is particularly strong. It shows that water is competitive in that it can
survive in the marketplace and compete for business head-to-head with rail at prices consistent
with rail-on-rail competition. In economic terms, this implies that water is a true competitive
alternative and not simply an alternative that becomes “competitive” when a single railroad is
able to charge inflated or monopoly pﬁces. Evidence that water wins out against rail either by
co-existing or winning outright when there is only a single rail alternative is also compelling

evidence that water provides effective competition.

The relevant question for understanding whether CSXT faces a real-world competitive
constraint for shipments to Consumers’ Campbell facility is not whether CSXT’s tariff rate is the

same as rates in some other market or is in some particular ratio to a proxy for variable cost. The

19 See CSXT Reply WP “Coal Deliveries to Michigan Power Plants.xlIsx.”
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question is whether the CSXT rate is the outcome of competition. Indeed, the entire history of
deregulation of the railroad industry is premised on Congress’s finding that railroads cannot
survive if they only charge rates that approximate variable costs. Instead, Congress recognized
that a healthy and competitive railroad industry must be allowed to set rates across their
customers and shipments based on differential competitive conditions and the value of service
provided. Thus, demanding that “effective competition” limit CSXT to charging a rate for
service to Campbell that is equivalent to what a railroad might charge where it must meet
aggressive competition from both another railroad and from water delivery is not consistent with
Congress’s recognition that a financially strong industry must price differentially. While the
outcome of competition between rail and water might not be the same rail rate when there are
two railroads and water as when only one railroad competes with water delivery, water still
serves as a competitive constraint to a single railroad option. Similarly it would not make sense
to conclude that the rail rate for a shipment when a customer has two rail options is not

competitive simply because that rate might be lower if the customer had a water option as well.

The real-world competitive constraint from water is well illustrated by Consumers’ Cobb
facility. The Cobb facility—which is only 25 miles from the Campbell plant—is in a location
where rail delivery is feasible; indeed, there is a rail line almost directly to the plant, and the vast
majority of the rail transportation of shipments of PRB coal from the interchange point in
Chicago to Cobb would occur over the same tracks that CSXT has used to serve Consumers’
Campbell plant for several decades. The Cobb plant could be served by rail if Consumers

constructed the final portion of the required rail infrastructure. {

10
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31 As a result, Cobb has
always received its coal via water shipments originating generally either at the KCBX terminal in

Chicago or at the MERC terminal in Michigan. {{

12

+} Competition has existed to serve Cobb including potential

dual-mode access—but it is a competitive market that CSXT could never break into.

Thus, the available evidence indicates that water generally is a strong substitute for rail
for shipments of coal to power plants in Michigan. By itself, this does not go the full distance in
demonstrating that water constrains rail rates for shipments to the Campbell plant, given that
Campbell has never been actively served by water. This means that the answer to the first
question I posed above—whether water is a real-world competitive constraint—is yes, which
demonstrates that the economics of water delivery makes it a strong competitor in general and
provides effective competition at Campbell absent specific evidence to show why it would not be
a competitive constraint for shipments to Campbell. I now examine evidence (which CSXT has
offered) to answer the second question—whether there is any reason why water is not an

effective competitor for the specific shipments at issue here.

IV.  CSXT Offers Evidence that Water Delivery to Campbell is a Competitive Option at
About the Same Cost as Water Delivery to Cobb

The fact, as established above, that water is a widespread competitive option for shipping

PRB coal from delivery points on the Great Lakes to power plants in Michigan does not establish

11 { }
12 CSXT Reply 11-B-29.

11
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that water is an effective competitive constraint everywhere. It is possible that there‘ are unique
features of the Campbell plant that make water deliveries, either directly to the plant or to a
nearby location where the coal then can be delivered by rail or truck, impractical and
uneconomic. For this reason, CSXT performed an analysis to quantify the cost and feasibility of

delivering coal to Campbell using an alternative to CSXT.

As CSXT explains in its Reply Market Dominance Evidence, there are two alternatives
for delivery to Campbell using water—(1) the “direct to Campbell” option using lake vessels
from the KCBX terminal in Chicago to a newly constructed dock at Pigeon Lake adjacent to the
Campbell plant; or (2) the same water transportation to Consumers’ Cobb facility that
Consumers has used for decades, with transfer to rail for delivery from Cobb to Camﬁbell.
While I rely on CSXT and its experts for the specifics of the analysis, I note that CSXT has
considered all the economic factors that are relevant in conducting an analysis of the economic

feasibility of supplying Campbell in these two ways, in particular:

e What cost would Consumers incur for each required element of the service that
CSXT now provides to Consumers—all the steps needed to move the coal from
the interchange with BNSF to the location (or a comparable location) where coal
is offloaded at the Campbell plant?

e To the extent available, what is the actual cost that Consumers or other firms
incur for water transport (here, most relevant is what Consumers actually pays for

water shipment to Cobb)?

o [s capacity available at every stage of the alternative shipment path to supply at
least a large fraction of the coal requirements at Campbell?

e Are there any regulatory or other impediments that are economic barriers to the
alternative delivery options?

e OQutside of this dispute, has Consumers considered and found feasible the
proposed transportation alternative? /

12
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Based on my review, I find that the evidence put forward by CSXT, which relies heavily
on data and other information supplied by Consumers, demonstrates that use of water delivery is
an effective constraint on CSXT’s pricing. (Below, I explain why this is true even though water
delivery is not feasible for part of the winter.) CSXT explains that the evidence shows that the

direct water alternative is feasible because:

(1) There is sufficient dock capacity for loading and vessels available at KCBX to handle
the Campbell plant’s requirements;

(2) Consumers’ own experts concluded in the past (outside the regulatory proceeding in
which the parties now are engaged) that Consumers could obtain the necessary permits
for a dock in Pigeon Lake, even in 2014"* when the ability to get permits likely was more
difficult than in earlier years;

(3) I am not aware of any economic reason why Consumers’ agreement with BNSF could

not be amended to permit Consumers to concentrate shipments in non-winter months to

accommodate lake vessel shipments; and

(4) The total costs, including the amortized cost of necessary capital investments, is

similar to both CSXT’s rate for delivery to Campbell and the cost that Consumers

currently incurs for water delivery to the nearby Cobb plant.

CSXT also explains that an indirect water route—water shipments to Cobb with rail
delivery from Cobb to Campbell—is feasible. Water shipments to Cobb from KCBX are
feasible; CSXT explains that, contrary to Consumers’ claim, there is no need to store coal in
open piles at KCBX and that there is sufficient vessel capacity for the coal volumes required at
Campbell. CSXT explains that coal could be unloaded at Cobb, just as it has been for decades,
and then transferred to the short-line Michigan Shore Railroad that operates a track from near the
Cobb plant to near the Campbell plant. Taking into account the necessary cost to build out the

railroad to connect directly to Cobb, the total cost of the Cobb-Rail alternative is also similar to

the rate that CSXT has set.

13 CSXT Reply 11-B-40.
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Consumers claims that the Michigan Shore Railroad would not want to cooperate in
providing this service."* However, this is inconsistent with that railroad’s incentives, and the
Board should not assume that a firm will act in a manner that is irrational and contrary to its own
self-interest. Unless Michigan Shore Railroad were willing to provide service, it would not be
able to compete against both the direct water option and CSXT’s rail service, thereby losing out
on the opportunity to win profitable business. Once it is established that the direct water
alternative is an economic and effective constraint, and that CSXT cannot prevent Consumers
from using this option, then economics predicts that both CSXT and Michigan Shore Railroad
have incentives to offer service at competitive rates and attempt to win business that otherwise

would avoid rail completely.

V15
In sum, I find, based on an economic analysis of the evidence put forth by CSXT and its
other experts, that there are no unique features of the Campbell plant that make water deliveries
impractical and uneconomic, either directly to the plant or to a nearby location where the coal
then can be delivered by rail or truck. In my opinion, this should be dispositive in terms of
whether there is effective competition for the specific movements at issue and the economic

analysis should end there. Doing so is consistent with the view that competition rather than

' Consumers Op. Ex. II-B-1 at 4.
13 CSXT Reply I1-B-28.
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regulation should be the basis for setting rates where‘competition is effective. Second-guessing
that analysis substitutes regulation for competition. ’fhe evidence I have reviewed demonstrates
that water is a widespread competitive option for shipping PRB coal to power plants in
Michigan, including twenty-eight other coal facilities on the Great Lakes, and this real world

competitive alternative is effective competition at the Campbell plant as well.

V. Even Though Water Delivery to Campbell is not Available Year Around, It
Constrains Pricing of CSXT Year Around

Consumers claims that water is not a feasible option for Campbell because, unlike at its
Cobb facility, there is no storage capacity at Campbell and thus no ability to stockpile coal for
use during the winter months when Lake Michigan is not navigable. Consumers appears to be
concerned that, if Consumers used water for the majority of the year, then CSXT would charge a
substantially higher rate during the 2-3 months when water shipments were not feasible. This

threat, according to Consumers, makes the water option infeasible and an ineffective constraint.

But CSXT would have no incentive to price above the competitive water alternative and
risk losing the vast majority of the business, with the false hope of making up the lost profits
during a few wintgr months. Consider two alternative scenarios: (1) CSXT serves Consumers’
Campbell plant year around at $15 per ton, approximately the current challenged rate; and (2)
CSXT serves Consumers’ Campbell plant during the, say, 2.5 months when water shipments are
not feasible at a higher rate—say, $20 per ton—and Consumers uses a water option for the
remainder of the year. Assuming for purposes of illustration only that CSXT’s variable cost is
$3 per ton, the variable profit that CSXT makes on each ton is $12 at the challenged rate of

approximately $15 per ton, compared to $17 at the hypothesized winter rate of $20 per ton.
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Under these circumstances, it is in CSXT’s interest to compete for the full-year contract
rather than charge a rate so high that it loses 9.5 months of shipping business to a water
alternative. A 12-month contract yields total annual profit per ton of $144 (= ($15-3)*12), which
is much higher than the $42.50 that CSXT could earn during the winter months (= ($20-$3)*2.5).
Indeed, in order to earn more profit during 2.5 months than it would earn if it serves Consumers
year-around at $15, and thus to compensate for losing the shipments during the 9.5 months when
water is available, CSXT would have to raise the price during the winter period to $60.60 (=$3+
($144/2.5)), an unrealistic assumption given that Consumers would have strong incentives to

choose other options for the winter months rather than purchase at such an inflated cost per ton.

Furthermore, even this calculation is much too conservative and understates the lost
profits to CSXT of attempting to increase the price to Consumers. It assumes that Consumers
would simply pass through the additional transportation costs and continue to generate the same
amount of electricity at its Campbell plant as if it paid a lower price for rail transportation—in
other words, that demand for electricity generated at Consumers’ Campbell plant is totally
inelastic—or that Consumers would simply absorb the increased transportation cost withq}lt
raising the price of its electricity and losing sales. However, economics predicts that, in the face
- of such a substantial increase in its transportation cost, Consumers would raise its electricity
price substantially, causing it to lose sales and/or shift production to other plants. Thus, even a
304% higher rate in the winter months would not compensate CSXT for the lost business during
the rest of the year, because it would not face the same demand from Consumers for coal

shipments during the winter as it would have at the lower price during the rest of the year.

This economic analysis is the type that competition agencies—the United States

Department of Justice and Federal Trade Commission—conduct when evaluating mergers. In
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the economic literature, it is referred to as critical loss analysis,'® and it is commonly applied in
defining relevant antitrust markets for purposes of evaluating the likely impact of mergers and

the incentive to raise price more generally, given the expected loss of sales.

VL.  Market Evidence is Superior to the Limit-Price Test to Evaluate Whether a
Railroad Faces Effective Competition

Congress made clear that it recognized that regulation had driven the railroads into
financial difficulties that threatened their ability to provide dependable, high-quality servic¢ to
shippers. The Staggers Act set the stage for competition to replace regulation in determining
rates, investment decisions, service conditions etc., because competition is most likely to benefit

shippers by incentivizing railroads to perform well.

As a general matter, rate oversight and regulation should be applied only under the
limited circumstances where there are market conditions that prevent competition from

protecting consumers. Where competition is available, as it is here, second-guessing market-

16 See, e.g., Joint Department of Justice and Federal Trade Commission Horizontal Merger
Guidelines (August 19, 2010), §4.1.3 (“Critical loss analysis asks whether imposing at least a
[small but significant and non-transitory increase in price] on one or more products in a
candidate market would raise or lower the hypothetical monopolist’s profits...merging parties
sometimes present this type of analysis to the Agencies. A price increase raises profits on sales
made at the higher price, but this will be offset to the extent customers substitute away from
products in the candidate market. Critical loss analysis compares the magnitude of these two
offsetting effects resulting from the price increase. The “critical loss” is defined as the number of
lost unit sales that would leave profits unchanged. The “predicted loss” is defined as the number
of unit sales that the hypothetical monopolist is predicted to lose due to the price increase. The
price increase raises the hypothetical monopolist’s profits if the predicted loss is less than the
critical loss.” See, also, Barry C. Harris, “Recent Observations About Critical Loss Analysis”
(2015), posted on the U.S. Department of Justice website (https://www justice.gov/atr/recent-
observations-about-critical-loss-analysis), in which he reviews the use of critical loss in defining
markets in past merger cases and describes some critiques of its application for that purpose.
While I do not endorse the uncritical use of critical loss calculations for analyzing relevant
markets and predicting competitive impact, the underlying logic applies here where the loss of
sales (9.5 months of shipments) is known to occur with certainty under the hypothetical situation
alleged by Consumers.
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determined rates is likely to cause more harm than good. Competitive outcomes are difficult to
predict and, even with an in-depth review, the Board likely would have difficulty explaining
rates for many of the commodities transported by rail that are exempt from rate regulation or for
which rates are set by contracts negotiated between shippers and railroads. Factors taken into
account by a network industry such as a railroad can result in competitive, but highly

differentiated, rates that reflect unique costs and conditions associated with a given shipment.

The limit price test and the RSAM calculation on which it relies provide no economic
basis for determining whether a railroad’s tariff rate is constrained by competition. The limit
price test is based on an assumption that the competitiveness of a particular rate can be
determined by the carrier’s overall profitability. Under the limit price test, whether a carrier will
be found to be dominant over particular traffic will depend not only on the rate it charges, but on
the relationship between that rate and the carrier’s most recent RSAM benchmark. Thus, a rate
charged by a carrier with a low RSAM can be found under the limit price test to be
unconstrained by effective competition, while the same rate if charged by a carrier with a higher
RSAM will be found to be constrained by effective competition. Such an outcome would be
expected when regulation is intended to cap a carrier’s rate of return, but it is not consistent with

how competitive markets operate.

The limit price framework also is flawed because it fails to recognize that rates that are
sufficient on average to provide an adequate return for the railroad (putting aside for now
whether the required rate of return is properly calculated) must exceed the average a large
portion of the time in order to compensate for below average rates. A policy that finds no

“effective competition” if the constraint exceeds the average amount required for revenue
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adequacy will doom a carrier to be revenue inadequate when a large portion of its traffic is

priced below the RSAM level, as is true for CSXT.

Moreover, even if the limit price test were not economically unsound because it judges

the competitiveness of a rate by the carrier’s overall profitability, it is flawed because RSAM is

not a meaningful measure of a railroad’s profitability. In particular:

While I am not an expert on railroad costing, I understand that CSXT and other
railroads have explained that the Board’s costing system, URCS, does not
properly reflect the costs of originating and terminating short-haul traffic such as
CSXT’s service to Campbell. This is illustrated By evidence from CSXT that, in
2013, the average R/VC ratio for 737 movements iﬁ the Board’s Waybill Sample

of potentially captive coal shipments traveling less than 300 miles was 397%."

It is calculated based on book value of assets, not replacement value. The return
that a rail carrier needs in order to be financially strong must be sufficient to

finance replacement of its assets as they wear out at current, not historic, prices.'®

Firms are motivated to be efficient and innovative by the potential to earn an
above average rate of return at least during some periods and on some business.
The limit price test effectively penalizes those carriers that are successful, thereby

reducing the incentive for the carrier to continue to compete aggressively. And,

7 CSXT Reply II-B-71.

' 1 explained this in my Verified Statement of Kevin M. Murphy, September 5, 2014 and Reply
Verified Statement of Kevin M. Murphy, November 4, 2014, in re: STB Docket No. EP 722,
Railroad Revenue Adequacy, Part II.
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all else equal, the more efficient and successful a carrier, the greater the incentive
for a shipper to challenge the railroad’s rates and the greater the likelihood that

rates will be lowered by the Board if it applies the limit price test.

Finally, the Board’s test finds noncompetitive rates even where rates are too low for a
railroad to win business. The water rate for delivery to Cobb implies a rate far in excess of
CSXT’s RSAM," yet CSXT could not compete with water alternatives to secure any business
from Cobb. This is evidence that the limit price test is uninformative about whether a particular
rate is competitive. Even without quantifying the dock costs at Cobb, the cost to transport coal

via water exceeds CSXT’s RSAM.

In evaluating the full cost of water shipments to Cobb, however, it is necessary to include
the replacement cost of the Cobb dock. I understand that the dock was constructed in order to
permit delivery of coal to Cobb, and not for any other use.?’ Thus, in deciding between building
a dock to enable water delivery or investing in constructing the additional track needed for rail
delivery to Cobb, Consumers would have compared the total costs of the two delivery modes,
including the capital cost. And the same comparison is appropriate for considering the
competitive alternatives at Campbell—the cost of constructing and operating a dock to enable
water delivery directly to Campbell, or the cost of rail at a competitive rate that incorporates the
investment costs that CSXT must make to maintain and eventually replace the infrastructure and

equipment needed to deliver by rail. If a third party, rather than Consumers, owned and operated

the dock at Cobb and took responsibility for its maintenance and replacement, that company

19 CSXT Reply 11-B-66.

2 . . .. .
% Even if, once it was constructed, the dock was used for receiving other waterborne shipments,
I understand that its economic attractiveness was based on use for receiving coal.
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would charge a fee that covered the cost of building and operating the dock. Thus, that cost
properly is included when evaluating the cost that Consumers has been paying for water delivery

of coal to Cobb.

Whether the dock costs are or are not included, the evidence shows that Consumers chose
to contract for water rather than rail delivery at Cobb, even though the limit price test would
suggest that the rail alternative has “market dominance” over the transportation of coal to Cobb.
This false positive illustrates that the Board’s limit price tests fails to distinguish between

effective and ineffective competition.

In my opinion, the Board should rely on actual market evidence on what alternatives are
competitive where such evidence is available, as it is here, and not the limit price test to evaluate

whether a railroad faces effective competition.
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Impact of CSXT Volume and Revenue Adjustments

CSXT Reply - 7/

[8]

$109.4
$92.5

$109.5
$105.3
$109.6
$118.9
$120.6
$128.9
$124.8
$138.0

$1,157.6

(CERR Revenues in $mil)
. Adjustments
Consumers Issue Coal Internal Crude Oil
Year  Opening - I/ Tonnages - 2/ Forecast -3/ Intermodal ATC -4/ Other - 5/ Total Difference - 6/
[1] 2 [3] [4] [5] [6] [7]
L. 2015 $139.4 -$1.6 $0.0 -$17.9 -$10.5 -$30.0
2. 2016 $124.3 -$0.1 -$4.5 -$19.1 -$8.1 -$31.8
3. 2017 $157.7 -$6.5 -$11.2 -$22.1 -$8.3 -$48.2
4. 2018 $158.7 -$7.4 -$12.9 -$24.4 -$8.8 -$53.5
5. 2019 $164.0 -$4.8 -$13.4 -$27.0 -$9.2 -$54.4
6. 2020 $179.7 -$6.6 -$13.8 -$28.4 -$12.0 -$60.8
7. 2021 $186.3 -56.7 -$14.0 -$29.7 -$15.2 -$65.7
8. 2022 $200.9 -$7.2 -$14.3 -$31.5 -$19.0 -$72.0
9. 2023 $202.6 -$6.8 -$14.6 -$33.1 -$23.4 -$77.8
10. 2024 $223.8 -$7.6 -$14.9 -$35.0 -$28.1 -$85.7
11. Totals $1,737.4 -$55.3 -$113.6 -$268.3 -$142.5 -$579.8
1/ - "Summary of CERR Traffic Volumes and Revenues.xlsx", sheet "Summary Vol Rev", cells N10:N21.
2/- "Summary of CERR Traffic Volumes and Revenues Reply.xlsx", sheet "Summary Vol Rev", cells E39:E50.
3/- Calculated from "CERR Car Traffic Forecast Reply.xlsx" by reverting to Consumers' opening calculations in columns AO:AL and
measuring the impact on net revenues in cells DC8359:DL.8359.
4/ - Calculated from "CERR Container Traffic Forecast Reply.xlsx" by reverting to ATC calculatlons in columns BD:BF to pull from
Consumers' Opening WP "CERR Divisions.xIsx" and measuring the impact on net revenues in cells DB41073:DK41073.
5/~ [6]=[8]-[2]-[3]-[4]-[5].
6/ - [7]=[3]+[41+[51+H6].
7/ - "Summary of CERR Traffic Volumes and Revenues Reply.xIsx", sheet "Summary Vol Rev", cells N25:N36.
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RM I 1200 CENTRAL AVENUE, SUITE 330 « WILMETTE, ILLINOIS 60091

MIDWEST 847.920.9033 ¢ FAX 847,920.9450

CHARLES WL {SANODY] REX L MA]
CAMERON R, REX. MAL GISP
SUSAN MOTYCRA REX

February 29, 2016

Matthew J. Warren, Esq.
CSX Transportation, Inc
HQ Building, 15th Floor
500 Water Street
Jacksonville, Florida 32202

RE:  Aggregate market value estimate of real estate required for the assemblage of Consumers
Energy Company Stand-Alone Railroad and appraisal review of Stuart I. Smith Realty
Advisors LLC's valuation of the Consumers Energy Company Stand-Alone Railroad.

Dear Mr. Warren:

At your request, [ have estimated the aggregate market value of the real estate required for the
hypothetical Consumers Energy Company Stand-Alone Railroad (referred to as CERR)
extending from the West Olive Junction in Ottawa County, Michigan to the 22" Street Junction
in Chicago, Illinois. I have also reviewed the appraisal report of Stuart I. Smith Realty Advisors
LLC (referred to here as the Smith report). My valuation and review are communicated in the
following 161-page report; the date of valuation is January 1, 2015.

This report is intended to comply with the reporting requirements set forth under Standards Rule
2-2 and Standards Rule 3-5 of the Uniform Standards of Professional Appraisal Practice
(USPAP). As such, it summarizes the data, reasoning, and analysis used in the appraisal process
to develop my opinion of value and my opinions and conclusions about the Smith Report,
including the reasoning behind any disagreements.

The appraisal review sections of this report should be read in conjunction with the Stuart I.
Smith Realty Advisors LLC appraisal report of the subject property dated October 30, 2015,
along with the work papers and electronic files produced as part of the Consumers Energy
Opening Production for this rate case.
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Matthew J. Warren, Esq
February 29, 2016
Page 2

The Scope of Work section of this report describes the processes used in our valuation and in the
review of the Smith report.

The purpose of this appraisal is to estimate the aggregate market value of the properties required
to build the CERR. The purpose of the Smith report review is to critique the valuation developed
in that report pertaining to the CERR.

Based on the conditions and contingencies discussed in this report and subject to the signed
certification, it is my opinion and conclusion that the aggregate market value estimate of the real
estate required for the assemblage of the hypothetical Consumers Energy Company Stand-Alone
Railroad, as of January 1, 2015, is

$132,590,000

Based on the conditions and contingencies discussed in this report and subject to the signed
certification, it is my opinion and conclusion that the Smith Report does not provide a valid
estimate of the aggregate market value of real estate required for the assemblage of Consumers
Energy Company Stand-Alone Railroad.

Respectfully,
RMI MIDWEST

L

Charles W. (Sandy) Rex III. MAI
Hlinois Certified General Real Estate Appraiser, License 553.000785
Indiana Certified General Appraiser, License CG4030040
Michigan Certified General Appraiser, License 1201007606

gyt s?

13-250_CSX_ConsumersEnergyReport02292016.wpd
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CONSUMERS ENERGY STAND-ALONE RAILROAD

CERTIFICATION

The undersigned certifies that, to the best of my knowledge and belief, except as otherwise noted
in this appraisal report,

1.
2.

10.

11.

12.

15-250

The statements of fact contained in this appraisal report are true and correct.

The reported analyses, opinions, and conclusions are limited only by the reported
assumptions and limiting conditions, and are my personal, impartial, and unbiased
professional analyses, opinions, and conclusions.

I have no present or prospective interest in the property that is the subject of this report,
and no personal interest with respect to the parties involved.

I have performed no services as an appraiser or in any other capacity, regarding the
property that is the subject of the appraisal and under review within the three-year period
immediately preceding acceptance of this assignment.

I have no bias with respect to the property that is the subject of this report or to the
parties involved with this assignment.

My engagement in this assignment was not contingent upon developing or reporting
predetermined results.

My compensation for completing this assignment is not contingent upon the
development or reporting of a predetermined value or direction in value that favors the
cause of the client, the amount of the value opinion, the attainment of a stipulated result,
or the occurrence of a subsequent event directly related to the intended use of this
appraisal.

Additionally, my analyses, opinions, and conclusions were developed and this report has
been prepared in conformity with the Uniform Standards of Professional Appraisal
Practice and the requirements of the State of Illinois Division of Professional
Regulation; Department of Professional and Occupational Regulation, the State of
Indiana Real Estate Board, and the State of Michigan Department of Licensing and
Regulatory Affairs.

The reported analyses, opinions, and conclusions were developed, and this report has
been prepared, in conformity with the Code of Professional Ethics and Standards of
Professional Appraisal Practice of the Appraisal Institute.

The use of this report is subject to the requirements of the Appraisal Institute relating to
review by its duly authorized representatives.

As of the date of this report, Charles W. Rex III, MAI and Cameron R. Rex, MAI have
completed the continuing education program for Designated Members of the Appraisal
Institute. :

I have made a personal inspection of the property that is the subject of this report. The

~ subject property has also been inspected using high quality digital aerials, oblique digital

aerials, digital street maps, and topographical maps on our GIS system. In addition, many
portions of the subject property were viewed using Google Street views.

© 2016 RMI MIDWEST 7
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13. Cameron R. Rex assisted in the collection and analysis of data used in this analy51s
Susan Motycka Rex edited this report.

14, The aggregate market value estimate of real estate required for the assemblage of the
hypothetical Consumers Energy Company Stand-Alone Railroad, as of January 1, 2015,
is $132,590,000.

Respectfully,

RMI MIDWEST

é/&/
Charles W. (Sandy) Rex 111, MAI
[llinois Certified General Real Estate Appraiser, License 553.000785

Indiana Certified General Appraiser, License CG4030040
Michigan Certified General Appraiser, License 1201007606
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CONSUMERS ENERGY STAND-ALONE RAILROAD

SUMMARY OF FINDINGS

LOCATION

OWNER

DATE OF
VALUATION

The subject mainline extends from the West Olive junction in Ottawa
County, Michigan, 155.52 miles' to the 22" Street junction in Chicago,
Illinois. The BRC Alternative is the 8.46-mile? alternative route in
Chicago over the BRC right-of-way to the NS trackage rights. Also
included is the Dolton Interchange Track, which extends south from the
wye with the mainline into Dolton Yard for approximately 3.27 miles’.
The IHB Interchange Track extends from the IHB junction with the
CERR mainline between Alice Avenue and Burnham Avenue, westerly
6.72 miles through IHB’s Blue Island Yard to the intersection with the
north/south CSX line, just west of Seeley Avenue. The Buffington
Connection extends northwesterly from Pine Junction on the CERR
mainline, just west of where it crosses the EJ&E, approximately 1.02
miles to just southeast of Norfolk Southern’s CP 501 interlocking along
the BRC Alternative’s NS Trackage Rights. The subject properties are in
four westerly Michigan counties, three northerly Indiana counties, and
Cook County, Illinois. The subject overview map on page 12 shows the
general location of the subject property.

This is an appraisal of multiple hypothetical ownerships that would be
acquired by Consumers Energy Company in assembling the CERR.

January 1, 2015

The Smith report states that the mainline is 154.86 miles; however, the point where the subject

intersects with the Norfolk Southern trackage rights in Porter County was slightly in error, and the
northetly cut point at the 22™ Street Junction was not accurately placed when compared to the

valuation maps.

Our measurement of this route from the junction with the mainline to the point where the BRC

intersects with the NS track is slightly different from the 8.13 miles reported in the Smith report.

Our measurement of the Dolton lead includes the wye tracks and is slightly different from the distance

reported in the Smith Report of 3.24 miles. The Smith Report contains the same distance as shown on
Table ITI-B-2 of Consumers Energy Opening Production.
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LAND SIZE

VALUATION
PREMISE

HIGHEST AND
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CONSUMERS ENERGY STAND-ALONE RAILROAD

The property rights appraised are fee simple, with the exception of the
portion of the subject property over the BRC line and the IHB line. It is
assumed that Consumers Energy would have an undivided 25% interest
in the BRC portion of the right-of-way and an undivided 21.42% in the
IHB portion of the right-of-way.

Using the widths specified in the Smith report, we have calculated the
following areas: ‘

Main Line 1,736.40
BRC Alternative 76.90
Dolton Interchange 29.73
IHB interchange 61.06
Buffington Connection 7.21

Total of corridors 1,911.30
Microwave sites 6.00
Barr Yard 63.32

Total of all areas 1,980.62

The IHB Interchange Track and Buffington Connection are not included
in the Smith report. For both lines the width is assumed to be 75 feet.
Additionally, we have used a width of 100 feet for Segments 582 and 583
to accommodate the Curtis Interlocking Tracks, whereas the Smith report
used a width of 75 feet at that location.

The reported value is the aggregate market value of all the real estate
necessary to assemble the CERR corridors and associated properties as
of the effective date of valuation.

The pertinent highest and best use is of each hypothetical parcel that
would be acquired in assembling the corridor. The highest and best use
of these parcels is based on the adjoining property’s current use, zoning,
as well as uses in the surrounding area. These uses for valuation purposes
are defined within the report.
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CONSUMERS ENERGY STAND-ALONE RAILROAD

FINAL VALUE
ESTIMATE The summary of the final value estimates is shown on the page.
Main Line $ 118,019,904
BRC Alternative S 3,027,025
Dolton Interchange S - 3,222,536
IHB Interchange S 1,024,844
Buffington Connection S 455,217
Total of corridors S 125,749,525
Microwave sites S 223,040
Barr Yard S 6,619,726
Total of ali areas $ 132,592,291
Rounded to $ 132,590,000
ACQUISITION COSTS $20,818,184
REAL ESTATE
VALUE CHANGE The change in the aggregate market value between January 1, 2013 and
+ January 1, 2015 is 3.3% compounded annually.
15-250
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CONSUMERS ENERGY STAND-ALONE RAILROAD

SUBJECT PROPERTY PHOTOGRAPHS

Looking southerly along the subject corridor from the north end near West
Olive Junction in Ottawa County, Michigan. December 9, 2015.

Looking southeasterly as the subject corridor enters the Beechwood and
Holland area. December 9, 2015.
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CONSUMERS ENERGY STAND-ALONE RAILROAD

Looking easterly from Lincoln Ave. in Holland at the Holland power
generation facility being constructed adjacent to the subject corridor.
December 9, 2015.

Looking southerly along the subject corridor from 143" Avenue in Allegen
County. December 9, 2015.

15-250
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CONSUMERS ENERGY STAND-ALONE RAILROAD

Looking southeasterly at the subject bridge crossing the Kalamazoo River
from New Richmond Bridge Park. December 9, 2015.

Looking westerly from Kerlikowske Road in Berrien County along the
subject corridor. December 9, 2015.

15-250
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CONSUMERS ENERGY STAND-ALONE RAILROAD

Looking northerly from Silver Beach Park along subject corridor. The St.
Joseph central business district is at the top of the berm. December 10,
2015.

A typical view along the subject corridor looking westerly on the west side
of New Buffalo. December 10, 2015.

15-250
© 2016 RMI MIDWEST 16



CONSUMERS ENERGY STAND-ALONE RAILROAD

Looking westerly along the subject mainline from just west of Calumet
Avenue in Lake County, Indiana. December 10, 2015.

Looking westerly from Jackson Blvd in Chesterton, Indiana, toward the
junction where the NS trackage rights begin. December 10, 2015.

15-250
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CONSUMERS ENERGY STAND-ALONE RAILROAD

The subject mainline between the Dolton line and Barr Yard in Riverdale,
Illinois. December 10, 2015.

The IHB Interchange Track at Park Avenue, looking west. The Dolton
Interchange Track begins on the left side after the crossing. February 29,
2016.
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CONSUMERS ENERGY STAND-ALONE RAILROAD

~ INTRODUCTION
GENERAL ASSUMPTIONS
1. No responsibility is assumed for the legal description or for matters including legal or

title considerations. Title to the property is assumed to be good and marketable unless
otherwise stated.

2. The property is appraised free and clear. of any and all llens or encumbrances unless
otherwise stated.

3. The information furnished by others is believed to be reliable; however, no warranty is
given for its accuracy.

4. All engineering material is assumed to be correct. The plot plans and 1llustrat1ve material
in this report are included only to assist the reader in visualizing the property.

5. It is assumed that there are no hidden or unapparent conditions of the property, subsoil,

or structures that render it more or less valuable. No responsibility is assumed for such
conditions or for obtaining engineering studies that may be required to discover them.

6. It is assumed that there is full compliance with all applicable federal, state, and local -
environmental regulations unless noncompliance is stated, defined, and considered in the
appraisal report.

7. It is assumed that the property conforms to all applicable zoning and use regulations and
restrictions, unless a nonconformity has been identified, described, and considered in the
appraisal report.

8. It is assumed that all required licenses, certificates of occupancy, consents, or other
legislative or administrative authority from any local, state, or federal government or
private entity or organization have been or can be obtained or renewed for any use on
which the opinion of value contained in this report is based.

0. It is assumed that the use of the land and improvements is confined within the boundaries
or property lines of the property described and that there is no encroachment or trespass
unless noted in the report.

LIMITING CONDITIONS

1. Possession of this report, or a copy of it, does not carry with it the right of publication.
It may not be used for any purpose by any person other than the party to whom it is
addressed without the written consent of the appraiser and in any event only with proper
written qualification and only in its entirety.

2. - The appraiser, by reason of this appraisal, is not required to give further consultation or
testimony, or be in attendance in court with reference to the property in question unless
arrangements have been previously made.

15-250
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CONSUMERS ENERGY STAND-ALONE RAILROAD

3. Neither all nor any part of the contents of this report (especially any conclusions as to
value, the identity of the appraiser, or the appraiser’s firm) shall be disseminated to the
public through advertising, public relations, news, sales, or other media without the prior
written consent and approval of the appraiser. ‘ '

4. The property was not appraised subject to long-term leases on land or improvements that
affect the value of the land.
5. Unless otherwise stated in this report, the existence of hazardous substances, including

without limitation asbestos, polychorinated biphenyls, petroleum leakage, or agricultural
chemicals, which or may not be present on the property, or other environmental
conditions, was not called to the attention of nor did the appraiser become aware of such
during his inspection. The appraiser has no knowledge of the existence of such materials
on or in the property unless otherwise stated. The appraiser, however, is not qualified to
test such substances or conditions. If the presence of such substances or environmental
conditions may affect the value of the property, the value estimated is predicated on the
assumption that there is no such condition on or in the property or in such proximity
thereto that it would cause a loss in value.

HYPOTHETICAL CONDITION AND APPRAISAL PREMISE

As part of the Stand-Alone Cost (SAC) calculations in the Consumers Energy Company v. CSX
Transportation rate case, Docket No. 42142, the market value of acquiring the defined right-of-

“way and associated properties is required. As such, the valuation assumes that real estate for a
new corridor will be acquired for the hypothetical railroad, in this case designated as the CERR.
While the physical location of the property is along existing railroad corridors, the assumption
for valuation purposes is that the corridor does not exist. Accordingly, it is assumed that a new
hypothetical corridor would consist of vacant land to be acquired from the adjoining property
owners.

This report does not consider all the acquisition costs that would be encountered today in the
assemblage of the corridor. The only costs included are those considered by the STB for rate
case purposes; these included costs are discussed on page 151 and are considered separately
- from the valuation.

This hypothetical condition results in a value that is not the same as that of the assembled -
corridor. Any change in this condition would likely change the value conclusion.

The valuation is the market-extracted unit values of the adjoining properties applied to the area
of the proposed hypothetical right-of-way or corridor. In the valuation of existing assembled
corridors, this is the component that is referred to as the across-the-fence (ATF) value.
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PURPOSE AND INTENDED USE OF THE APPRAISAL

The purpose of this appraisal and the appraisal that is reviewed is to estimate the aggregate
market value of the real estate to be acquired for the assemblage of Consumers Energy Company
Railroad — this is done by estimating the across-the-fence (ATF) value.

The intended use of this appraisal and this appraisal review is to contribute to the stand-alone
cost calculations by CSX Transportation Inc. for Consumers Energy Company v. CSX
Transportation rate case, Docket No. 42142. '

The intended users of the appraisal are CSX Transportation and its representatives, as well as
the Surface Transportation Board. It is acknowledged that the appraisal report will likely be
submitted to Consumers Energy Company.

DEFINITIONS

* Across-the-board value. A term used by many in the appraisal industry and by those that buy
and sell corridors to refer to.a method of obtaining a broad, preliminary, or rough estimate of the
value of the across-the-fence properties. In this technique, general, usually impressionistic, unit
values are used and applied to broad categories of land uses, such as rural designations, versus
suburban, and urban designation. Typically, the across-the-fence land uses are aggregated into
correspondingly broad categories, instead of detailed changes in land use.

Across-the-fence (ATF) value. In the valuation of real estate corridors, the value concluded based
on a comparison with adjacent lands before the consideration of any other adjustment factors.*
The ATF value accounts for location and market conditions. Accordingly, this is an intermediate
value without (or prior to) the consideration of the corridor factor. This method typically
includes detailed divisions of the corridor for each change in land use. The valuation is based
on analysis of comparable sales for each of the varying land uses along the corridor. '

Aggregate Market Value. The total estimate of market value for the real estate to be assembled
for the subject railroad, as though the right-of-way before the acquisition were part of the
adjoining real estate ownerships. Accordingly, the unit value for the subject is based on the unit
value of the ATF parcels.

Corridor. A narrow strip of land or real property rights for which the highest and best use is to
provide an economic benefit by connecting the end points, and sometimes serving intermediate
points along the way. Most corridors provide these connections for energy (oil and gas pipelines,

The Dictionary of Real Estate Appraisal, 6" ed. (Chicago: Appraisal Institute, 2015).
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electrical power transmission lines), transportation (road, rail, aqueducts, canals, avigation,
aircraft overflight, or communications (fiber-optic lines) purposes. Abandoned corridors may
or may not have a highest and best use of continued corridor use.’

Highest and best use. The reasonably probable and legal use of vacant land or an improved
property that is physically possible, appropriately supported, financially feasible, and that results
in the highest value. The four criteria the highest and best use must meet are legal permissibility,
physical possibility, financial feasibility, and maximum productivity. Alternatively, the probable
use of land or improved property—specific with respect to the user and timing of the use—that
is adequately supported and results in the highest present value.®

Market value (also known as Fair Market Value). The most probable price that the specified
property interest should sell for in a competitive market after a reasonable exposure time, as of
a specified date, in cash, or in terms equivalent to cash, under all conditions requisite to a fair
sale, with the buyer and seller each acting prudently, knowledgeably, for self-interest, and
assuming that neither is under duress.’

EFFECTIVEDATE OF VALUATION

January 1, 2015.

SCOPE OF THE APPRAISAL

In the context of this report, scope describes the extent of the process of collecting, analyzing,
confirming, and reporting data, necessary to develop a complete valuation and estimate of the
aggregate market value for the assemblage of the subject railroad.

Property boundaries for the subject property are based on the cut points and widths provided in
the Smith report. The location of the IHB Interchange Track and the Buffington Connection
were provided by CSX. The subject centerlines were digitized in ArcGIS, which was used for
our valuation and derivation of measurements. Where necessary these cut points were also
checked against railroad valuation maps.

The Dictionary of Real Estate Appraisal, 4" ed. RMI Midwest considers this a more accurate and
complete definition than the definition in the sixth edition.

The Dictionary of Real Estate Appraisal, 6" ed.

The Diclionary of Real Estate Appraisal, 6" ed.
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. Charles W. Rex III, MAL, inspected all the subject property that could be viewed from public
roads and property on December 9 and 10, 2015. The IHB Interchange Track was inspected on
February 29, 2016. All the subject property has been inspected through the use of high-quality
digital satellite/aerial imagery, the sources of which include Google Earth, Bing, and Pictometry.
Additionally, oblique and Google Street View imagery were used, as well as USGS digital
topographic maps.

Additionally, county digital zoning layers and parcel layers were used to assist in the
classification of land uses adjacent to the subject corridor. ATF land uses are classified along
the entire subject corridor using this data. ATF land uses are our opinion of the ATF highest and
best uses. Each time the land use changed on one side of the corridor or the other, a segment line
was drawn and a new valuation segment was created. Accordingly, we identified 792 valuation
segments along the entire subject property. Where necessary, segment lines and ATF land uses
were verified during our inspection.

Institutional and governmental ATF properties are cla531ﬁed based on their highest and best use
if available for private use.

Inalleight counties, current parcel GIS data and electronic assessment rolls were obtained with
the latest sales information. Using this .information in each county enabled us to identify and
obtain land sales comparable to the ATF land uses. Sales are identified by date, land use, size,
and location criteria. Each sale used was inspected on high quality digital aerials and Google
Street View imagery where available and appropriate. We obtamed and reviewed deeds where
needed to additionally confirm data.

~ For comparable ATF sales within each county, information obtained for each sale was converted
to Excel spreadsheets and analyzed. Non-parametric graphical analysis was used to derive
market-supported adjustments to account for variances in price. The sales were compared to
their ATF land uses, and ATF unit values were estimated and applied to the appropriate
segments. This process was carried out for the entire corridor.

For each valuation segment, the derived unit values for both sides of the corridor were averaged
and applied to the area of the subject corridor segment. The sum of the segment values is the
aggregate market value of the real estate to be acquired for the assemblage of the subject stand-
alone railroad.

This appraisal report communicates our analysis and opinions. It is supplemented by our work
files, including electronic copies of our spreadsheets.
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S'COPE OF THE APPRAISAL REVIEW

The intent of this appraisal review is to conform with the Uniform Standards of Professional
Appraisal Practice (USPAP), Standard 3: Appraisal Review. As such we have read and evaluated
the Stuart I. Smith Realty Advisors LLC appraisal report of “Consumers Energy Company v.
CSX Transportation Inc.; Consumers Energy Stand-Alone Railroad (“CERR™); Valuation of
Hypothetical Right-of-Way.” This review also includes work papers and electronic spreadsheets
provided as part of the Consumers Energy’s opening production in this case.

The client for this review is CSX Transpoftation Inc. The purpose of the review and the intended
use of the review is as stated for this appraisal report previously on page 21.

The date of the Smith repdrt is October 30, 2015, and its effective date of valuation is January
1, 2015 — the same as the valuation in our report. The report is signed by Stuart I. Smith, MAI.

The scope of the work for the appraisal review consists of the same subject property inspection
and ATF land use classification described in the Scope of the Appraisal section, with the
exception of the IHB Interchange Track and the BRC Clearing Yard Lead.

Additionally, we mapped the corridor described in the Smith report and initially identified the
segment boundaries based on the longitude/latitude points contained in the submitted Land
Valuation Worksheet.xlsx. We subsequently determined that these locations did not correspond
to the segment lengths used in the Smith report, and yet the milepost locations and lengths are
the basis for the Smith valuation. We subsequently corrected our mapping and analysis.

We evaluated the comparable sales used in the Smith report, following page 59 (SR)
spreadsheeted those sales shown on the maps in each of Mr. Smith’s valuation discussions. The
sales were identified by longitude/latitude points, which were mapped in our GIS. We used
digital aerials to view each sale identified on the maps in the valuation sections.

Within each Smith report valuation section, we evaluated the unit value conclusions with the
sales shown on the adjacent map. In Cook County, the valuation also included land allocations
of improved residential sales for the valuation of the corresponding segments. We analyzed this
methodology as described in the report and arrived at an opinion of its appropriateness.

Since we could not substantiate the reasonableness of the Smith report value estimate based
solely on our review, we have also valued virtually the same property. The values arrived at in
the Smith report are compared and contrasted with our estimates of value within this report.
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REPORT ORGANIZATION

Since this report is both an appraisal report and a review report, its format is somewhat different
from the standard appraisal report. It is also different since the subject property is the
hypothetical assemblage of a rail corridor. '

The actual description of the subject property, the Regional and Neighborhood Data section, and
Highest and Best Use section follow this section. Where my data, analysis, and/or conclusions
are significantly different from those presented in the Smith report, a subheading is added in the
section to discuss these differences.

In the Valuation Methodology section, a description of the methodology used in the appraisal
report is presented. In the Smith Report section (Valuation Methodology within the Smith
Report), an overview of the methodology that was used is presented and critiqued. This section
provides a description of the fundamental differences in the valuation used in each report.

The Valuation section is divided into the valuation for each of the eight counties. The valuation
in each county first presents our description, analysis, and conclusions, followed by a critique
of the valuations in the Smith report. The end of the section contains our final valuation
conclusions, followed by a critique of the conclusions in the Smith report.

‘The Cost of Acquisition section presents the analysis of these costs based on the STB guidelines
as established in previous rate cases.

'The final section of the report — Value Changes Between 1/1/2013 and 1/1/2015 — presents the
data and analysis that justifies the differences in value opinions between the two dates.

The Addendum, presented in a separate volume, contains the Unit Value ID table, detailed
segment maps and comparable sale maps that are referenced in the body of this report.
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SUBJECT PROPERTY
LOCATION

The subject property consists of the assemblage of five corridors: the mainline corridor, Dolton
Interchange Track, the BRC Alternative, the IHB Interchange Track, and the Buffington
Connection. The location of the first three lines is principally the same as in the Smith report.
The Smith report did not value the IHB Interchange Track, nor the Buffington Connection. The
‘subject overview map on page 12 shows the general location of the subject properties.

Mainline

Beginning on the north end in Michigan, the northerly limit of the mainline corridor is West
Olive Junction, which is the point where the industrial lead track that serves the Consumers
Energy J.H. Campbell generating facility converges with the mainline. The junction is just north
of Taylor Street on the west side of US Highway 31.

The subject extends south and westerly through Ottawa, Allegan, Van Buren, and Berrien
Counties in Michigan, and LaPorte and Porter Counties in Indiana to the junction with the
Norfolk Southern line in Porter, Indiana, just west of Jackson Boulevard. The corridor generally
parallels the eastern and southern edge of Lake Michigan. This portion of the corridor is 122.24
miles long. (The Smith report stops approximately .07 miles short of the junction with the NS
line, based on the reported length used in the valuation.)

From this point west across most of Porter and Lake Counties, Indiana, the hypothetical CERR
is on NS trackage rights, which are not valued.

The hypothetical CERR ownership picks back up at the junction between CSX and NS just
northwest of South Buchanan Street in Gary, Indiana, on the south side of Canadian National’s
Kirk Yard. The line then continues northwest, turning west at the north end of NS’s Pine Yard
and crosses into Cook County, Illinois. The line continues west through Barr Yard to just west
of Western Avenue and continues northerly mostly paralleling Western Avenue to the 22™ Street
Junction, located a short distance south of Roosevelt Road and east of South Talman Avenue in
Chicago. This junction is the end of the current CSX ownership. (The Smith Report stops
approximately 0.59 miles short of this junction.) This portion of the corridor is 33.28 miles.
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Dolton Interchange Track -

This line extends from the Dolton Junction near the Dolton Tower at approximately the easterly
extension of 140" Street, south 3.24 miles through Union Pacific’s Center Yard to a point that
is at approximately the easterly extension of 164™ Street. Our actual mileage is approximately
0.03 miles longer due to different calculated lengths of the wye tracks at Dolton Junction.

BRC Alternative

This line begins at the BRC junction with the CERR main line north of Forest Hill Yard,
beginning at the extension of West 72™ Street easterly and southerly to the line’s junction with
NS tracks, just east of the Chicago Skyway (I-90), north of East 95® Street. This line runs for
approximately 8.46 miles, including the wye track on the westerly end and extending to the
junction with the NS tracks. (The Smith Report does not include the wye track on the east end
and terminates on the westerly side of the Chicago Skyway, therefore not connecting with the
NS line.) The BRC Alternative continues southeasterly along NS trackage rights to the point
where it connects to the westerly end of the NS trackage rights on the CERR mainline.

IHB Interchange Track

The THB Interchange Track extends from the IHB junction with the CERR mainline between
Alice Avenue and Burnham Avenue, westerly 6.72 miles through IHB’s Blue Island Yard to the
intersection with the north/south CSX line, just west of Seeley Avenue. Between this line’s
easterly junction at its intersection with the above Dolton Interchange Track, it parallels the
CERR mainline. The Smith report does not value this line.

Buffington Connection

‘The Buffington Connection extends northwesterly from Pine Junction on the CERR mainline,
just west of where it crosses the EJ&E. It extends 1.02 miles to just southeast of Norfolk .
Southern’s CP 501 interlocking along the BRC Alternative, which is on NS Trackage Rights.
The Smith report does not value this line.

PROPERTY OWNER

While most of the actual corridor is owned by CSX Transportation, this appraisal values the real
estate as though the corridor does not currently exist and is being assembled from lands occupied
by the existing CSX corridor. For the appraisal, it is assumed that the lands belong to the many
adjoining, across-the-fence property owners.
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LEGAL DESCRIPTION

A legal description of the subject property was not provided; however, GIS files containing the
centerline of the corridor occupied by the subject is made available in the work papers
accompanying this appraisal report. Additionally, the subject property is precisely shown in the
various maps, which are part of this report, starting with the subject overview map on page 12.
Detailed segment maps for the entire subject property are included in the Addendum in the
accompanying volume to this report.

While the widths of the corridors are intentionally the same as presented by the Smith repor_tx,
the lengths vary slightly to provide necessary connections to the adjoining rail lines and to
account for wye tracks.

The area and location of Barr Yard is assumed to be the same as presented in the Smith report.
The width of the IHB Interchange Track and the Buffington Connection is assumed to be 75 feet.
This appraisal uses the same number of microwave sites at one-acre each. While the exact
locations of the microwave sites are not provided in the Smith report or the other CERR filings,
we approximated their locations using the segments they were valued within, taking into account
the spacing requirements.’

PROPERTY RIGHTS APPRAISED

The full fee title rights are appraised for the Mainline, the Dolton Interchange Track, Buffington
Connection, Barr Yard and the microwave tower sites. An undivided 25% interest in the fee
rights is valued for the BRC Alternative. The IHB Interchange Track is an undivided 21.42%
interest in the fee rights.

ACCESS

The subject occupancy is easily accessed as part of a mostly active rail frelght corridor with
many road crossings along its length.

The width for Segments 582 and 583 differs from the 75 foot width used in the Smith report. In order
to accommodate the Curtis Interchange Track we have used a width of 100 feet.

The different locations of the microwave tower sites are not significant. In fact, our estimate of value of
these sites is less than the opinion of value in the Smith report.
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SI1ZE AND SHAPE
Figure 1 summarizes the size and area of the subject properties.
As previously discussed, the widths of the corridors are intentionally the same as presented in

the Smith report'®; the lengths vary slightly to provide necessary connections to the adjoining
rail lines and to account for wye tracks.

Figure 1. Summary of length and size.

Mainline 1 705 155.52 1,736.40
BRC Alternative 706 749 8.46 76.90
Dolton Interchange Track 750 766 3.27 29.73
IHB Interchange Track 767 790 6.72 61.06
Buffington Connection 791 792 -0.79 7.21
Barr Yard 63.32
Microwave sites 6.00

Totals 17476  1,980.62

Additionally, the size of Barr Yard and the microwave tower sites is the same as used in the
Smith report. We have also assumed the location of Barr Yard to be the same.

GENERAL PROPERTY DESCRIPTION AND TOPOGRAPHY

The subject corridor wraps around the southeastern portion of Lake Michigan. Starting in
Michigan, it transverses Ottawa, Allegan, Van Buren and Berrien Counties. Land uses in the
vicinity of the subject consist primarily of agricultural, rural acreage, and rural residential. Most
of the agricultural uses are berries and pasture grass production.

The Michigan portion of the corridor does pass through several towns, primarily located along
Lake Michigan: Holland, Bangor, Benton Harbor, St Joseph, and New Buffalo. These towns,
along with numerous other small communities along the corridor’s route, are primarily lake-
oriented, supporting summer tourism and part-time residents, chiefly from the Chicagoland area.
The surrounding land is mostly flat, with some remnants of sand dune hills close to the lake,
especially toward the south end.

10 The width for Segments 582 and 583 differs from the 75 foot width used in the Smith report. In order

to accommodate the Curtis Interchange Track we have used a width of 100 feet.

15-250
© 2016 RMI MiDWEST 29



CONSUMERS ENERGY STAND-ALONE RAILROAD

Through the three Indiana counties of LaPorte, Porter, and Lake, the subject corridor turns
westerly around the southerly portion of Lake Michigan. While this portion has some limited
amount of agricultural, particularly on the eastern side, land uses change to primarily industrial,
with some single-family uses providing housing for the surrounding industries, as well as
Chicago. Most of these land uses are heavy industrial and manufacturing. Much of this portion
of the CERR consists of NS trackage rights, which are not a part of this valuation.

In Indiana, the subject corridor passes through Michigan City and Chesterton before changing
to the trackage rights. Ownership picks back up in Gary, a depressed urban area deeply affected
by the closing of area steel mills over the years. Further to the west in Lake County, the subject
transverses Hammond and Calumet City through additional industrial properties and residential
neighborhoods.

Cook County includes the major urban area of Chicago and metropolitan suburbs. The subject
is located in the south part of Cook County and Chicago, which historically is an area of
industrial uses and blue-collar residential neighborhoods. Among them are pockets of middle-
income neighborhoods, such as Beverly and Evergreen Park.

Land uses are dense in this area, with changes often occurring within city blocks. This area is
dense with rail use by multiple transportation carriers, with numerous rail yards throughout.
Much of the subject is grade-separated from surrounding streets, otherwise the line and
surrounding area remains level.

IMPROVEMENTS

This is the valuation of vacant land to be assembled for the hypothetical CERR; accordingly, no
improvements are included in the valuation.

ACROSS-THE-FENCE ZONING

The determination of the highest and best use of the ATF properties is partially based on zoning,
where instituted. Zoning varies significantly along the corridor and includes agricultural, open

space, residential, industrial, and commercial zoning classifications.

Zoning was determined for this appraisal based on available zoning layers, zoning maps, and
zoning classifications for the ATF parcels recorded in assessment tax records.
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ACROSS-THE-FENCE LAND USES

The ATF land uses are determined using ArcGIS with high quality digital aerials, oblique views
and street views. Additionally, zoning layers were obtained where available, or pdf copies ofthe
zoning maps were downloaded. We also obtained the county assessment database for each
county.

GIS-determined land use designations were field verified during our inspection of the subject
corridor.

Where the ATF land use is institutional, such as a school, or governmental, such as a park, the
ATF land use as though the parcel were in private ownership was determined, based on

surrounding uses and location.

ATF land uses consist of

. Acreage

. Agricultural

. Commercial

. Industrial

. Residential development

. Multifamily residential

. Mobile home development
. Rural residential

. Single-family residential

. Wetlands

In Chicago, a more generalized residential use is used since residential uses are typically mixed
within small areas. :

Specific ATF land uses within each county are discussed in the county valuation sections, that
follow. Detailed valuation segments maps identify land uses along the entire corridor, and are
contained in the Addendum contained in the accompanying volume to this report.
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REGIONAL DATA

The Smith report on pages 30-36 (SR)!' contains a fairly extensive review of regional activity.
We concur with this information and feel that it is not necessary to rehash the same data in this
report. However, the Smith report’s “Overall Market Conditions Conclusions” section is
replaced herein by the following:

Two factors primarily influence land values within the area occupied by the subject property.
First, the area is within the historic “Rust Belt,” and as such, it has been influenced by the
closing and transformation of many large manufacturers. This is most pronounced in the Indiana
portions of the subject property, particularly around Gary, where the adverse effects of this
continual downturn are seen in a lack of population and job growth, and accompanying stress
on government services and finance. Secondly, the area is still recovering from the 2006-2007
financial crisis.

Given these general factors, many specific areas have seen little upward trend in real estate
values. Our analysis of the market through vacant land sales between January 2010 and July
2015 reveals the following by county.

Ottawa County: Agricultural and industrial land values show an increase, while no discernable
change of value is evident for other uses of land.

Allegan County: Agricultural, commercial, and industrial land uses show an increase in value,
while other land uses show no change.

Van Buren County: There is no discernable increase or decrease in land value in this county.

Berrien Countx: Only industrial land uses show an upward change in value.

LaPorte County: Commercial and industrial land uses show an upward change in land values,
while other land uses exhibit no change.

Porter County: Acreage, commercial, and industrial land values have trended upward, while
other uses show no change.

Lake and Cook Counties: There is no change in land values between 2010 and 2015 for uses in
the area of subject property (this is not to say that values may have changed in other areas of
these two counties).

1 Throughout this report, pages referenced in the Smith report are followed by (SR).
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HIGHEST AND BEST USE

Highest and best use, a necessary element of fair market value, is the physically possible and
legally permissible use recognized by the subject market area that results in the highest value
of the subject property; therefore, the four criteria the highest and best use of a property must
meet are physical possibility, legal permissibility, financial feasibility, and maximum
productivity. A property cannot be valued until its highest and best use is determined because
the selection of comparable sales and market information is dependent on its highest and best
use.

The highest and best use of the entire CERR as though assembled is not a factor in this valuation
since the value sought is the aggregate market value of the real estate to be acquired for the
assemblage of the stand-alone railroad. Rather, the pertinent highest and best uses are those of
the ATF properties. As discussed previously and as is illustrated in detail in the valuation
section, these are determined for each land use adjacent to the 792 valuation segments.

HIGHEST AND BEST USE IN THE SMITH REPORT

While the Smith report’s highest and best use section (pages 37 and 38 (SR)) begins with an
overview of the process like ours does, the highest and best use analy51s as implemented
throughout the valuation sections is extremely different.

As shown in detail below, the Smith Report generalizes ATF land use classifications and their
valuations. The report shows a total of only 54 segments, numbered from Segment 2 to Segment
106'* — compared to the 766 we discerned in the same area. More importantly, unit values
change only 23 times for the segment valuations with a mere 16 unique unit values for the entire
corridor.

ATF land uses in the Smith report are generalized into broad categories that contain a mix of
uses. Such a methodology only accurately works if the mix of various land uses within the
segments or valuation groups is measured and weighted — which was not done in the Smith
report.

12 The Smith report starts with “Segment 2" as the beginning segment, although this is just the first point;

therefore, it has no area. The segments are typically (although not exclusively) numbered with even
numbers. Four of the segments are NS trackage rights and are not valued.
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VALUATION METHODOLOGY

The three approaches to value are the sales comparison approach, the cost approach, and the
income capitalization approach.

This appraisal is the valuation of the real estate to be acquired for the assemblage of the subject
stand-alone railroad. As stated in the Hypothetical Condition section of this report on page 20,
the parcels to be acquired are assumed to be vacant.

The most reliable method of estimating the market value of vacant land is the sales comparison
approach. With the exception of the Lake Michigan frontage single-family residential uses™ in
St. Joseph, this is the methodology used in this appraisal.

Land values of the parcels to be acquired are based on the unit value of the land adjacent to the
corridor, otherwise known as the ATF parcels. These values are estimated without adjustments
for the utility of the subject. Sales comparable to the ATF land uses along the entire corridor are
obtained. Unit values are estimated for each land use, taking into account their various locations.
These unit values are then applied to the valuation segment area.'

For our appraisal, the tax assessor’s database and parcel GIS data was obtained for each of the
eight counties from third-party vendors, whereby we accessed all sales located within each
county based on the counties’ assessment records. In each case, the databases were queried for
vacant sales since January 1, 2010. Our GIS allowed us to identify the sale property’s
boundaries. From those queries, sales were selected based upon land use and, at times, proximity
to the subject corridor.”” Once an adequate number of comparable sales was obtained for a
particular land use, each sale was viewed using high-quality digital aerials, digital maps, and

13 Segments 350-352, 354, and 357 were valued using market extractions, as discussed in the Berrien

po\lnf\/ valuation on nage 94

alvati page 9
This is the same methodology and procedure used and approved for the ATF valuation by the STB in
Central Oregon & Pacific Railroad, Inc. — Abandonment and Discontinuance of Service — in Coos,
Douglas, and Lane Counties, OR, STB Docket No. AB-515 (Sub-No. 2) (STB served October 31,
2008); Oregon International Port of Coos Bay — Feeder Line Application — Coos Bay Line of the
Central Oregon & Pacific Railroad, Inc., STB Finance Docket No. 35160 (STB Served October 31,
2008); CSX Transportation, Inc. — Abandonment Exemption-in LaPorte, Porter and Starke Counties,
INC, STB Finance Docket No. 55 (Sub-No. 643) STB served April 30, 2004) that conforms to
49C.F.R. §1152.34 (c)(1)(iii). While the valuations in these cases were for OFA or Feeder Line
Acquisition purposes, the estimate of ATF value uses the same procedure. This is also the same method
used by most MAI members of the Appraisal Institute when finding the ATF value.

15 The entire county sales were used in some cases depending on land use. A typical example would be
agricultural and acreage sales.
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street view imagery. These digital inspections allowed for determining an accurate and actual
Jand use and its degree of comparability to a particular subject land use. Where necessary,
electronic copies of the deeds were reviewed to verify the accuracy of the data contained in the
assessor’s database.

The sales were then analyzed using non-parametric graphic analysis'® to help in determining
appropriate quantitative adjustments. The quantitative adjustments considered were typically
market conditions, size, and, at times, relative locational characteristics. Qualitative analysis was
then used to estimate the final unit value to be used in the valuation of the segment.

For those land uses where a size adjustment was judged to be appropriate, it is applied to the
average size of the ATF tax parcels within each segment.

In Cook County, additional adjustments were made where a site was purchased with an obsolete
improvement, which was subsequently demolished by the buyer.

The valuation segments in this report are based on inspection of the subject corridor as
previously described. Each time a land use changes on one side of the hypothetical corridor or
the other, a new valuation segment is designated. Where a road, river, lake or other barrier is
located on one side of the corridor, only the ATF land uses on the opposite side are considered.
In those few locations were a road is on each side, then the parcels on the opposite sides of the
road are considered as the ATF parcels."”

Details of the valuation segments are shown in the detailed segments maps in the Addendum
Volume that supplements this report. In addition, a complete Unit Value ID table is also included
in the Addendum.

Within each segment, the unit values for each side are averaged. In cases where the ATF land
use is only considered on one side of the segment, that value is used for both sides. Unit values
are applied to the area of the valuation segments, which are then summed to obtain the aggregate
market value estimate of the real estate to be acquired for the assemblage of the CERR.

The Valuation section is subdivided by county and land uses within.

This type of statistical analysis is the use of small samples or population. The validity of the indicated
adjustments is on whether the illustrated relationship is in line with the market, based on the appraiser’s
opinion. It is also the methodology used in the STB cases referenced in Footnote 12. In those case, the
valuations using this methodology was excepted by the STB. ‘

The exception to this rule is where one road is a major US highway or interstate. In those cases, parcels
on the opposite side of the local road would be the ATF parcels.
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VALUATION METHODOLOGY WITHIN THE SMITH REPORT

Our critique of the Smith report included a thorough analysis of the report, as well as the work
papers and electronic files produced by Consumers Energy in their Opening Production.

As stated in the Highest and Best Use section on page 33, the Smith report generalizes ATF land
uses into broad categories, many times across several of the 54 segments designated in the
report, with approximately 16 unique valuations developed.

The methodology used in the valuation of the Michigan and Indiana portions of the subject
property consists of the across-the-board method. Impressionistic unit values were chosen based
on the scattering of sales in the area. These sales were not correetly categorized by use, nor was
any sale analysis presented in the report or work papers. These unit values were then applied to
large sections of the corridor which were classified by broad land uses, without recognizing the
changes in the land use that occurred within these areas and without determining the weight or
predominance of the various detailed ATF land uses.

The only comparable sales spreadsheet shown
in the Smith report or in the work papers
follows page 59 (SR) of the report. The
spreadsheet covers five pages and lists 209
sales. Of the 209 sales listed, 69 are in DuPage
or Lake County, Illinois —completely out of the
area of the subject property, as shown in green
in the adjoining illustration. Locations of these
sales is based on the latitude/longitude
provided for each.

There are no supplemental, comparable
spreadsheets in the Smith report, nor in the
work papers for Michigan and Indiana. The
only reference to particular sales used in the
analysis is by inference from the maps used in
the report, between pages 42 and 55 (SR), and
the slightly larger maps in the Addenda, following page 62 (SR).

Its only through inference based on the sales mapped on these individual maps that one can
approximate the sales used in the valuation. In Michigan and Indiana, no individual sales are
discussed. Based on the detailed maps referenced above, it appears that 87 of the 209 sales were
used in the eight county area crossed by the subject corridor.
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Additionally, it is not possible to verify any of the sales presented since no recording information
is provided. The sales are only mapped by points with many of the points being in the middle
ofaroad or aroad intersection. Additionally, a number of land uses for the comparable sales that
are mapped are mis-identified. For instance, some sales classified as commercial or industrial
are in the middie of agricultural fields.

For Michigan and Indiana, we made individual spreadsheets of the sales shown on the maps on
pages 42-55 (SR) and then tried to reconcile the Smith report unit value conclusions. While
many times the unit value conclusion was within the broad range of these sales, no rationale nor
calculations were provided to explain the conclusion arrived at in the appraisal. There is a
complete disconnect between the unit value assignments presented in the Smith report and the
sales shown on the maps and in the “Comparable Sale Digest”. In general, the values appear to
be rough estimates with no quantitative adjustments or qualitative analysis.

For Cook County, Illinois, the Smith report and work papers also include an allocation technique
for residential land uses. On page 49 (SR) of the Smith report, it is stated that “there were too
few transactions upon which to opine a value.”'® Alternatively, MLS sales for 2- to 4-unit

- improved residential buildings were obtained, and 25% of the sale price is arbitrarily allocated
to the land. The report and work papers provide no support for the ratio used.

Our review of the Smith work papers shows that over 50% of the sales used are foreclosures,
short sales, or court ordered sales. Removing these sales changes the results of the analysis
significantly.

For some commercial and industrial sales within Cook County, the Smith work papers use a
number of sales shown on the comparable sales spreadsheet. In each case, an average of the unit
prices of each sale is taken to arrive at the unit value. For other identified land uses, a price is
chosen without any justification. Where multiple land uses exist within a valuation area, the
Smith report averages the unit value of the uses considered without making any attempt to
weight the unit values for a given land use by its predominance.

Given the seemingly broad and flawed analysis presented in the Smith Report and work papers,
the values compared on a county by county basis are both above and below our estimates of
value. ' ‘

18 As discussed in the following Cook County subsection of the valuation, we were able to find an

adequate number sales of vacant land to value the residential land uses.
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VALUATION

This section organizes the value of the subject ATF parcels by county starting in Ottawa County,
Michigan. Within each county, the valuation of each land use classification is discussed. After
the presentation of the valuation within each county, the Smith report’s valuation as applied to
the same county is critiqued.

O17AWA COUNTY, MICHIGAN

A map showing the subject property within Ottawa County is on the next page; detailed segment
maps are on pages 1 — 9 of the Detailed Segment Maps contained in the Addendum to this
report. These maps show ATF land uses for each segment. Comparable sale maps for each land
use are shown on pages 1 — 7 of the Comparable Sale Maps contained in the Addendum to this
report.

Ottawa County contains 71 valuation segments; i.e., Valuation Segments 1 through 71. ATF land
uses within the county include

. Agricultural
. Acreage
. Commercial
. Industrial
e Multifamily residential
»  Rural residential
. Single-family residential
. Wetlands

The valuation of each land use is discussed and summarized in the following pages. The
spreadsheet figures are significantly summarized to facilitate sizing; electronic versions contain
additional information, including property identification numbers and comments."’

The discussion of the first land use — agricultural — is more detailed than most others since it
explains the typical valuation process we have used for the other land uses, as well. Discussion
pertaining to the other land uses’ valuation is summarized.

The Ottawa County comparable sales are in 15-2500ttawaSales12142015 xIsx.
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Agricultural ATF Valuation

Figure 2 shows the comparable sales used to estimate the agricultural ATF unit values. The
instrument number, along with the year of the sale, provides access to the recorded deed in the
county recorder’s office. A map of these sales is on page 1 of the Comparable Sale Maps within

the Addendum. ‘

by 4 ate pric 2
3151 STROVEN STUART J & DEBORAH RIVER RIDGE FARMS INC 12/21/2010 S 342,000 7766 S 4,403.96 31% 7% S 6,173
5012 YSSELDYKE RUTH E MAST FARMS INC 1/28/2011 $ 97,500 14.48 $ 6,731.44 30% -13% S 7,613
6507 SCHREUR GORDON & S TRUST BROUWER 2/16/2015 $ 262,500 3529 $ 743847 -1% 4% $ 7,070
7616 PORTER JASON R & VALERIE RIVER RIDGE FARMS INC 2/11/2011 $ 93,850 1817 $ 5,165.94 30% -11% S 5,977
15284 ZEERIP RAY TRUST BOERSEN FARMS INC 4/1/2010 $ 251,000 4008 S 6,261.86 38% 2% $ 8,469
15580 DENHOF NORBERT P TRUST RITZ 4/5/2012 $ 600,000 9279 $ 6,466.15 20% 9% $ 8,458
15815 VAN DEN TOP DONALD J RUSTER 5/7/2014 § 180,000 36.03 $ 4,996.14 4% 4% S 4,988
16026 DEJONGE REAL ESTATE HLDGS LLC GEMMEN VICTORY PROPERTIES LLC 3/20/2012 $ 408,750 5955 $ 6,864.40 20% 3% S 8,484
16391 SCHREUR GORDON & S TRUST SMALLEGAN JIMMY A & P A TRUST 5/4/2015 $ 245,000 36.82 $ 6,653.52 -2% 3% $ 6,325
16761 MACATAWA BK BOERSEN FARMS INC 3/30/2012 $ 560,000 7023 $ 7,97332 20% 5% S 10,046
17170 BOSCH KEVIN DYKHUIS 4/18/2012 $ 265,000 4126 S 6,422.98 20% 2% S 7,553
17717 WALTERS RICK & VICTORIA SLAGH 5/21/2014 $ 150,000 14.78 $ 10,150.14 4% -13% S 9,184
18515 DALING DORA VANDRIEL 5/12/2010 § 165,000 3463 S 4,764.02 36% 4% $ 6,220
20744  TOWN LINE POULTRY FARM INC GEERLINGS BROTHERS LLC 6/18/2014 $ 189,394 2639 $  7,175.85 4% T% S 6,940
20827 OVERWEG KEITH A & MARY B OVERWEG 5/9/2012 $§ 400,000 7312 $ 547042 19% 6% S 6,900
22999 KAPENGA HENRIETTA TRUST . MARK ZEINSTRA PROPERTIES LLC 6/12/2015 $ 418,125 68.69 $ 6,087.46 -3% 5% § 6,200
25169 KROMPOTICH MILDRED A TRUST JLOFTIS FARMS [1C 4/26/2012 $ 130,000 13.60 $ 9,558.34 20% -14% S 9,864
25580 DYS DAIRY FARMS BOERSEN FARMS INC 6/1<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>